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PREFACE 

This study was prepared in 1987 and it examines the theory 
and practice of structural adjustment assistance as carried out 
by the Agency for International Development (A.I.D.), with a 
brief account of that practice in the World Bank and the Inter- 
national Monetary Fund. Extensive use is made of quotations and 
paraphrases from important~documents' from each'of th~se institu- 
tions. In addition, the appendixes present considerable quan- 
titative material on the size and focus of adjustment assistance. 
Both features enable the reader to make an independent judgment 
on the documentation underlying this study and to evaluate the 
writer's use of this documentztion. 



The Need f o r  P o l i c y  Reform 

Large p a r t s  o f , t h e  world, e s p e c i a l l y  t h e  c o u n t r i e s  o f  Sub- 
Saharan A f r i c a ,  a r e  i n  economic and p o l i t i c a l . d i s a r r a y ,  w i t h  
incomes and p e r  c a p i t a  a g r i c u l t u r a l .  p r o d u c t i o n  f a l l i n g  and high' 
degrees  of p o l i t i c a l  i n s t a b i l i t y .  I n  L a t i n  America, l a r g e  e x t e r -  
n a l  deb t  i s  shap ing  p o l i c y  d e c i s i o n s  t h a t  have h igh  sho r t - run  
economic and p o l i t i c a l  c o s t s .  I n  t h i s  wor ld  c o n t e x t ,  two g r e a t  
i d e o l o g i e s  compete f o r  c e n t e r  s t a g e .  One stresses t h e  i n d i v i d -  
u a l ' s  freedom of  a c t i o n ,  market f o r c e s  and compet i t ion ,  t h e  r o l e  
of p r i c e  a s  an  a l l o c a t o r  of r e s o u r c e s ,  and t h e  c o n s t r a i n e d  r o l e  
of  government. The o t h e r  espouses  government o r g a n i z a t i o n  o f  t h e  
economy, l i m i t s  t o  freedoms t h a t  might  i n t e r f e r e  w i th  t h e  s t a t e ' s  
decision-making a u t h o r i t y ,  and a belief i n  t h e  i n e f f i c i e n c i e s  o f  
markets .  Each i deo logy  comprises  i n t e l l e c t u a l  and p o l i t i c a l  
i n g r e d i e n t s ,  and each  c la ims  t o  r e p r e s e n t  s o c i e t y ' s  best hope o f  
a ch i ev ing  m a t e r i a l  p l e n t y  wh i l e  enhanc ing  humane v a l u e s .  

Seve ra l  major e v e n t s  i n  t h e  1970s  p r e c i p i t a t e d  t h e  c u r r e n t  
emphasis on p o l i c y  reform, t h e  a t t e m p t  t o  s t r i k e  an  op t ima l  bal- 
ance  between t h e  p o s i t i v e  b u t  c o n s t r a i n e d  r o l e  o f  government and  
t h e  n e c e s s a r i l y  more open-ended r o l e  o f  p r i v a t e  i n i t i a t i v e .  The 
r a p i d  i n c r e a s e  i n  o i l  p r i c e s  caused  immediate problems t h roughou t  

- t h e '  w3rld.-economy, b u t  it most s e v e r e l y  . a f f e c t e d  ,developing.  coun- 
t r ies .  The second o i l  shock i n .  1979 a g a i n  worsened t h e  economic 
p o s i t i o n ,  of t h e s e  c o u n t r i e s ;  b u t  t h i s  time. ad jus tment  problems . . . 

were compounded by r i s i n g  i n t e r e s t  r a t e s  on l o a n s  deve lop ing  . 
c o u n t r i e s  sought  i n  o r d e r  t o  ma in t a in  consumption i n  t h e  f a c e  o f  
f a l l i n g  r e a l  incomes. Third ,  p o p u l a t i o n  p r e s s u r e  i n  many a r e a s  
worldwide began t o  t h r e a t e n  development and p o l i t i c a l  s t a b i l i t y ,  
and r a i s i n g  p r o d u c t i v i t y  d i s p l a c e d  s h o r t - r u n  r e d i s t r i b u t i v e  
schemes a s  t h e  s i n g l e  most i ,mpor tant  way o f  r a i s i n g  t h e  p o o r . o u t  . 
of pover ty .  F i n a l l y ,  p o l i t i c a l  t h i n k i n g  i n  t h e  devel 'oped coun- . 
tr ies began t o  reflect  . a  .broad . s ,uspic io .n  t h a t  t h e  boundar ies  o f .  
s t a t e  a u t h o r i t y  had been extended t o o  f a r  i n t o  t h e i r  market econ- 
omi.es, r e s u l t , i n g  i n  i n e f f i c i e n c y ,  reduced  o r  n e g a t i v e  growth , 

. . .  .. r a t e s , ,  and wo:rsening .incpme. d%st . r i 'but ion.  . '  . , ' 

. . .  
Many deve lop ing  c o u n t r i e s  a r e  now c h a r a c t e r i z e d  by macro- 

economic imbalances ,  i n f l a t i o n ,  and u n s u s t a i n a b l e  r a t e s  of  domes- 
t i c  r e sou rce  a b s o r p t i o n ;  r e d u c t i o n s  i n ' n e t  c a p i t a l  i n f l ows  and i n  
some c a s e s  i n c r e a s e s  i n  n e t  c a p i t a l  ou t f lows ;  and heavy debt 
burdens t h a t  r e q u i r e  r a i s i n g  domes t ic  s a v i n g s  t o  ve ry  h igh  
l e v e l s .  These c o u n t r i e s  need t o  expand and d i v e r s i f y  e x p o r t s ,  
whi le  add re s s ing  t h e  h igh  c o s t  of  r e q u i r e d  s t a b i l i z a t i o n  and 
s t r u c t u r a l  changes .  



This situation has resulted in a growing emphasis on policy 
reform (mainly in sub-Saharan countries and in middle-income 
countries with severe debt service problems). In donor programs, 
policy reform efforts take a variety of forms, ranging from edu- 
cation through persuasion to ccnditions that are attached to 
loans and credits. All attempts at reform contain common ele- 
ments: smaller budget deficits, tighter monetary control,..more 
realistic exchange 'rates, and similar'macroeconom,ic measures. 
.Also, conditiolis ,attached to loans often enc0urag.e institutional 
change such as the freeing of markets and a reduction in the sole 
of parastatals. Finally, some conditions relate to strengthening 
a government's technical ability in such areas as budgeting and 
civil service management. 

.In brief, the argument in favor of policy reform rests on 
the need to reverse the collapse now being experienced in many 
developing countries and on the Western economic tradition of 
Adam Smith's market-led development. The other Western intellec- 
tual tradition of statist development is clearly on the defen- 
sive, both in the West and in various Soviet-type economies 
worldwide. 

The Practice of Conditionalitv 

Today, major donors suggest that market-oriented conditions, 
attached to nonproject assistance, wkll lead-to badly needed 
policy reform and structural change in developing countries. The 
Agency for 1nternational.Devel'opment's A I D .  approach to con- 
ditionality is more eclectic than that of the World Bank or the 
International Monetary Fund (IMF) . Essel-tially, it is based on a 
commitment to reforming all government policies that reduce effi- 
ciency, employment, equity, or growth, while recognizing the 
extent of the trade-offs among these variables. To achieve these 
goals, the conditions attached to loans are derived essentially 
from neoclassical economics and growth theory and embody a prag- 
matic approach to institutional changes that support market-led 
development. 

The pattern of A'. I. D. -:condiriqnali.ty is_.re;ealeh..in several . . . 
.recent' studies ;" A 1985 General Accounting. Ofgbce. (GAO) ..study . 

, . 
examined conditionality in six countries '(~angladesh, Costa Rica, 
Egypt, Honduras, the Philippines, and Sudan) . Only 6 of the '19 
Development Assistance-funded'projects reviewed required-govern- . 
ment action as conditions precedent or covenants. Of the eight 
Economic Support Fund programs studied, the four with policy 
conditions were in Egypt. In general, where A.I.D. did not use 
project conditionality, there were significant Economic Support 
Fund programs with conditionality. 



The GAO report noted the difference in emphasis and scope 
among the three types of A.I.D. assistance (Development Assis- 
tance, Economic Support Fund, and Public Law [PL] 480 food aid) 
and concluded that each is unique in serving as a vehicle for the 
poiicy dialogue that is expected to effect policy change. There 
is, however, the additional consideration of the political and 
strategic position of the recipient country in A.I.D. program- 
ming. ~iven the gradations of.politica1 and strategic position 
among countries'receiving A.I.D. 'assistance, it is difficult to 
generalize on the success of policy dialogue. 

A different perspective is provided by a study of A.I.D. 
conditionality in its 1986 Commodity Import and Cash Transfer 
programs (A.I.D. 1986). In general, where conditionality was 
employed, it tended to become more comprehensive and detailed as 
the amount of resources devoted to the program increased. Also, 
while A.I.D.'s use of conditi~nality is increasing, the total 
amount of its resources conditioned on macroeconomic performance 
still constitutes a comparatively small proportion of total U.S. 
bilateral economic assistance. In fiscal year (FY) 1986, for 
example, only 20 percent of Economic Support Fund resources had 
some conditionality of this kind attached. 

The study found that economic policy conditions attached to 
Economic Support Fund programs fall into four categories: (1) 
nonfinancial public sector policy (reducing expenditures; promot- 
ing tax reform; dismantling price and market controls, including 

.. low' prices.:paid .by parastat.aks 'for. agricultural. commodities; : :.. .. . .  . .  . . 

rationa1izing.the public investment budget; reducing subsidies; , 

and divesting or restricting'.the .activities of patastatal..enter.- 
prises) ; (2) monetary policy (reducing the public sectorf s capa- 
city to borrow domestically or abroad, decontrolling interest 
rates, and channeling more-credit to the private sector); (3) 
foreiqn trade and exchange rate policy (reducing tariffs or 
administrative controls on imports, and, less commonly, elimina- 
ting export taxes, .loosening administrative requirements for 
exports, and reducing the gap between official and market rates 
of foreign ,exchange) ; and (4.) private sector policy (eliminating . . 
price controls and enhancing access to productive resources and 
markets). . . 

. . .  . . . . . 
'  his: study aisd reheal'ed that co~~ition~lity~ari&dby ,' 

region. The. countries in Asia 'and 'the Near East, including the 
leading recipients of U.S. economic assistance, are subject to 
negligible' conditionality. Conditionality in the Sub-Saharan 
region is relatively more concentrated in the external and pri- 
vate sectors. In the Latin American and Caribbean region, there 
is a wider variety of conditionality with greater frequency than 
in the other regions, and conditionality was more evenly distrib- 
uted among the four functional areas noted above. 



Conditionality rarely applies to only one functional area in 
either Africa or Latin America. Similarly, it was also rare for 
a recipient to be simultaneously subject Lo conditionality in all 
four areas. The only exceptions were Costa Rica and El Salvador, 
both of which had comparatively extensive programs. 

Studies completed in 1987 summarize A.I.D.'s experience with. 
po.licy conditionality in Mali (Wilcock, .,Roth., and ~aykin 1987) ,'. 
Somalia (Goldensohn, Harrison, and Smith 1987), 'Zaire (Sines 
al. 1987), Zambia (Weideman, Koropecky, and Thomas l987), and 
Zimbabwe (Haykin 1987), which can be categorized as follows. 

