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IMF CONDJT IONALITY

|- INTRODUCTION:

IMF conditionality was introduced ip the

- |

balance-of payments viability

- he institution would b
i e
recover the loans it extended to member countries able to

Until the early 1980s, Fund Conditionalit
exchange policies of members. Over th
programmes increased steadily,
conditionality into fields that pre

y centred on the monetary, fiscal and
r the last 20 years, the number of Fund
conditionality changed, expanding the scope of
viously had been largely outside its purview.

As the number of conditions increased, the rate of member country’s compliance

with Fund supported programmes declined, and reviewin

g and streamlining
conditionality became inevitable.

Experience and the Fund’s studies show that program success is closely related
to ownership, which cannot be externally imposed. It must result from internal
analysis and discussion, leading to the conviction by domestic actors that

compliance leads to their objectives. “Conditionality can neither substitute
nor offset a lack of ownership”.

Conditionality is perhaps the most controversial aspect of IMF policies.
Criticisms of Fund conditionality are that it could be:

1- Too short-run oriented.
2- Too focused on demand management.

3- Does not pay adequate attention to its impact on gr-oth apd the effects
of programmes on social spending and on income distribution.
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In particular, fiscal and monetary policies are seen as too restrictive atril(()inhof .
strong deflationary impact to the point where the essence of the correc
external payments imbalance came from sheer deflation.

ol . 3 i ens of
Meltzer Report (2000) states “detailed conditionality (often mdzg:ﬂngmi(c)ize such
conditions) has burdened IMF programmes n recept ,};za;s;gotiate, and often
Programmes unwieldy, highly conflictive, time consuming
ineffectual”,

1 e temptation to use
Feldstein (1998) considers that the Fund should resnts;1 t:tmcturrz;l o e A
Currency crises as an opportunity to force fundamen
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member country only when that country seeks help. The country is then the IMF's

client or patient, but not its ward.

The legitimate political institutions of the country should determine the
nation’s economic structure and the nature of its institutions. A nation’s desperate
need for short-term financial help does not give the IMF the moral
right to substitute its technical judgments for the outcome of the nation’s political

process.

II. ORIGINS:
Upon IMF establishment as an institution for monetary cooperation there was no

reference to conditionality. The concept of Conditionality is not written in the
Fund’s original Articles of Agreement in 1952.

The fifth purpose stated:
To give confidence to members by making the Fund’s resource

temporarily available to them under adequate safeguards. thus providing
them with opportunity to correct maladjustments in their balance of

pavments without resorting to measures destructive of national or

international prosperity.

II1. Nature and Purposes:

Conditionality is defined as a means by which one offers support and
attempts to influence policies of another in order to secure compliance

with a programme of measures.

A country is made to adopt specific policies or to undertake certain reforms
that it would not otherwise have undertaken, in exchange for support. Some
view it as blackmailing...

Within the context of the IMF, Conditionality refers to policies a member must
adopt to secure access to Fund resources. These policies are intended to help
the member country overcome its external payments problem and thus be in a
position to repay the Fund in a timely manner (3-5 years), assuring the
“Revolving Character” of Fund resources.

The assurance is from the adoption by the member of certain corrective

measures, which will allow it to restore the balance-of-payvments position

and to repay the Fund, ensuring that the same resources will be available

to support other members in future.

There are various issues to be discussed regarding the Nature of Conditionality

such as:
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( Coercion and Intrusion of Conditionality;

5 Intrusive Nature of Conditionality:

when a country freely approaches the F
appears to be a voluntary one. There
tensions to be found within governments

und for.' Support, the relation
are often differences of view and

.

» Coercive Nature of Conditionality:

It depends on the circumstances of each case. For
good access to International financial markets an
fundamentals (China) will be in a strong negotiati
Fund. It will thus not be compelled to accept u
exchange for financial support.

nstance, a country with
d good macroeconomic
Ng position vis-a-vis the
npalatable conditions in

On the other hand, if the same country is in the midst of a deep ﬁnanciz;l
crisis, with a low level of international reserves and no access to external
credit from other sources, it is obliged to accept conditions that in better
circumstances are politically and economically unacceptable.

Countries refuse to turn to the Fund unless compelled by circumstances to
do so.

Within broad limits, conditionality is a relation of power.

On this relation, Paul Volcker has stated: "When the Fund consults with a
poor and weak country, the country gets in line". When it consults with a
big and strong country, the Fund gets in line. (Volcker and Toyoo Gyoten,
1992).

Conditionality being coercive depends on the asymmetry’ of Izioweg
between the member and the Fund, determined by the COU‘[‘EV §.nped an
its access to alternative sources of finance (Collingwood, 2001).