Agricultural sector impacts. (1) Farmers responded to chan- 
ges in incentives. There is clear evidence that farmers respond- 
ed to freer markets and price signals and made choices that maxi- 
mized their welfare. (2) Policy reforms led to significant 
increases in food production. In the presence of adequate rain- 
fall, donor-assisted policy reform programs were the dominant 
causes of increased food output in Somalia, Zambia, Zaire, and 
Zimbabwe. (3) The major beneficiaries were small farmers. 
(4) Agricultural policy reforms had a quick impact on output and 
income. This supports the view that the quickest way to lift 
African agriculture from its currenc stagnation is to support 
reforms in the producer's incentive structure. (5) Policy re- 
forms had the greatest impact where other constraints were less 
binding. (6) Policy reforms promoted private sector development 
in rural areas. 

. . .  . . . .  . . . . . . .  . . . . . .  . . . . . . . . . .  . . . . . . . . . . . .  . . ,  . . ' ,  . , . .; ' . f .  ' . . . .  , . . . . , 

Economywide impacts. (1) Distributional equity improved and 
the. urban bias of the economic' systems was.reduced,. results con- 
sistent with the United Statesf fundamental goals in supporting 
policy reforms. (2) Market structure and spending reforms helped 
African governments in their efforts to cut budget deficits. (3) 
Reform programs had favorable effects on balance of payments. 
(4) Macroeconomic progress was slow because of bad weather, fall- 
.ing export prices, and large debt service payments. 

Implementation. (1) Policy re.f,orm impLementation failures . 
can defeat the best program (Zambia was most seriously affected 
.by these problems). (2) Price interventions'were extremely dif- 

.. . . . , * ficult to: manage. , . (3)  There was, ,i%nsuf.fic,ient-.donbr as~sistqnce.'to .:: 
keep :import levels from falling.and inflation from incr.eas.ing. ' 

Rcle of donors. (1). In some cases, the combination of 
financial necessity and conimon sense led to structural adjustmeht ' 

even without reform programs. (2) At the same time,. external 
assistance was critical to the adoption of policy reforms by 
African governments. (3) A.I.D.'s role was both catalytic and 
supportive. 



Continued emphasis on policy reform. (1) Policy reforms are 
not the only answer to Africa's economic problems, but they are 
an important part of the answer. (2)  Policy issues stretch 
beyond the purview of African governments (e.g., African debt and 
future world trade are international Issues). ( 3 )  It is impor- 
tant that the United States and other donors maintain their com- 
mitments to reform programs if these programs are to succeed. 

Operatinq Characteristics of Proqrams 

Policy-based nonproject assistance among major donors can be 
viewed in terms of its various operating characteristics. There 
are, for example, various effectiveness issues attached to dif- 
ferent kinds of aid such as its accountability, its effectiveness 
at the national versus the sector level, and the best kind of 
linkage between nonproject assistance and other aid. There are 
issues related to the consistency of application of assumptions 
and remedies in applying nonproject assistance among countries of 
different sizes and institutional capacities. 

Measurinq the effects of policy chans resulting from carry- 
ing out conditionality' provisions is extraordinarily difficult. 
There is no single quantitative measure, such as rate of return, 
for example, by which a program can be judged. The essential 
problem is the absence of the counterfactual--that is, knowledge 
of 'the conditions' that would have..prevai.led in .the absence of the 
program or of the effects that would have been experienced under 
alternative programs. Because of this' limitation;. emphasis. in . .  
the evaluation of nonproject assistance is sometimes confined to 
nonquantitative indicators such as performance disbursement 
benchmarks that indicate the extent to which conditionality pro- 
visions were actually carried out. Although the benchmark 
approach is a practical method of checking on the administrative 
response to conditionality, it is unsatisfactory fothose seeking . 
a synthesized measure of economic effects of the program. 

Advantaqes and.Disadvantages of Conditionality , . . . 
. . . . . , 

. . The major advantages and disadvantages of condit ionality are 
presented in Boxes 1 and 2. They are 'drawn from criticism from 
the entire spectrum of literature on structural adjustment pro- 
grams. (Accordingly, some of the language that follows quotes 
from or paraphrases this literature.) No judgment is made on the 
validity of these arguments; rather, they are intended to convey 
the range of controversy surrounding conditionality. 



BOX 1. ARGUMENTS I N  FAVOR OF POLICY-BASED ASSISTANCE 

1. T h e p o l i c y  s e t t i n g  i n  many developing coun t r i e s  i n h i b i t s  growth and 
t h e  achievement of equ i ty .  I n  many cases ,  t h e  po l i cy  environment has 
become a hodgepodge of regu la t ions ,  p r i c e  f i x ings ,  p roh ib i t i ons ,  and 
b loa ted  and dysfunct ional  s t a t e  s ec to r s ,  r e s u l t i n g  i n  t h e  s tagna t ion  of 
economic growth while population continues t o  i nc r ea se .  The support  
t h a t  had once e x i s t e d  f o r  s t a t i s m  began t o  erode i n  t h e  grim l i g h t  of 
reali ty--poverty,  ignorance, and cor rup t ion .  A s o l u t i o n  was needed, and 
because t h e  p o l i c i e s  favor ing s t a t e - l e d  growth have come t o  b e  viewed a s  
p a r t s  of t h e  problem r a t h e r  than  a s  so lu t ions ,  g r e a t e r  r e l i a n c e  on mar- 
ke t  fo rces  is necessary.  No mat te r  what t h e  imperfect ions  of  t h e  market 
might be, both market and government f a i l u r e s  must be  addressed.  

2 .  P o l i t i c a l  s t a b i l i t y  is t h e  key t o  economic growth and economic 
rowth is  t h e  key t o  p o l i t i c a l  s t a b i l i t y .  While t h e  evidence on t h e  

:elationship between good p o l i c i e s  and good growth can be  debated i n  
some ca se s , - t he r e  i s  no case  f o r  t h e  idea  t h a t  a  na t ion  can have good 
growth without good p o l i c i e s .  S imi la r ly ,  while t h e  evidence on t h e  
r e l a t i o n s h i p  between growth and p o l i t i c a l  s t a b i l i t y  can be  debated i n  
some cases,  t h e r e  i s  no ca se  f o r  t h e  i dea  t h a t  p c l i t i c a l  s t a b i l i t y  can 
e x i s t  i n  t h e  presence of economic chaos and dec l i ne .  A semblance of 
s t a b i l i t y  might appear, bu t  only a t  t h e  cos t  of g r e a t  repress ion  of com- 
monly accepted l i b e r t i e s .  F ina l l y ,  economic growth i n  which t h e  bulk of 
t h e  gain goes t o  a  minor i ty  is no t  growth f o r  t h e  major i ty ,  s o  it does 
mat te r  t h a t  t h e  growth be  shared  somewhat equ i tab ly ,  which, i n  t u rn ,  
f u r t h e r  enhances p o l i t i c a l  s t a b i l i t y .  

3 .  While random ex t e rna l  even ts  w i l l  a f f e c t  development, economic 
growth and welfare depend p r imar i l y  on domestic p o l i c i e s .  External  
events  can have an u p l i f t i n g  a s  w e l l  a s  a  depress ive  e f f e c t  on a 
n a t i o n t s  economy. 'Further, 'Some economies a r e  heav i ly  expokt and/or . 
import dependent and appear t h e r e f o r e  t o  b e  wvulnerabiell  t o  world mar- 
k e t s .  o r  t o :  t h e i r  chosen: t r a d i n g  pa r tne r s ,  .as . i n .  the.. ca,se of t r a d e  with . , . . . _ .  
Eastern  Europe. How such a  country a d j u s t s  t o  t h i s  apparent disadvan- 
t a g e  i n  t h e  long run depends on t h e  po l icy  set chosen i n  t h e  s h o r t  run.  
Even t h e  poores t  country i n  t h e  world can choose a  po l i cy  set appropri-  
a t e  t o  its economic condi t ion.  To t h e  ex t en t  t h a t ' l o c a l  l eadersh ip  is 
less i n t e r e s t e d  i n  growth t han  i n  i t s  own p e r q u i s i t e s ,  then  t h i s  gener- 
a l i z a t i o n  does not  hold, and po l i cy  reform seems of r a t h e r  academic 
i n t e r e s t .  .The r e s u l t  under, thi .s  circumstance i s  economic s t agna t i on  and . . . . . 
growing immiserization.  

4 .  Condicionali ty may..help developing country l e ade r sh ip  accomplish its. , , , . .  , 

own goa ls .  In  some cases ,  po l i cy  changes t h a t  c r e a t e  econ.omic l o s se s  
f o r  p a r t i c u l a r  qroups t h r e a t e n  t h e  p o l i t i c a l  strencrth of l e ade r s  and 

. , would not' be maze un less  nonpro j e c t - a s s i s t ance  were condi t ioned .on .the ' :  
. . . . - chanqe.. I t  1s' f o l k l o r e  i n  development c i t c 1 . e ~  t h a t  A .1  .D. 'or o t h e r  ' 

dpnors give  advice  too count r ies ,  ( e i t h e r i n d i r e c t l y .  through .dialogue o r  
d i r e c t l y  through c o n d i t i o n a l i t y )  t h a t  t h e i r  own l eade r sh ip  would l i k e  t o  
g ive .  While competent explanat ions  of t h e  dysfunc t iona l  po l i cy  and . 
i n s t i t u t i o n a l  s e t t i n g s  o f t en  a r e  ava i l ab l e  l o c a l l y ,  t h e r e  a r e  indeed 
cases  where ou t s ide  advice  ha3 been he lpfu l .  Of course,  i n  some cases,  
i f  t h e  condi t ions  a r e  made publ ic ,  t h e  incumbent government may be 
th rea tened .  This i s  obviously a  d e l i c a t e  procedure. Nevertheless,  out-  
s i d e  advice can sometimes s t reng then  t h e  p o l i t i c a l  hand of l o c a l  l e ade r s  
who propose po l icy  reform, provided t b  donor engages i n  t r u e  dialogue 
t h a t  i s  support ive  r a t h e r  than  imperi, .  :. 



BOX 2 .  ARGUMENTS AGAINST POLICY-RASED ASSISTANCE 

1. Limited knowled e base .  The a p  between p o l i c y  and i t s  expec ted  r e s u l t s  is 
enormous even n eze ope econom?es . I n  deve lop ing  c o u n t r i e s  under o i n g  r a p i d  
s t r u c t u r a l  chaAqed an: fo: which t h e  d a t a b a s e  i s  s e r i o u s l v  l i m i t e d ,  ?t i s  f a n t s s v  
t o  suppose t h a t - a n y  p o l i c y  p lanne r  can "managev economic aevelopment hy changing- 
i n t e r e s t  o r  exchan e r a t e s ,  s t i p u l a t i n g  bud e t a r y  l i m i t a t i o n s ,  and t h e  l i k e .  I n  
e f f e c t ,  t h e  o p e r a t q o n a l  mechanism through w%ich p o l i c y  changes a f f e c t  r e a l i t y  i s  
something of  a '*black box." Moreover, prices i n  such developing c o u n t r i e s  some- 
t imes  a r e . u n r e l i a b l e  i n d i c a t o r s  f o r  r a t  o n a l  inves tment  d e c i s i o n s  among p r o j e c t s ,  
s e c t o r s ,  and r e g i o n s .  ..At b e s t ,  p o l i c y  recommendations shou ld  b e  l i m i t e d  t o  such. :  . 
c r i t i c a l  i s s u e s  a s  deve lo  i n g  t e c h n i c a l  competence among deve lo  i n  c o u n t r  
economists  and o t h e r s  d e a f i n g  w i t h  t h e  economic problem, es tabl fsh?;  l o c a l  and 
i n t e r n a t i o n a l  i n s t i t u t i o n s  f o r  t h e  ongoin review o f  problems and po? i s i e s ,  
p rov id ing  f o r  c o o r d i n a t i o n  among donors wxo e x p r e s s  in izeres t  i n  p r o v i d i n g  a s s i s -  
t ance ,  and s o  f o r t h .  Thus, t h e  l i m i t a t i o n s  o f  o u r  knowledge sugges t  a wlder  
a t t empt  a t  b u i l d i n g  l o c a l  t e c h n i c a l  c a p a c i t  and i n s t i t u t i o n s  c a p a b l e  o f  address-  
i n g  p o l i c y  i s s u e s  on a c o n t i n u i n g  b a s i s .  F k a l l y ,  t h e  empht s i s  on market -or ient -  
e d  c o n d i t l o n a l i t y  may r e p r e s e n t  wi sh fu l  t h i n k i n g ,  f o r  i n  t h e  v e r y  c o u n t r i e s . h e l d  
up a s  exam les o f  such growth, governments have e x e r t e d  a s t r o n g  i n f l u e n c e  on t h e  
shape of  tge economy (e.9.. South Korea, where t h e  Government h a s  d i r e c t l y  and 
i n d ~ . r e c L l y  i n f l u e n c e d  c a p i t a l  a l l o c a t i o n  f o r  t h r e e  decades ) .  

2. Inhe ren t  i d e o l o  i c a l  b i a s  o f  pol icy-based l e n d i n  . For v a r i o u s  r easons ,  some 
economica y e r n e r y i ~ g  coun ries ave  c osen  a eve  ogment. s t r a t e g y  emphasizing 
e q u i t y  anilgrowth a s  c o - e g a l  c~o:ls. ;h is  hasdsomk%nes led t o  d s f u n c t i o n a l  ex- 
pans ion  o f  t h e  s t a t e  s e c t o r ,  c o r r u p t i o n  and t h e  e l e v a t i o n  o f  "pol!tics ove r  eco- 
nomics," and economic c o l l a p s e .  I n  u r g i n g  s t a n d a r d  p o l i c y  reform measures,  how- 
e v e r ,  donors a r e  i n  e f f e c t  s u b s t i t u t i n g  t h e i r  own v e r s i o n  o f  " t h e  good l i f e "  
(growth b e f o r e  e q u i t y )  f o r  t h a t  of  t h e  deve lop ing  c o u n t r  (growth and e q u i t y ) .  
I f  t h e  e-tion o f  a b s o l u t e  pover ty  is a ma.or  objecti[ve, t h e n  s t r a t e g y  of  
development must be des igned  t o  ach ieve  t h i s ,  2 a s e d  on c o n d i t i o n s  indigenous  t o  
t h e  country .  I f  a tendency toward e g a l i t a r i a n i s m  i s  impor tan t ,  t h e n  p o l i c y  
c o n d i t i o n a l i t y  must r e f l e c t  t h i s  r e a l i t y .  

3 .  "Ge t t in  t h e  p r i c e s  r i g h t "  i s  o n l y  t h e  b e  i n n i n  . Although donors  a r e  con- 
ce rned  wi thgshor t - run  c o s t s  o f  adjus tment  prozrams,%he compression o f  consump- 
t i o n  fo l lowing  a p p l i c a t i o n  o f  c o n d i t i o n a l i f y  still r e c e i v e s  i n s u f f i c i e n t  a t t e n -  
t i o n .  Equi ty  may depend i n  p a r t  on c u r r e n t  p o l i c i e s  ( d i r e c t  a i d  t o  t h e  poor, f o r  
example) ,  b u t  it a l s o  depends on who owns t h e  economic a s s e t s  and who c o n t r o l s  
t h e  system. When t h e r e  a r e  wide d i s p a r i t i e s  i n  a s s e t  ownership, t h e  market w i d -  
ens  r a t h e r  than  l e s s e n s  income d i f f e r e n t i a l s .  I n  e f f e c t ,  t h e  ascendancy of  p o l i -  
c y  reform l e n d i n g  is a r e t u r n  t o  a t r ick le-down s t r a t e g y  of  development t h a t  ig- 
nores  t h e  l e s s o n s  o f  h i s t o r y  t h a t  l e d  t o  t h e  movement away from such t h e o r i e s  and  
toward a " b a s i c  human needs" approach.  S i m i l a r l y ,  even w l t h  market-determined 
p r l c e s ,  t h e r e  remain problems o f  s t r u c t u r a l  r i  i d i t y ,  p r o v i s i o n  o f  p u b l i c  goods, 
widespread t r a i n i n g  problems, and institutions? c o n s t r a i n t s .  These problem a r e  
a s  impor tant  a s  p r l c e s ;  i n  f a c t ,  a c a s e  can  b e  made t h a t  w i thou t  a t t e n t i o n  t o  
t h e s e  problems, a market system w i l l  be d i f f i c u l t  t o  c r e a t e  o r  mainta in .  

4 .  A s  mmetrical  p o l i c y  c o n d i t i o n a l i t y .  While s t r i n g e n t  p o l i c y  c o n d i t i o n a l i t y  is 
a plieY o man e v e  op ng coun rles, major  l e n d i n g  c o u n t r i e s  e n  a e i n  some o f  t i e  v e & t p r a c t l c z s  tieyicondemntiii  develapi r ig  c o u n t r i e s  The di?f? 'cu l ty  o f  cooe -  , ,  

d i n a t i n g  p o l i c y  among Western Europe, Japan,  and t h e  u n i t e d  S t a t e s  dwarfs  t h e  
p o l i c y  roblems o f  most d e v e l o  i n g  c o u n t r i e s .  . F u r t h e r ,  . t h e  d i s a r r a y  i n  t h e  a g r i -  
cu l tu ra !?  p o l i c i e s  o f  mopt deveyopkd c o u n t r i e s .  s u r e 1  matches.  t h e  a g r i c u l t u r a l  : . 

, . . , ,  . . p d l i a y  n t i sca lc l i l a t ions  . i n  developihg c o u n t t i e s i  alt%oush wi th .  d i f f e r e n t  r e s u l t s .  . 
Growin t r a d e  x e s t r i q t i o n s  i n  developed c o u n t r i e s  a g a i n s t  expoYts o f  +veloping 
countr?es  g i v e s  t h e  game awa a s  one of  c o n t i n u i n g  a t t e m p t s a t  e x p l o i t a t i o n  bf ' 

developing c o u n t r i e s .  (The r i m i t a t i o n s  imposed by t h e  Uni ted  S t a t e s  i n  i t s  
Caribbean Basin I n i t i a t i v e  a r e  viewed among,developing c o u n t r i e s  a s  symbolic of  
t h e  r e a l ,  d i f f i c u l t y  f a c e d  when a deve lo  e d  coun t ry  proposes. *fhel.ping" a develop-. 
i n g  coun t ry . )  The b a s i c  d i f f i c u l t y  w i t f  this asymmetry i s  t h a t  it r e i n f o r c e s  
w i t h i n  deve lop ing  c o u n t r i e s  a c l i m a t e  o f  s u s p i c i o n  t h a t  a s s i s t a n c e  t o  them i s  a 
game among developed c o u n t r i e s  p l ayed  o u t  l a r g e l y  f o r  i n t e r n a l  p o l i t i c a l  reasons ,  
w i th  t h e  interests o f  t h e  deve lop ing  c o u n t r i e s  t a k i n g  a d i s t a n t  second p l a c e  t o  
developed c o u n t r i e s '  concerns  wi th  t h e i r  own economies. I n  t h e  long run t h i s  
approach has two e f f e c t s :  (1) i t  makes c o o p e r a t i o n  more d i f f i c u l t  around mutual 
i n t e r e s t s  t h a t  s u r e l y  e x i s t  between developed and deve lop ing  c o u n t r i e s ,  and ( 2 )  
i t  f u e l s  accep tance  of r a d i c a l  thought  from E a s t e r n  Europe, t h e  S o v i e t  Union, and 
China t h a t  s u  g e s t s  t h a t  t h e  on ly  s a f e  c o u r s e  f o r  developing c o u n t r i e s  is a l i g n -  
ment wi th  wor?d s o c i a l i s m  (Sov ie t -  o r  Chinese- type)  . 



There is no easy way to balance the advantages and disadvan- 
tages of policy-based program lending. A case can be and has 
been made in favor of each argument. In one sense, a balanced 
judgment will rest on two factcrs. First, much more analytical 
and empirical work is required on all aspects of the effects of 
conditionality. Second, the way one approaches the questions 
that need to be asked of conditionality, and indeed the questions 
themselves, will'be.affected by the researcher's world view, that 
.is, whether the researcher "believesw that' developing countries 
can prosper in the world economy in a positive.sum game or that 
developing countries inevitably will lose in their struggle with 
more developed countries in a zero sum game. 

Is there any consnnsus on conditionality? In general, there 
is widespread belief among major dcnors that policy-based assis- 
tance is not only appropriate but necessary given the crisis pro- 
portions of the development problem today. Among major recipi- 
ents, there is a record of such assistance being associated with 
economic growth and alleviation of poverty. A few recipients 
have repudiated the agreement backing policy-based lending (e.g., 
Zambia). There has been no serious suggestion, however, that 
policy reform in those countries be repudiated as a principle. 
Instead, there are suggestions that in some cases policy reform 
should be carried out more slowly and that conditionality should 
be accompanied by greater economic assistance to ease the transi- 
tional costs, especially among the poor. 

.A11 :.of. this.~.suggests.. that,. . while . policy-based . lending .is. . . . . . 
controversial, more frequently than not it has been associated 
with economic success. . It. may be. expected; therefore;, t.hat pol- 
icy-based assistance will remain a permanent part of major , 

donors1 portfolios for the indefinite future. 

Beneficiary Impact 

.While critics may concede, that on balance better econom,ic . , 

policies mean faster economic growth, they often insist that the 
poor,do not benefit, .or may actually suffer,, from such growth. . 
Who, th&n,. ..are 'the .gainers and .losers in' economi~ growth?. . The . . 

programs that have. been 'subjected.' to the most intense"criticism 
in this regard are those of the IMF. 'However, these'programs 
have also been the most actively and visibly defended. The IMF1s 
defense of its pr0grams.i~ recounted below..because it is repre- 
sentative of the thinking among major donors, including A.I.D. 

The IMFfs basic argument is that while there may indeed be 
some reduction of consumption as a result of its structural ad- 
justment programs, this may affect all groups rather than just 



the poor. In any case, the IMF stresses that this compression 
would have been greater in the absence of its adjustment programs 
and the financial support they provide. Specifically, the IMF 
view is that although the distributional impact of exchanqe rate 
devaluation is mixed in the short run, in the long run improved 
growth and employment will occur so that all groups will share in 
higher national income. 

. . . . 

In the monetary area, appropriate policies on money creati,on . . . 
and credit tend to curb inflationary pressures, which should help 
the poor who usually do not own assets that would rise in value 
with inflation. This beneficial effect is somewhat counterbal- 
anced by the fact that established and urban firms are in a bet- 
ter position to compete .for credit than are smaller firms in the 
rural sector, so the distributional benefit from appropriate 
credit poiicies is not as great as might first appear. At the 
same time, however, interest rate decontrol provides smaller 
firms in the rural sector grsater access to credit. 

The distributional- impact of fiscal policy is also mixed. 
On the revenue side, through improved direct taxation the distri- 
bution of wealth and income can-be made less unequal, and this is 
possible as well for'selected indirect taxes. On the expenditure 
side, getting civil service size and salaries under control will 
have an immediate positive effect on distribution. Reduced sub- 
sidies, which result in increases in prices of food, transporta- 
tion, and petroleum, ultimately will increase employment. Cnr- 

. . . . :.,. .rent: good . subsidies f.or. the poor ..largel.y,:,ignore.( t.he very ::goor. <who.. . .:. . . . . . 
live in rural areas. Under any circumstance, food subsidies must 
be targeted much more close.ly t p  the lowest income households. : . . 