: ime?
BUT: What are the real options available to the country at the ti

S . in any external
= tacing o balance CErevimeny U G nor: Oztnalggrieﬁaem with
financial support from markets or other IFIs unless reaches
the Funq,

Conditionality i SO much

; ing the :
It becomeg coercive if the cost of not accepting t ons and is obliged to do

higher, A country has no choice but 10 accept conditl
things it would not otherwise do. duction or developmental
The Fund has no particular expertise on Povertyurriicw.

Strategy, issues that are within the Bank’s prlmaryll: m and keep itsel
Thug the Fund should probably withdraw fr(?m the S within in its areas
rigina| simplified mandate: advice and technical ass

“Ompetence.
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At worst, Conditionality implies the imposition on a country of a policy agenda
containing elements unnecessary to overcoming the payments crisis. These
elements may have been suggested by a 3rd party and may not be in the
country’s best interest, (External interference).

2. Process of Negotiation:

At the heart of Conditionality lies a process of negotiation. The Fund will use its
superior financial position and financial strength to offer support in exchange for
a government commitment to effect particular changes in its policies. Here a
simple formula can be outlined: The larger the country, the stronger it’s financial
position, the more financing alternatives available to it; the better the quality of
its economic team, the less likely it will have to accept conditions it does not

agree to.

The greater the asymmetry in power between the country and the Fund, the
greater the country’s need, the more likely it is that conditionality will lead to an

imposition of policies.

3. Conditionality as a safeguard for Fund resources:
Conditionality was introduced to ensure the ’’Revolving Character’’ of Fund
resources. Conditionality also means a lack of trust in the country’s own
judgment by those who “’know best”’.
» On one hand the purpose of Conditionality seems to tie the
hands of governments of recipient countries, particularly
countries in political transition.
» On the other hand, some argue that when the country is in
balance-of-payments difficulty, shows its inability to
manage its own affairs without getting into more
difficulties.

After all, conditionality ends when the programme it underpins ends.

Fund resources should be preserved for the benefit of all member countries. As
written in Fund’s Articles of Agreement. It must include the “promotion and
maintenance of high levels of employment and real income and to the
development of the productive resources of all members as primary objectives of

economic policy”.

The Fund’s role would be to seek a “’golden rule’’; a mix of measures and
financing that fosters the necessary adjustment, while avoiding the severe
recessionary and destructive aspects of underfinanced programmes.

Since well-financed programmes would be much more attractive than more
severe ones, they would encourage the early correction of imbalances.
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Since the harshness of a programme and its viability largely depend on the
nount of financing available, the reduction in the resources of the Fund
] ; - - . o
troduces @ bias for the adoption of increased conditionality and for more severe

shorter-term adjustments.

The rate of success under such terms is bound to diminish. The stiffer and more
jemanding the conditionality, the less the account for sovereignty,

4, Decline of Fund Resources:

Since the late-1970s no industrial country has resorted to Fund support because
they find its conditionality unacceptable. As a result, only developing countries
and economies in transition have resorted to Fund support in the last 24 years,

5. The problem of under financing:

Unfortunately, the conclusion of negotiations of a Fund programme does not
bring forth market financing in sufficient amounts, thus the programme may be
under-financed.

Indeed, as pointed by Bird and Rowlands, Structural adjustment is unlikely to
succeed if starved of finance. The Fund appears to assume that finance would
come from elsewhere. As a result, IMF programmes showed an increasing
tendency to break down.

International financial institutions condition their financial support to countries
that have an agreement with the Fund. This practice gives rise to what is referred

to as (Cross Conditionality) and greatly strengthens the Fund’s negotiating
position,

As an institution for monetary cooperation, the role of the Fund is to “Assist
countries overcome payments difficulties, without resorting to measures
destructive of national and international prosperity”.

But why should a whole population, especially poor one, bear the brunt of
adjustments and be punished for governments failures due to internal and
€xternal factors?

The argument that conditionality is essential to securc repayment and thus
“preserve the revolving character of F und resources” 18 further weakened bi
e high failure rate of Fund programmes. Less than half of the Funrd suppur‘t; )
Programmes are successful in the sense of full implementation of the
pr[}gramme-

1/2, or third 1/3, it

Whe i X alls below half
0 the rate of compliance of programmes falls be onditionality have

Ea" be argued that the whole rationale and relevance of ¢
tCome questionable.
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IV. REVISION OF CONDITIONALITY:
Since conditionality gives rise to many problems and has a number of negative

features, it should be revised.

Impose low Conditionality, such as “making reasonable efforts to solve its
problems”, instead of the huge amount of conditions imposed, that contradict

with the principles.
Nevertheless, for significant access to Fund resources it is helpful for members
to have some indicative objectives or targets to guide them in the application of

their program.