In general, development studies suggest that the only eco- 
nomically and politically adequate defense of policy-based non- 
project assistance that will hold up in the long run is that the 
poor do in fact benefit. To ensure this, it is necessary to view - 

- 

policy reform and poverty reduction as complementary goals, not I 

opposites. The important point is that economic crises will . 
force adjustment in some form.. .. Policy-based, program lending , .  ,, . , : ,.. 
provides the opportunity for an orderly transition away from the 
problems. However,,without adequate attention to the poor, the . . . . 

. .  . transision itscilf i ,s  .:threa.tent$, . . . as.'is . . the likelihood 'of perma-. . . . . .  . . ' . 
. .  . . .  

. ' ..nent improvement. . . . . 

Recent work done at the Overseas Development Institute in . . 
. .  'London notes the following ki'nds.of actions. under ,recent World . , . ' . . , 

Bank programs (Addison and Demery 1986; see also OD1 1986). 
(A.I.D. was also active in some of the countries cited.) These 
actions were intended to (1) enhance the access of the poor to 
productive assets through land reform that is associated with 
structural adjustment, as was done in Thailand; (2) increase the 



rates of return on assets held by the poor, as done in CGte 
dfIvoire, where positive income distributional effects resulted 
from higher agricultural prices; (3) improve access to gainful 
employment through assistance to retrenched public sector employ- 
ees (as in Gambia and Guinea-Bissau), and in emergency employment 
schemes (as in Chile); (4) maintain or increase the rate of human 
capital, accumulation of the poor through protection of social 
expenditures, particularly health and education, as done in Bra- 
zil and Indonesia; (5) target income and consumption transfers to 
the poor, whose incomes are not increased by structural adjust- 
ment, as in the case of food subsidies in Morocco and Jamaica. 

The central point is that positive programs enhancing the 
contribution that the poor can make to structural adjustment can 
be built directly into policy-based programs and will be accept- 
able as parts of the economic growth process. The few remaininq 
instances where transfers are required for the poor will be seen 
as a relatively small part of such programs. 

Conclusions 

Among most observers there is consensus that while struc- 
tural adjustment programs cannot ensure economic growth, policies - 
that inflate economies and distort resource allocation are inher- 
ently suspect as hostile to economic growth. Cornia and Stewart 

.. ... . . . .: (1.987;-.'.10'5-1279 'have 'sumrnari:.;ed' "a few' ..general. 1essons'~worth~ dis- . . .. ' 
tilling" from the structural adjustment experiences of 10 cmn- 

. tries. 

1. 

These are, as follows: . .  . . .  

The shocks to which the majority of the countries had to 
adjust were exogenous (i.e., the results of changes in 
the international environment or in climatic conditions, 
both factors beyond the control of national authori- 
ties). 

Adjustment .is necessary. Whatever the nature.of .the 
shock affecting th,e economy, countries have to adjust to 
a changing environment. Failure.to do so normally en-. . . .  
tails huge losses of: output. and. human w.elfare. . .. .. 

. . 

~rowth-oriented approaches with structural adjustment 
have been successfully adopted. While several of the 10 
countries analyzed f01lowed"~redomina'nt ly contract ionary 
policies, others adopted more growth-oriented approaches 
incorporating elements of structural adjustment, and in 
some cases of human protection. 



Growth-oriented ad jus tment  i s  neces sa ry  b u t  n o t  s u f f i -  
c i e n t  t o  p r o t e c t  v u l n e r a b l e  groups .  

I n  t h e  short-to-medium term, t h e  wel l -be ing  o f  c h i l d r e n  
and o t h e r  v u l n e r a b l e  groups  can be  p r o t e c t e d  and even 
improved w i th  t h e  adop t ion  o f  a p p r o p r i a t e  t a r g e t e d  pro-  
grams, even d u r i n g  p e r i o d s  of  economic d e c l i n e .  

Most programs' aimed a t  p r o t e c t i n g  t h e '  poor  are r e l a t i v e -  
l y  inexpens ive  i n  terms o f  t o t a l  government e x p e n d i t u r e  
and GDP. 

Fo re ign  f i n a n c i n g  i s  impor t an t  i n  f a c i l i t a t i n g  a  smooth 
program of  ad jus tment .  While t h e  a v a i l a b i l i t y  of medi- 
um-to,-long-term f i n a n c i n g  i n  s u f f i c i e n t  amount a l l ows  
t h e  inves tment  neces sa ry  f o r  s t r u c t u r a l  ad jus tment ,  
e x t e r n a l  a s s i s t a n c e  ( o f t e n  t o  meet f o r e i g n  exchange 
c o s t s  o f  imported  i n p u t s )  f o r  specific programs des igned  
t o  p r o t e c t  t h e  poor  a l s o  proved an  impor t an t  e lement  f o r  
t h e  s u c c e s s f u l  p r o t e c t i o n  of  human c o n d i t i o n s .  

These conc lu s ions  p o i n t  t o  s e r i o u s  problems b u t  a l s o  p r o v i d e  
a  b a s i s  f o r  optimism. Some s t r a t e g i e s  f o r  economic growth and 
a l l e v i a t i o n  o f  pove r ty  do e x i s t .  However, what k i n d  o f  growth 
occurs--whether it improves t h e  l o t  o f  t h e  poor  o r  no t - - - l a rge ly  
depends on t h e  k ind  of  s t r a t e g y  chosen.  

. ,. . . The . g e n e r a l  .lessons:. of . . . s t r uc tu r a l '  ,ad j.ustment: . a r n d - p o l i q '  ::: . . '... .':-.'.'. .'. . .. . " . 
reform o u t l i n e d  above can b e . g i v e n  broad  programmatic d e f i n i t i o n .  
F i r s t ,  -same a s s e t '  . redi"Str ibut i .oa : . i s ,  neces sa ry ,  " e i t h e r  w i th  eco- ' . 

nomic growth o r  p r i o r  t o  growth, i n c l u d i n g  t e n u r i a l  changes,  
massive educa t i on ,  and broad  inves tment  i n  assets t h a t  a r e  com- 
plementary  t o  t h o s e  a s s e t s  owned by t h e  poor ,  such  as n u t r i t i o n  
and educa t i on ,  i r r i g a t i o n ,  and c r e d i t  programs o r  i n p u t  subs i -  
dies. A second complementary s t r a t e g y  i s  t o  i n c r e a s e  t h e  r e l a -  
t i v e  and . abso lu t e  demand f o r  u n s k i l l e d  l abor , .whi .ch  shou ld  be 
accompanied b y  t h e  s t r e n g t h e n i n g  of  i n s t i t u t : i o n s  t h a t  improve 
. l a b o r  m o b i l i t y  and . access .  .t.o jobs .  . Both s t r a t e g i e s  imply.  y e t  a . . 

- 
- .  . . ,  

t h i r d  s t r a t e g y  t o  move p r i c e s  ( i n c l u d i n q  exchange rates)  c l o s e r  
t o  c l e a r i n g  l eve l s . ,  : . . 

. ., . . . .  : .. ' ,  . . 
A s t u d y  of  ~ o r l d ' I 3 a n k '  experience by ~ e r n i r ~  a n d  ~ d d i s d n  

( 1 9 8 7 )  g i v e s  added weight  t o  . t h e  s u g g e s t i o n  t h a t '  s t r u c t u r a l  ad- 
justment can be c a r r i e d  o u t  wh i l e  p r o v i d i n g  p r o t e c t i o n  t o  t h e  - 

. . poor ;  They examined a t t e m p t s  of  moYe' t h a n  a do'zen'developi 'rig ' -  ' ' 

c o u n t r i e s  t o  a s s i s t  t h e  poor  wh i l e  u n d e r t a k i n g  s t r u c t u r a l  a d j u s t -  
ment. B a s i c a l l y ,  Demery and Addison found t h a t  the e f f o r t  must 
be made t o  i n c r e a s e  t h e  p a r t i c i p a t i o n  o f  t h e  poor  i n  a c t i v i t i e s  
t h a t  a r e  expanding under  s t r u c t u r a l  ad jus tment  and t o  maximize 
t h e  a b i l i t y  of  t h e  poor  t o  g e n e r a t e  income, s o  t h a t  t r a n s f e r  



payments may be  t a r g e t e d  t o  t h e  most v u l n e r a b l e  groups.  They 
" d i s t i n g u i s h  f i v e  b road  approa.ches t o  a s s i s t i n g  t h e  poor  under  
ad jus tment :  (i! i n c r e a s i n g  t h e i r  a c c e s s  t o  p r o d u c t i v e  a s s e t s ;  
('ii) r a i s i n g  t h e i r  r e t u r n  on a s s e t s ;  (iii) improving t he i r  em- 

ployment o p p o r t u n i t i e s ;  ( i v )  e n s u r i n g  t h e i r  a c c e s s  t o  e d u c a t i o n  
and h e a l t h  s e r v i c e s ;  and (v)  supplement ing t h e i r  r e s o u r c e s  w i t h  
t r a n s f e r s . "  I l l u s t r a t i o n s  from each  approach a r e  drawn from a 
, v a r i e t y  of programs under taken w i th  Bank a s s i s t a n c e .  I n  s h o r t ,  
t h e s e ' a p p r o a c h e s  provide ,many examples of  t h e  poss ibi .1 i t .y  of  
p r o t e c t i n g  t h e  poor  whi le  unde r t ak ing  s t r u c t u r a l  ad jus tment .  

Because t h e r e  i s  no th ing  magical  about  t h e s e  s t r a t e g i e s ,  
c o n s i d e r a b l e  c o n t r o v e r s y  sur rounds  each  sugges t i on .  Perhaps t h e  
b e s t  t h a t  any government can do i n  t h e  m a t t e r  of  economic p o l i c y  
reform i s  t o  t r y  t o  ach. ieve and r e t a i n  an  op t imal  ba l ance  between 
r e g u l a t i o n  and o t h e r  forms o f  government i n t e r v e n t i o n  and t h e  
f r e e  p l a y  of  market  f o r c e s .  Both t h e o r y  and expe r i ence  ( a s  s een ,  
f o r  example, i n  t h e  Japanese  and Korean models) sugges t  t h a t  a  
v i t a i  and growing economy r e q u i r e s  b o t h  a s t r o n g  p r i v a t e  s e c t o r  
and a s t r o n g  and p r o a c t i v e  government. 

There i s  y e t  a n o t h e r  p e r s p e c t i v e  on s p e c i f i c  i n t e r v e n t i o n s  
t h a t  suppor t  po l icy-based  ad jus tment .  I n  a sense ,  t h e  e s s e n t i a l  
development problem f a c i n g  deve lop ing  c o u n t r i e s  i s  n o t  t h a t  t h e  
p o t e n t i a l  of  t h e  market i s  n o t  unders tood .  Rather ,  it i s  t h a t  
changes t h a t  t ook  c e n t u r i e s  t o  ach i eve  i n  developed c o u n t r i e s  are 

. . . .  
b e i n g  c o l l a p s e d  i n t o  decades  i n  deve lop ing  c o u n t r i e s .  I n  many 

. . 
' . ' .  ease s ;  t h e r e  h a s  ' n o t  ' been .enough time. f o r .  t h e  i n s t i t u t i o n a l , . .  ,:.. . , . :  . .  

c u l t u r a l ,  and p o l i t i c a l  development t h a t  u n d e r l i e s  market-.led 
' . .  growth t o  occur .  : Some conkon f e a t u r e s  o f  s o c ' i e t i e s  i n t . eg ra t ed  

th rough  markets  a r e  a  system of laws p r o t e c t i n g ' p r o p e r t y  and 
c o n t r a c t s ,  a ccep t ance  o f  t h e  r u l e  o f  law su r round ing  c i v i l  l i b e r -  
t ies ,  broad-based c a p i t a l  markets  and a r e l i a b l e  sys tem o f  p u b l i c  

- accountancy,  t h e  concep t  of r e l a t i v e l y  e q u a l  oppo r tun i t y ,  and a 
s p i r i t  of r a t i o n a l i t y .  From t h i s  p e r s p e c t i v e ,  a s t r a t e g y  of 
development must combine broad-based p o l i c y  ad jus tment  w i th  t h o s e  
p r o j e c t s  t h a t  h e l p  deve lop ing  c o u n t r i e s  overcome t h e  i n s t i t u -  ' 

. . .  t i o n a l  .and c u l t u r a l .  d e f i c i e n c i e s  t h a t  impede market  development . .  . . 

b u t  t h a t  r e q u i r e  more time t o  c o r r e c t .  
. . . . 

' .. On. t h e  whole,, A . , = . D . ~ , S  exper ience  w i t h  p o l i c y  c o n d i t i o n a l ' i t y  
ha s  been' p o s i t i v e ,  ' .as , r e f l e c t e d  i n  s e v e r a l  coun t ry  . eva lua t i ons ,  
a , l though many' d i f f i c u l t i e s  remain.  Cu r r en t  e v a l u a t i o n  e f f o r t s  i n  
A . I . D .  w i l l  be devoted  t o  e s t i m a t i n g  t h e  impact  of  p o l i c y  re form 
on lower income groups  i n  deve lop ing  c o u n t r i e s .  P r e l im ina ry  
r e s u l t s  f o r  A f r i c a  w i l l  be  a v a i l a b l e  by mid-1989. 

There is l i t t l e  doubt t h a t  t h e  e f f o r t  a t  p o l i c y  reform i s  
overdue and appr0pr ia t . e .  However, e v a l u a t i n g  t h e  e f f e c t s  of such  
reform remains d i f f i c u l t .  Wildly o u t  of  ba l ance  budgets ,  over-  



valued exchange rates, inefficient government restrictions on the 
sale of agricultural products, and a host of similar economic 
aberrations usually produced the opposite of growth--economic 
chaos, stagnation, and poverty. Under these condLtions, real 
development is unlikely to occur and the poor unlikely to benefit 
except from the random largess of a leader trying to buy politi- 
cal support. 

. As w.ith.other approaches' that have gained ascendancy at 
different times in development thinking, policy reform raises 
expectations. In this case, however, the expectations go beyond 
the limited hope chat good results will be forthcoming from 
structural adjustment programs. Policy reform requires extensive 
restructuring of economies, sometimes to the short-run disadvan- 
tage of large numbers of the poar. In turn, this requires that 
donors accept responsibility not only for sufficient assistance 
for the "reform," but for the costs that must be borne by those 
"losing" as a result of the changes, and hence for political 
stability over the medium term. In other words, donors, as well 
as developing country leadership, must be willing to stay the 
course. The repudiation by Zambia in May 1987 of the major con- 
ditions of the adjustment package of the World Bank and the IMF, 
and other donors, is a case in point. Perhaps another dozen 

( . . '  
African countries as well will be unable to repay their external -. 
debts. It is widely agreed that the reforms initiated but now 
abolished by Zambia were basically sound and that donors should 
have been aware of the extra funding requirements they implied 

. . .  . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  . . . .  . . . .  , , over.the. medi'um term.',.'. '. . .  ' - ' . .  , .;..... ',.>."... ...... 
. . . .  . . . - .  . . . _  . 

. . . .  
' .The role of the developed count~ies 'in the policy reform: 

efforts of developing countries merits special emphasis. Policy 
conditions bear heavily on borrowing countries under our current 
international economic system, while industrial countries typi- 
cally do not face such conditionalities. This asymmetry in poli- 
cies can and often does have severe, adverse effects on develop- 
ing countries undertaking policy reforms. . Sim'ilarlyi some devel- . 
oped countries urge policy reform to stimulate increased exports 
from develop.ing countries while, for. domestic .pqlitical. reasons., . . . .  ..... -. .. 
adopting restrictive trade practices that inhibit those potential 
exports. This practice is we1.l known among a1.l observers and . . . 
brings. iito 'quhstion .the seriousn~.ss, of the' proposals by repre- .., . . .  . sentatives of developed' countries. for 'policy reform in developing . . 
countries. 
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1. THE RATIONALE FOR AND EMERGENCE OF POLICY-BASED LENDING 

In its 1986 World Development Report, the World Bank (1986d) 
presented three plausible scenarios for global development. On 
the assumptions of the central case scenario (neither optimistic 
or pessimistic), the Bank projected zero growth in average per 
capita income in Sub-Saharan Africa during the period 1985-1995. 
The conditions this implies for that region are appalling and are 
among the reasons that policy reform is now receiving special . 
attention: . 

Zero growth in averaqe per-capita income implies 
declining income for many people who are already on the 
verge of subsistence. Some three-fifths of Africa's 
population is already too poor to afford a diet that 
supplies the minimum number of calories as recommended 
by the U.N.'s Food and Agriculture Organization and 
World Health Organization. Most of these people are 
less productive and energetic than they would be if 
they had more adequate diets. Between a quarter and 
two-fifths of Africa's population is too poor to afford 
even 80 percent of this minimum standard. Among these 
people, infant and child mortality is high, and the 
children are often stunted in their physical and intel- 
lectual development. For those enduring these condi- 
tions, the prospect of economic stagnation is surely 
unacceptable. 1 

. The ,"coming. of agegL' of ',the idea odl. policy. ref arm was marked. . . . . . . 
. .  by the publication 0f.a ,World Bank study (1981; dubbed the Berg 
.. :Report, after its. principal author and .coordinator). .that detailed 
the.chaos resulting from government intervention in Sub-Saharan. 
ecofiomies and advocated policy reform and stimulation of the pri- 
vate sector. More recently a major section of World Development 
Report 1985 (World Bank 1985) was devoted to the role of economic 

- .  . 
policies. 

Although current development thought stresses appropriate 
po1ici.e~ and market-based . development ,.. .it is. use.fu1 to mote ,that. , . 
this'approach is not new within the Agency for International 
'Development (A. I. D ) . "Policy dialoguev1 as a 'route to :policy , 

reform became' .one of the four.  pillar^'.^ of A'i.1. D .. prograving in , . 
. the early ,1980s A 1 1.982). . A .recent. study A D .  1986) 

summarizes the history of conditional'ity in A.I:D.: . 

'policy Reform: What Must Be Done," Challenge January/February 
1987: 9-15. This is a statement by the International Relations 
Department of the World Bank, adapted from a paper commissioned 
by the Aga Khan Foundation for the Enabling Environment Confer- 
ence. 



Since the early 1980s the Agency has been devoting a 
substantial volume of resources in the form of nonproj- 
ect assistance to support the objectives of economic 
stabilization and structural adjustment. During the 
1960s program loans were provided for similar purposes 
in a number of countries. Their use declined signifi- 
cantly during the 1970s, however. The reasons included 
questions about the overall effectiveness of the at- 
tached conditionality, concern that the poor majority 
reaped few benefits, and even might be adversely af- 
fected, and doubts about the desirability of continuing 
such programs in the face of a declining level of real 
resources. 

As this quote demonstrates, A.I.D. has implemented the con- 
cept and practice of conditionality and structural adjustment for 
three decades. Over the years, however, there have been subtle 
changes in the connotation of the word "str~ctural~~ (Feinberg and 
Kallab 1986, 11). In the 1950s and 1960s, lldependencefl of Latin 
America on imported technology was viewed by llstructuralists~ 
from that region as retarding growth, along with creating such 
structural problems as unequal land distribution and reliance on 
a limited number of export commodities. In the 1970s, "structur- 
al adjustment" implied the upward adjustment required in domestic 
oil and food prices as world prices of those products increased. 
Today the term usually relates to "liberalizingw economies, re- 
ducing government's role, and equalizing incentives for domestic 
and export,production or actually directing policies toward an . 
export-led development strategy. 

, . . . .  . . .  . . . ,  . . : . . . . 

Today, both critics and proponents of structural adjustment 
agree that donor emphasis, and increasingly emphasis in the 
developing world, is on market-based development to a degree that 
has not existed before. Two great streams of political and eco- 
nomic thought have collided in the 1980s: the first is based on 
Adam Smith's theory of free markets, and the second is based on 
various streams of socialist thought that propose the state not 
only as an instigator of growth but. also as a stab.ili.zing ,and 
reinforcing influence in a wide variety of social and economic 
,concerns, frequently under a single-party leadership. Why is 

. . 
world opinion tilting toward free market economies today instead . . 
.of state intervention, . as was,. the c,ase :20 ta 30. years. ago? 

Opinions vary, but 'the follow'ing explanations would probably 
be on most lists: 

-- A growing belief in some developed countries that the 
boundaries of state authority had been extended too far 
into their market economies. The result was believed to 



be i n e f f i c i e n c y ,  reduced o r  n e g a t i v e  growth r a t e s ,  and 
worsening income d i s t r i b u t i o n .  

-- The e x t e r n a l  deb t  c r i s i s  of  L a t i n  America, coup led  w i th  
a  growing s u s p i c i o n  t h a t  t h e  "market" economies of  t h a t  
r e g i o n  have n o t ,  i n  f a c t ,  been , t r u e  market  economies. 
Only r e c e n t l y ,  w i th  t h e  p r o l i f e r a t i o n  o f  i n fo rma l  mar- 
k e t s ,  a r e  t h e  ec.onomic~freedoms g u a r a n t e e d  i n .  most Lati'ri . 
American c o ~ i s t i t u t i o n s  be ing  exper ienced. '  A second . ,  
major  c r i t i c i s m  of  t h e  " c a p i t a l i s m w  found i n  L a t i n  Amer- 
i c a  i s  t h a t  t h e  c o n t i n u i n g  pove r ty  o f  t h e  r e g i o n  has  i t s  
s o u r c e s  i n  t h e  n a t u r e  of  t h e  L a t i n  American p o l i t i c a l  
sys tem (an  a l l i a n c e  between Church and  s t a t e  t h a t  i s  
s t i f l i n g  t o  "unau thor ized"  b u s i n e s s e s  o r  o t h e r  i n i t i a -  
t i v e s ) ,  the economic s y s t e m  (top-down i n i t i a t i v e s  of  t h e  
s t a t e ,  - and a l a t i f u n d i s  system w a s t e f u l  o f  b o t h  l a n d  and 
l a b o r ) ,  and t h e  m o r a l - c u l t u r a l  sys tem (wi th  i t s  "empha- 
sis on- p e r s o n a l  r a t h e r  t h a n  c i v i i  and economic v a l u e s " ) .  
(See Novak 1982 f o r  an  example of  t h i s  t y p e  o f  
r ea son ing .  ) 

-- The famine crisis  and t h e  growing ev idence  o f  "under- 
development" i n  Sub-Saharan A f r i c a .  The 1985 d e c l a r a -  
t i o n  o f  t h e  Organ i za t i on  o f  A f r i c a n  Uni ty  (OAU) may have 
been a  t u r n i n g  p o i n t  i n  A f r i c a n  development: "The p r i -  
macy accorded t h e  s t a t e  h a s  h i n d e r e d  r a t h e r  t h a n  f u r -  
t h e r e d  economic development." T h i s  message was t h e n  

. .  . .... . ... . .. . . ,reiterated a t  the'. .U:.:N,. :-Meeting .: i n  .May 198 6 .an'd : , f u r t he r  . 1. ': : . .. .... - .:.. . . . 

d e f i n e d  i n  t h e  O A U f s  p r e p a r a t o r y  document f o r  t h e  U.N.  
. . . . spec i ' a l  s e s s i o n ,  on ~f r i c a f  s, economy .(."the A f r i c a n  coun- . . 