%1979 Guidelines on Conditionality have shown the need to limit
performance criteria to the minimum required to assure policy implementation.
The current Managing Director of the Fund has clearly seen the wisdom of
these principles and the need to review and streamline conditionality,

particularly structural conditionality. In light of the sharp fall in programme
compliance, member countries should support his decision.

1. NEW GUIDELINES ON CONDITIONALITY:
The Executive Board approved the new guidelines on conditionality on the 20"
of September, 2002
These are very commendable guidelines aimed at improving the effectiveness of
conditionality, essentially by recognizing the central importance of the

following:

1) National ownership of programmes, implying the need for member
involvement in the formulation of the programme and the authority’s
responsibility for its implementation, certain questions regarding Programme
Ownership are always under the scope, such as:

o [s it owned by the government as a whole or simply by the finance ministry?

o Does the Fund seek to further its own views by supporting its allies?

e Does the rest of the government see the programme as an external imposition?

2) Parsimony in the application of conditions, i.e. reducing the number of
conditions and focusing on those measures that are considered to be essential
to overcoming the problem and critical to the success of the programme.

(Member’s Best Interest).

3) Tailoring the programme to the member’s circumstances, i.e., recognizing
and addressing the factors behind the balance-of-payments problem, while
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reflect the member’s preferences and circumstances nancing to

) Clarity as to what essential aspects of the programme mugt be oo .
and the additional measures, which if not taken wij| “ plied with,

. . Ot constitute a b
the agreement and impair the country’s ability to draw Fund resourcesreaCh ¥

[n substance, however, the new Guidelines are not ve
revious ONeEs that had been in force since 1979,
OWNERSHIP.

As regards the number and content of conditions, Guideline 9 stated:
performance criteria will be limited to those that are necessary to evaluate;
implementation of the programme with a view to ensuring the achievement of its
objectives.

ry different from the
although adding the word

Performance criteria will normally be confined to:

T

» Macroeconomic variables

» Those necessary to implement provisions of Articles or

policies adopted under them.

2.NEW GUIDLINES: 2 main macroeconomic goals:

(a) Solving the member’s balance-of-payments problems without recourse to
measures destructive of national or international prosperity;

(b) Achieving med term external viability while maintaining sustainable
economic growth.

The “New Approach” to conditionality is very welcome. It addresses many of
the weaknesses of previous practice that gave rise to failures and complgms. To
be successfully implemented, the new approach has to overcgme consrdera?le
inertia within staff; it may take 1-2 years before staff overcoming and adopting
new Guidelines.

After all, since in the past the guidelines on conditionality were disregarded, then

e “proof of the pudding is only in the eating”

Take for instance stand-by arrangement with Turkey of Ja
Jar programme contains five performance criteria for i This gives the
largets for 2003. It had 27 structural conditions in different areas. 1S 8
IMpression of g lack of clarity as to what is really Ctlt[lCZl hstantary
Program, A program with 42 conditions can’t give the impression par v

nuary 2002. The 2
02 and indicative

] to the success of the
and
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of addressing the macroeconomic critical issues, but rather of a wide-ranging
micromanagement and lack of focus.

It would seem as though when faced with difficulties in the implementation of a
programme, the Fund sought to gain credibility by resorting to the introduction
of additional conditions, which is a direct burden on members seeking
assistance.

The 1979 Guidelines on Conditionality decided conditionality is to be non-
discriminatory.

An equal treatment is to be given to all member countries. However, since
conditionality is the result of Negotiation, implies that larger, systemically
important countries with access to financial markets, represented by strong
economic teams have a more favourable negotiating position and can get a better
deal than small, low-income countries.

Indeed, the financial situation of the country at the time of the negotiation is
a major influence on the outcome of the negotiation. The strategic,
economic and political importance of a particular country, which translates
into the political support of the major powers, can and does influence the
negotiating position of a country vis-a-vis the Fund. D.Finch resigned when
pressured to reduce Conditionality for political reasons, FT 87.

Feldstein and Stiglitz have expressed their doubts regarding the issue that
obtaining the financial support of the Fund is always essential to the resolution
of a country’s payments problem and in the country’s best interest, as they can
be influenced by the political and/or commercial interest of others.

3. THE NEED TO REVISE:

In practice, the Fund staff due to external pressures has ignored the guidelines.
They believed that when a country came to the Fund for balance of payments
assistance, they should push for reforms in a wide range of matters, many of
them structural, because these reforms would be of country’s benefit.

The approval of the new guidelines is to re-focus conditionality that every
condition included has to be justified. It shows that the previous approach
resulted in over burdening programmes with conditions leading to a high rate of

programme failures.
To the extent that conditionality had become dysfunctional, it had to be
revised.