2 ~ e e  Llosa  (1986, 28-30, 42, and 46-47) . Llosa f  s ar t ic le  i s  
based  o n . h i s  i n t r o d u c t i o n . t o  t h e  book by Hernando de Sota ,  - E l  
Ot ro  Sendero (198G1, which w i l l  be a v a i l a b l e  as The Other  Pa th  
( N e w  York: . Harper and Row, 1989) . .L losa  .s~ggests t h a t  "one o f .  
t h e  most wide ly  accep t ed 'my ths  about  L a t i n  America is t h a t  ou r  

. .  . 
, backwardness  resu1 t . s  from t h e  p r i n c i p l e  of economic l a i s s e z - f a i r e  . . 

adopted  . in  a lmos t  a l l  o.ur c o n s t i t u t i o n s  ' when w e  a ch i eved .  inde, ' . , . .  '. . 
. . . pendence from s p a i n  and P o r t u g a l ; .  .. ~ c c o r d i n g  t o  t h i s  myth,. ' t h e  . .  . . . . 

opening o f  o u r  economies t o  market  f o r c e s  made u s  ea sy  p r e y  t o  
i m p e r , i a l i s t s ,  whose vora,ciou,s,. . b u s i n e s s  p r a c t i c e s  b rought  , ,about , , . . 

t h e  i n e q u i t i e s  between r i c h  and poor ."  I n  c o n t r a s t  t o  t h i s  view, 
L losa  s u g g e s t s  " t h a t  Peru--as w e l l  as o t h e r  L a t i n  American cdun- 
t r i e s  and probab ly  t h e  m a j o r i t y  of  t h i r d - w o r l d  nat ions--never  had 
a  market economy.. .. I t  is o n l y  now, w i th  t h e  p r o l i f e r a t i o n  of  
b l ack  markets ,  t h a t  Peru is beg inn ing  t o  g e t  a market economy: a  
savage market economy, b u t  a  market economy n o n e t h e l e s s . "  



t r ies  shou ld  adopt  fundamental  changes i n  t h e i r  develop- 
ment p r i o r i t i e s  and p o l i c i e s " )  . 3  

-- Popu la t i on  p r e s s u r e  i n  many a r e a s  worldwide. Rapid 
p o p u l a t i o n  growth began t o  t h r e a t e n  development and 
p o l i t i c a l  s t a b i l i t y ,  and r i s i n g  p r o d u c t i v i t y  d i s p l a c e d  
sho r t - run  r e d i s t r i b u t i v e  schemes a s  t h e  s i n g l e  most 
important .  w,ay of  r a i s i n g  t h e  poor  o u t  o f  pove r ty .  

. .  . 
-- The post-Mao achievements i n  t h e  P e o p l e ' s  Republ ic  of 

China.  These achievements have a l lowed  l imited market  
f o r c e s  ( p r i c e s ,  i n c e n t i v e s ,  p r o f i t s )  t o  e x e r t  t h e i r  
i n f l u e n c e  on r e s o u r c e  a l l o c a t i o n .  The c u r r e n t  r e t r e n c h -  
ment o r  slowing-down o f  t h e  " l i b e r a l i z a t i o n t f  p r o c e s s  
a t t e s t s  v i s i b l y  t o  t h e  c o n t i n u i n g  s t r u g g l e  i n  China 
between t h e  more or thodox brand  o f  Marxism ( p r o v i d i n g  a n  
i n t e l l e c t u a l  haven f o r  t h e  go-slow c o n s e r v a t i v e s )  and 
t h e  u r g e n t  n e c e s s i t y  o f  improving r e s o u r c e  a l l o c a t i o n ,  
p r o d u c t i v i t y ,  and incomes. 

- -- The s t r i k i n g  achievements o f  t h e  "Gang o f  Four" i n  A s i a  
(Korea, Taiwan, Hong Kong, and S ingapore )  . The ach ieve-  
ments o f  t h e s e  n a t i o n s  have focused  a t t e n t i o n  on t h e  
merits o f  an  expo r t - l ed  development s t r a t e g y .  Import  
s u b s t i t u t i o n  ha s  f a i l e d ,  e s p e c i a l l y  i n  L a t i n  A m e r i c a  
(where t h i s  s t r a t e g y  b r e d  d u a l  economies w i th  low rates 
o f  GNP growth, ba l ance  o f  payments d e f i c i t s ,  c a p i t a l  

. ' i n t e n s i t y  a'nd"'wideiiing'~'unemploymerit;;'and 'severe ':ineqUi.tyl' :. " ' . 
and p o v e r t y ) ,  whi le  t h e s e  Asian economies p r o s p e r e d  w i t h  

' h i g h  GNP grQwth r a t e s  arid s h a r p l y  reduced pove r ty .  

Although Asian c o u n t r i e s  a r e  c i ted  f r e q u e n t l y  (and somewhat 
e r roneous ly )  a s  examples of  s u c c e s s f u l  growth under  "pure"  market  
c o n d i t i o n s ,  t h e  most massive p o l i c y  s h i f t  t o  s t i m u l a t e  more e f f i -  
c i e n t  r e s o u r c e  a l l o c a t i o n  today  i s  o c c u r r i n g  i n  Sub-Saharan A f r i -  
c a .  Almost two dozen c o u n t r i e s  i n  t h a t  r e g i o n  have adopted  p o l i - . ,  ' 

cy changes i n c l u d i n g  d e v a l u a t i o n ,  r e d u c t i o n  o f  c i v i l  s e r v i c e  
jobs, p r i v a t i z a t i o n ,  . i n c r e a s e s  i n  r e a l  i n t e r e s t .  r a t e s  a n d .  f ood , .  . .  . . . . 

p r i c e s ,  and r e d u c t i o n  o f  r e g u l a t i o n s  hampering p r i v a t e  i n d u s t r y .  
These changes have r e v e r s e d  p r e v i o u s  emphases on urban ovex r u r a l  

. . d eve lopme~ t  .; .. 'Pe'rhaps t h e  .bes t  , rne.astlre of.. t h i s ~ * r e s t r . u c t u r i  ng .  : . . . . 
e f f o r t  i s  : t h e  f a c t  . t h a t  :22 Afri'cam countrYes  have q u a l i f i e d  f o r  ' . . . 

, loans  from t h e  World Bankf s S p e c i a l  F a c i l i t y  fo ' r  A f r i c a ,  a  $1.'7 
b i l l i o n  fund e s t a b l i s h e d  i n  1 9 8 5  t o  l e n d  money t o  c o u n t r i e s  re- 

. . 

' c i t e d  i n  an  a d d r e s s  by S e c r e t a r y  S h u l t z  b e f o r e  t h e  Senega l e se  
Business  Counc i l ,  ~ a k a r ,  Senegal ,  January  8,  1987, quo ted  i n  
Cur ren t  P o l i c y ,  No. 907, p u b l i s h e d  by t h e  Bureau of  P u b l i c  Af- 
f a i r s ,  Department o f  S t a t e ,  Washington, D.C. 



shap ing  t h e i r  economies. The Deputy A s s i s t a n t  S e c r e t a r y  of S t a t e  
f o r  Af r i can  A f f a i r s ,  Roy Stacy,  h a s  s a i d ,  "We're a t  a ve ry  h i s -  
t o r i c  moment i n  A f r i c a ,  w i th  t h e  most s i g n i f i c a n t  economic re form 
p r o c e s s  we have seen  i n  a  l ong  t i m e .  I t  i s  a  f r a g i l e  t r e n d ,  one  
t h a t  u r g e n t l y  needs underpinning and new k i n d s  of  suppo r t "  (The 
N e w  York T i m e s ,  A p r i l  13, 1987) . 

. .  D o n o r s f . a t t e n t i o n  now. focuse s  o n . t w o  g r o u p s , o f  c o u n t r i e s :  
' 

middle-income c o u n t r i e s  w i th  ve ry  s e v e r e  deb$ ' s e r v i c i n g  problems,  
and t h o s e  c o u n t r i e s  l y i n g  below t h e  Sahara  ( exc lud ing  South A f r i -  
c a ) .  The l a t t e r  group had a  n e g a t i v e  ave rage  growth r a t e  i n  t he  
p e r i o d  1980-1986, whi le  t h e  former had an  average  growth r a t e  o f  
less t h a n  1 p e r c e n t  ( i f  B r a z i l  were inc luded ,  t h e  r a t e  f o r  t h a t  
group would a l s o  have been n e g a t i v e ) .  Output  p e r . c a p i t a  d e c l i n e d  
i n  b o t h  groups  o f  c o u n t r i e s .  

While s p e c i f i c  c o n d i t i o n s  d i f f e r  i n  each  count ry ,  a  World 
Bank s tudy  (Michalopoulos 1987b) n o t e s  t h a t  t h e r e  a r e  common 
problems encounte red  i n  b o t h  groups,  i n d i c a t i n g  t h e  e x t e n t  and 
s e v e r i t y  of  t h e  p r e s e n t  s i t u a t i o n .  Problems n o t e d  i n  t h e  s t u d y  
a r e  a s  fo l lows :  

-- Severe  macroeconomic imbalances  and r e s u l t i n g  h igh  r a t e s  
of  open o r  suppressed  i n f l a t i o n  and  u n s u s t a i n a b l e  rates 
of domes t ic  r e s o u r c e  a b s o r p t i o n  have been observed i n  
t h e s e  n a t i o n s .  

. -- S i g n i f i c a n t  - r e d u c t i o n s .  i n  . n e t  c a p i t a l  : i n f l ows ,  which, - . . .  . . . 

coupled  w i th  a  d e t e r i o r a t i o n  i n  t h e i r  terms o f  t r ade , ,  
. .  . . have. riecessi't 'ated major s t r u c t u r a l  a d j u s t m e n t .  i n  . the  . . .  ... .. 

c o u n t r i e s  s t u d i e d .  

-- Heavy d e b t  burdens  and s e v e r e  debt s e r v i c i n g  problems, 
which abso rb  c o n s i d e r a b l e  domes t ic  s a v i n g s  and r e q u i r e  
r a i s i n g  domes t ic  s a v i n g s  t o  ve ry  h i g h  l e v e l s ,  a r e  preva-  
l e n t  i n  b o t h  groups  of  c o u n t r i e s .  . . , ( I n  some. middle-in- 
come c o u n t r i e s ,  t o  make up f o r  lower  l e v e l s  o f  e x t e r n a l  
f i n a n c i n g  and t o  . p rov ide  f o r .  a d d i t i o n a l  i nves tmen t ,  . . .  

margina l  s a v i n g s  r a t e s  must exceed  50  p e r c e n t  o r  more 
for  1,ong . p e r i o d s  t o  s e r v i c e ' ,  debt'. ) When. p e r  c a p i t a  i n -  

,. ' .co,me has  , been .  s t a g n a n t .  o r  de .c l in ing ,  ,however, .as 1s t h e  .: . . . . . . , . 
. '. . c a s e ,  i n  c o u n t r i e s '  of  Sub-Sabakan ~ f r i c a ,  it i s  d i f f i c u l t  : . . . . 

t o  r a i s e  marg ina l  s av ings  r a t e s . ,  

-- Severe ly  l imi ted new p r i v a t e  c a p i t a l  i n f l ows  a r e  e v i d e n t  
i n  t h e s e  c o u n t r i e s ,  a l t hough  it i s  c l e a r  t h a t  a d d i t i o n a l  
f i n a n c i n g  from abroad can h e l p  r e s t o r e  growth and e a s e  
t h e  domest ic  s a v i n g s  c o n s t r a i n t .  



-- These countries need to substantially expand exports so 
as Lo transform domestic savings into payments in for- 
eign exchange for debt service and imports. This action 
would imply a structural shift in Sub-Saharan countries 
toward tradables in the face of economic structures that 
are inflexible and undiversified. 

-- SigniZicant transitional costs in the.form of unemploy- 
ment have resulted from macroeconomic stabilization and 
structural change. 

There are, of course, many other severe problems facing 
these economies (especially those in Africa), such as weak physi- 
cal and human infrastructure, weak or dysfunctional institutions, 
rapid population growth, and drought. It is this daunting list 
of problems that has given rise to structural adjustment lending 
and conditionality. 

Policy-kased lending is intended to enhance market-oriented 
development. But what is this thing called the "market"? The 
heart of the matter Is decentralized units operating autonomously 
on the basis of knowledge generated within the market system. 

Any economic system can be thousht of in terms of the fol-, 
lowing four sets of- social relationships: .I (1) a decision-makinq 
structure, through which decision-making authority is allocated 
i~nong members of the system; (2) an information structure for 

. .  . .col.lection,. transmission;~:~processing, . storage; :: retrieval., ::and . .  .. .:: .. ... . . . , . .  

analysis of economic data; (3) a motivation structure, which 
relates to the way decision-makers carry o.ut their authority to .. . . . 
make decisions; and (4) a coordination struc'ture, such as the 
market or plan Sy which decisions are harmonized with each other. 
Thus, the market-model, in this light, is just one possible coor- 
dinating arrangement for decision-making, information generation 
and processing, and institutional and individual motivation. 

' The case for the market model rests on its efficiency. The 
. prof it-maximizing pr0duce.r .combines inputs (capital, lab,or, . land) . 

so as to equate marginal factor outlays and marginal revenue 

. . . . 
. . .  . , -.-. .- . . ..,. . . . . .. . . 

4 These sutjgestions are derived from' organizational theory, ..and 

these or related categories are widely used in the study of corn- 
parative economic systems. For example, see Neuberger and Duf fy 
(1976) and Pryor (1973). These and similar works move the study 
of economic systems away from the "isms1I stage (capitalism, 
socialism) toward a more systematic approach whereby important 
aspects of a system, such as property ownership, behavior rules, 
and the structures cited above, are defined carsfully, thus per- 
mitting measurement in some form (see Montias 1976). 



products. The utility-maximizing consumer, similarly, will buy 
goods and services so as to equate marginal utilities per dollar. 
As long as producers and consumers are aware of prices, and 
prices reflect real relative scarcities, maximum output will be 
produced at minimum cost. This model ensures that allocative 
efficiency (exactly the "correct" amount of each item is pro- 
duced) and production efficiency (each item is produced at mini- 
mum average total .cost of production) .will be achieved. The. . 
cruc'ial role of pri-ce is blear: it cornrnunii.,ntes relative scarci- 
ties to all participants in the economy. Goiernment in this 
model is a referee, policing "honest weights and measures" and 
providing legitimate public goods (e.g., education'and defense). 

In brief, the market model is based on the broad concept 
. . that decentralized market-based resource. allocation is more ef- 

fective than administrative planning and controls. This concept 
comprises the following points: (1) development is seen to have 
the best chance of succeeding when private initiative is encour- 
aged ( "privatization" ) ; (2) the economic systems of developing 
countries work best when they are allowed to work freely and 
efficiently; (3) the greatest harm to development in developing 
countries is government policy that distorts economic incentives 
and causes the economy to misallocate resources and therefore to 
produce at less than maximum possible levels; (43 if developing 
countries eliminate subsidies, price controls, and the protection 
of inefficient industries, development will accelerate; (5) 
developing countries should "get their prices right" (if the 
prices . of .'labor, .capital, foreign ..exchange, and .cornmodit ies :.are . . . . . . . . . . . . . .  .. . . . . .  . . .  
appropriate, growth will occur); (6) developing coun.tries are 

. small parts. of the intrernatPonal~':eo.onomy, and they. must' take . . 

their price signals for tradable'goods from international markets , 

and must produce commodities that reflect their comparative 
advantage. At the same time, institutions conducive to market- 
oriented development must be strengthened or created, government 
must not be a source of inflation, and impediments to resource 
mobility must be eliminated, so that the f u l l  force of price 
incentives will be felt throughout the economy. 

. . .  . . .  . . . . . . I . . .  , , 

Although these point$ make the case for the 'market,' they do 
not adequately justify or explain policy-based. lending. While. . . . 

, few' today- would disagree .that ge,t'ting the 'prices :right ,prornoqes . . . .  . . 
the effic'i'ent allocation of resources, this 'is clearly. not '.the . ' , 

only aspect of policy-based lending.' .Providing adequate infra- - 
structure and increasing institutional capability are also impor- 

. . tant ingredients of policy-based lending.. Thus, to.hinge the 
rationale for policy-based lending largely on getting prices 
right is to seriously misstate the case. 

Instead, a more useful understanding of policy-based lending 
rests on a multidimensional view of the theory of policymaking, 



which encompasses not only decentralized decision--making at the 
individual producer and consumer levels and decision-making based 
on scarcity prices, but also the creation of both physical and 
human infrastructure. This broader view acknowledges the need 
for government to intervene in markets to avert misallocations 
that arise from externalities, public goods, and other well-rec- 
ognized departures from efficiency where prices deviate from 
social marginal costs. 

In brief, in a larger treatment of policy-based lending than 
provided here, it would be.usefu1 to make the case for such lend- 
ing by beginning with a rather narrow focus on optimal interven- 
tion for reaching microeconomic efficiency and then relating that 
intervention to the need for a consistent macroeconomic policy 
framework within which to undertake reforms. 

In this broad context of market-oriented development with an 
outward orientation, more attention is being directed to the 
agricultural sector of developing countries. Adelman (1984) has 
suggested that external conditions are causing a reassessment of 
the export-led model. The central concern expressed in Adelman's 
article is that an agriculture- rather than export-driven strate- 
gy may be appropriate for countries that have not yet broken into 
industrial export markets. Such a strategy would be based on a 
public investment program intended to increase agricultural out- 
put. The heart of the strategy, Adelman states, "consists of - 
building a domestic mass-consumption market by improving the 
productivity of agriculture and letting farmers share in the 
fruits of the improved producti~ity.~ 

. . 
There are three impbrtant 'arguments' for this st'kategy. 

First, it will stimulate domestic demand for industrial products, 
through linkages and through its distributional effects. Second, 
because agriculture is far more labor intensive than manufactur- 
ing, this strategy is a growth and employment program and also 
has,the contours of basic needs .and food security programs. And 
finally, this is a risk-reducing strategy, ameliorating the ef- 
fects of weather,and .environment through irrigation programs and 
the use of pesticides. ~ndustrialization would be accomplished, 
in,effect, by expanding internal demand for consumer and other . 

. . industrial goods. Internal'demand will be especially important 
in the, yea'rs ahead, .becau.se  delia an e.stimates that the rate.'of 
growth in world demand for imports may be about' one-half its 
level during the 1960-1973 period. 

The suggestion of an emphasis on agriculture does not negate 
the importance of an outward-oriented strategy, because the agri- 
cultural sector itself will benefit from such a strategy (it has 
been harmed in the past by an import-substitution strategy). This 
point is exemplified in the work of John Mellor of the Interna- 



tional Food Policy Research Institute (see Mellor, Delgado, and 
Blackie 1985), and most recently in an article that summarized 
his position as follows (Mellor 1986). 

Because economic development is a process that transforms a 
rural and agriculttral economy into an urban and industry- and 
service-oriented one, Mellor asks the question: What is the role 
of agric.ulture,. the origina'lly dominant' sector? He suggests that 

' 

this question has essentially been.neglected in .theory'as various 
development fads have come and gone (growth of capital stock, 
import substitution, basic needs, export promotion), although 
some countries in practice have given agriculture a central role 
(e .g., Taiwan, post-Meiji restoration in Japan) . Mellorl s thesis 
is that there is an "essential connection between agricultural 
growth and emp.loyment growth--and hence the need always to speak 
of an agriculture- and employment-based strategy, not of one or 
the other independentlyw (p. 69) . 

Mellor bases his reasoning for such a strategy on three 
elements. First, the limitations of relatively fixed land areas 
must be overcome through land-augmenting technological-change. 
Second, domestic demand for food (not exports) must be increased 
through increased employment, which at low income levels trans- 
lates quickly into increased demand for food. In this context,'a 
decline in food prices would not be a favorable sign, because it 
would indicate an unbalanced strategy in which food output is 
exceeding increases in employment by an inappropriate margin. 
Third, a prosperous .. -agricult,ural sector :,wil;l,, provide ..incr:e.asing: .: .. . : . . . 
domestic demand for labor-intensive,goods and services. This 
will follow if .two conditionsare met. .Increased demand must . 
result from what Mellor calls volume-increasing and unit-cost- 

' 

decreasing technological change. Simply raising prices is not 
likely to help very much. Also, "highly developed infrastructure 
is essential to agricultural production growth, favorable con- 
sumption incentives, and to the complex, interactive system of 
region-based urban centers that are so e.ssential.to a high-em- 
ployment content in an agriculture-based growth strategy" (p. 
81). . In all ..of this, additional. capital will be generated in the. 

, . .  . 
agricultural sector, and at any rate, "agricultural'linkages can 
c0ntribut.e to reducing [capital] intensity and.to spre,ading capi- . . . ,  tal more thinly. . . . .. . . .  . 

. . , . 
The policy implications bf  this development strategy' are 

very clear. First, an open trading regime is required since the ' 

growth of needed capital-intensive imports supporting'overall 
labor-intensive prod~ction will in turn require labor-intensive 
exports. As Mellor puts it, "a somewhat undervalued exchange 
rate facilitates full pricing of agricultural commodities; en- 
courages restraint in using inputs that are capital-intensively 
produced because they will be imported and thus more highly 



p r i c e d ;  and p r o v i d e s  some a d d i t i o n a l  i n c e n t i v e  t o  e x p o r t  t h e  more 
l a b o r - i n t e n s i v e  commodities,  h e l p i n g  t o  overcome t h e  v a r i o u s  
i n s t i t u t i o n a l  h u r d l e s  t o  e x p o r t s  t h a t  i n e v i t a b l y  e x i s t  i n  devel-  
op ing  c o u n t r i e s "  (p .  8 2 ) .  

Second, wherever Fover ty  i s  mass ive  t h i s  s t r a t e g y  shou ld  
r e c e i v e  p r i o r i t y ,  because  it i n c r e a s e s  t h e  supp ly  of less expen- 
s i v e  f o o d . a n d . i n c r e a s e s . t h e  demand f o r  l a b o r , . " t h e  two e s s e n t i a l s  
f o r  removing pove r ty  th rough  growth" . ( p .  8 3 ) .  Regional  d is-  
p a r i t i e s  t h a t  may r e s u l t  can be  overcome th rough  mig ra t i on .  
Also,  income t r a n s f e r s  may be neces sa ry  d u r i n g  t h e  t r a n s i t i o n ,  
and l a r g e - s c a l e  r u r a l  p u b l i c  works w i l l  h e l p .  

Third ,  t h e r e  must be s u b s t a n t i a l  p u b l i c  suppo r t  f o r  t h e  
s m a l l - s c a l e  a g r i c u l t u r a l  s e c t o r  i n ,  f o r  example, t r a n s p o r t ,  
power, communication, r e s e a r c h ,  e d u c t i o n ,  and i n p u t  supp ly  sys -  
tems.  Where and a s  soon a s  f e a s i b l e ,  many o f  t h e s e  f u n c t i o n s  
shou ld  be t r a n s f e r r e d  t o  t h e  p r i v a t e  s e c t o r .  Because o f  t h e  
mass ive  s i z e  o f  r e q u i r e d  i n f r a s t r u c t u r e  inves tment ,  governments 
must have t h e  p o l i t i c a l  s t amina  t o  commit a  l a r g e  s h a r e  o f  t h e  
budget  t o  t h i s  s t r a t e g y  and t o  c o n t i n u e  t h i s  s t r a t e g y  i n  t h e  f a c e  
o f  o t h e r  p r e s s i n g  needs .  

Four th ,  p r i c e  s i g n a l s  i n  an economy undergo ing  r a p i d  s t r u c -  
t u r a l  change a r e  sometimes i n e f f i c i e n t  i n d i c a t o r s  of r e l a t i v e  
r e s o u r c e  s c a r c i t i e s  because  o f  t h e  l a g  between inves tment  and 
r e s u l t s .  For  example, market  p r i c e s  are a  weak gu ide  on whether 

. . .  . t o  in ' f t i ' a t e ' l a  ' .vas t '  i r r i g a t ' i o f r  p r o j e c t  .. ' . A t  ',a minimum,' shadow . . . . . .  

p r i c e s  w i l l  be r e q u i r e d  f o r  cos t -benef i t ca lcu la t , ions ,  and s eve r -  
a l ' a s s u m p t i o n s  about  ' t he  f u t u r e  d e s i r a b l e  s t r u c t u r e  o f  develop- 
ment w i l l  need t o  be c l a r i f i e d .  There fore ,  it w i l l  b e  bette'r f o r  
government t o  a n t i ; i p a t e  needs i n  t h e  economy wi thou t  always 
w a i t i n g  f o r  s i g n a l s  t o  i n d i c a t e  t h e  needs .  Also ,  i n  some sub- 
r e g i o n s ,  t echnology  may i n c r e a s e  a g r i c u l t u r a l  o u t p u t  f a s t e r  t h a n  
e f f e c t i v e  demand i s  i n c r e a s i n g .  Th i s  may n e c e s s i t a t e  government 

, a c t i n g  a s  a  buyer  o f  l a s t  r e so r t . ,  s t o c k p i l i n g ,  and. s h i p p i n g  t o  
o t h e r  r e g i o n s .  

' . .  . , . .... . . . . .  

F i f t h ,  developed c o u n t r i e s  need t 'o  keep t h e i r  markets  open 
f o r  l a b o r - i n t e n s i v e ' g o o d s  and  s e r v i c e s  s o : t h a t  c r i t i c a l  c a p i t a l - '  
i n t e n s i v e  items can be  imported  fox  t h e  high'-employment s t r a t e g y .  
I n i t i a l l y ,  f o r e i g n  a i d  must p l a y  a  ve ry  i m p o r t a n t  r o l e  i n  improv- 
i n g  educa t i on ,  p a r t i c u l a r l y  f o r  conduc t ing  t h e  advanced t e c h n i c a l  ' 

s t u d i e s  e s s e n t i a l  t o  t h i s  growth s t r a t e g y .  F i n a l l y ,  a s s i s t a n c e  
"can c o n t r i b u t e  t o  f i n a n c i n g  ' impor ts  o f  c a p i t a l - i n t e n s i v e  goods 
and s e r v i c e s  d u r i n g  t h e  e a r l y  s t a g e s  of  t h e  s t r a t e g y ,  when ex- 
p o r t s  may s t i l l  l ag ;  and food  a i d  can h e l p  p r o v i d e  i n f r a s t r u c -  
t u r e ,  f a c i l i t a t i n g  a  s t a b l e  p o l i t i c a l  environment th rough  food 
f o r  work and food s u b s i d i e s .  Such a s s i s t a n c e  w i l l  be u s e f u l  



d u r i n g  t h e  t r a n s i t i o n  p e r i o d  i n  overcoming t h e  i n e q u i t i e s  b u i l t  
i n t o  t h e  o l d  s t r a t e g y t t  (p. 8 6 ) .  

I n  b r i e f ,  t h e r e  is widespread. agreement t h a t  a g r i c u l t u r e  
must be  improved g r e a t l y  (see World Bank 1986d) .  A g r i c u l t u r a l  
development i s  t i ed  t o  o v e r a l l  economic growth, and growth i s  
r e l a t e d  t o  a n , o u t w a r d  o r i e n t a t i o n .  Thus, a g r i c u l t u r e  p r o s p e r s  
under an. outward q r i e n t a t i o n .  ' . . 

A World Bank s t u d y  (1987) o f  4 1  deve lop ing  c o u n t r i e s  f o r  t h e  
1963-1973 and 1973-1985 p e r i o d s  unambiguously e s t a b l i s h e d  t h e  
b e n e f i c i a l  e f f e c t s  on growth o f  an  outward o r i e n t a t i o n .  For  t h i s  
s tudy ,  c o u n t r i e s  were c l a s s i f i e d  as s t r o n g l y  outward o r i e n t e d ,  
moderate ly  outward o r i , en ted ,  modera te ly  inward o r i e n t e d ,  and 
s t r o n g l y  inward o r i e n t e d .  C l a s s i f i c a t i o n  w a s  made on t h e  basis 
of t h e  f o l l o w i n g  q u a n t i t a t i v e  and q u a l i t ' a t i v e  c r i t e r i a :  "(i) 
e f f e c t i v e  r a t e  of  p r o t e c t i m  ( t h e  h i g h e r  t h e  e f f e c t i v e  p r o t e c t i o n  
f o r  domest ic  markets ,  t h e  g r e a t e r  the  b i a s  toward  import  s u b s t i -  
t u t i o n ) ;  (ii) u s e  of  direct c o n t r o l s  such a s  q u o t a s  and import-  
l i c e n s i n g  schemes ( t h e  g r e a t e r  t h e  r e l i a n c e  on .direct . c o n t r o l s  on 
imports ,  t h e  more inward o r i e n t e d  the economy).; (iii) use  o f  
e x p o r t  i n c e n t i v e s ;  and ( i v )  deg ree  o f  exchange rate o v e r v a l u a t i o n  
( inward o r i e n t a t i o n  g e n e r a l l y  l e a d s  t o  an  o v e r v a l u a t i o n  o f  t h e  
exchange r a t e )  I' (p .  82) . 

Although c o n s i d e ~ a b l e  mystery  remains  (e.g., does  an  outward 
o r i e n t a t i o n  set t h e  s t a g e  f o r  r a p i d  economic growth, o r  does  s u c h  

. . .. . . ' growth make , p o s s i b l e  an  .. outward .orientakion.?) ..,., the, :~macroeconomic~ . .. : . .:. .. .:. . .  

performance of  t h e  4 1  c o u n t r i e s  s t u d i e d  c l e a r l y  i n d i c a t e s  t h a t  a n  
. : ,ou.tward . o r i e n t a t i o n  i s  s t ~ o n g l y  a s s o c i a t e d  . w i t h  growth (World. . ' . . . 

Bank 1987, 83-87) ,' as  based  on t h e  f o l i o w i n g  f a c t s .  

During 1963-1973, t h e  annua l  ave rage  growth r a t e  o f  GDP 
was 9.5 p e r c e n t  f o r  t h e  s t r o n g l y  ou tward-or ien ted  group,  
more t h a n  double  t h a t  a t t a i n e d  by the  s t r o n g l y  inward- 
o r i e n t e d  group.  . F o r  1973-1985, t h e  r e s p e c t i v e  r a t e s  . 
were 7.5 and 2 . 5 ' p e r c e n t .  

, . . .:. . . .  . . . . . .  . . , . .  , . .. 
The s t r o n g l y  'outward-orientedgroup more t h a n  doubled 
i ts . s av ings  r a t e  by 1985, wh i l e  s a v i n g s  r a t e s  o f , t h e  
o t h e r  . t h r e e  groups '  grew on ly '  s l i g h t l y  o r  stagiiated: "'. .' . . .. . . . . . . . . . . . I .  

~ f f i c i e n c y  i n  t h e  u s e  o f  a d d i t i o n a l  c a p i t a l  was.hi 'gher 
i n  t h e  s t r o n g l y  ~ u t w a r d - o r i e n t e d  g roup ,  a s  measured by 
t h e  economies' i nc r emen ta l  c a p i t a l - o u t p u t  r a t i o s .  Fo r  
bo th  p e r i o d s ,  i n c r e a s e d  outward o r i e n t a t i o n  was a s s o c i -  
a t e d  w i th  dec rea sed  r a t i o s .  



During the inflationary 1970s and early 1980s, the 
strongly outward-oriented economies maintained relative- 
ly low and stable rates of inflation. 

The growth rate for manufactured exports was clearly 
superior in the strongly outward-oriented economies. 

In. addition to a strong theoretical case that suggests ' 

that outward orientation leads to a mote equitable in- 
come distribution, Gini coefficients (rough measures of 
income inequality) declined in several outward-oriented 
countries. 

history is a guide, then this study will undoubtedly be 
challenged on a variety of grounds by critics who will insist 
that the general inferences that can be drawn from the study are 
more limited than its authors suggest. For development special- 
ists, however, this is yet another piece of evidence that sug- 
gests that appropriate market-oriented policies (in this case, 
those particularly important to international trade) do tend to 
be associated with rapid growth and its beneficial effects. An 
outward-oriented development strategy is key to industrialization 
in the future and, as Mellor notes, to current development of the 
agricultural sector. 

This study shows that the actual performance of countries 
that provide equal incentives to exports and import substitutes 
do ,better.,in. terms. of .growth, employment ,. .-and ..eZf iciency than - . . .  . . . . . .  
countries that have inward-oriented strategies. As commonly 
defined, an outward-oriented strategy is.one in which equal or 
neutral' incentives are'provided to both import substitution and 
export promotion activities,, Seen this way, there is no conflict 
between an export-oriented strategy and agricultural development:. 
Indeed, at low levels of income with relatively abundant land and 

- labor, a country would have better agricultural development under 
an.outward-oriented strategy than under.an inward-oriented . . 

strategy. 
. . . . .  . . . ; .  . . . .  . .. 

In summary, the currently ascendant developinent strategy 
assumes that donors can help support develop.ment by encouraging 

. . ' developing countries to adopt approp'riate '.mac'roeconomib poli.cies, 
prices and incentives., and institutional changes. The pogsibil- 
ity for such encouragement is associated with.the increasing 
importance of nonproject assistance among donors. 



2. A.I.D. CONDITIONALITY 

This section examines the types of policy conditions applied 
by A.I.D. and briefly notes their conceptual basis. It then 
looks at some operating characteristics of nonproject assistance 
conditionality and concludes with an examination, of the relation- 
.ships between country size, institutional capacity, and policy 
reform. Finally, .because A.I.D. practice does not occur in a 
vacuum, but reflects and influences the practices of other major 
donors, this section discusses World Bank and International Mone- 
tary Fund (IMF) theory and practices. (The rationale for and 
criticism of Bank and IMF practices are presented in Appendixes B 
and C on the basis of documentation available from those institu- 
tions. ) 

It is important to emphasize at the outset that there is no 
way of "grading" the experience of A.I.D., the Bank, and the IMF 
in their use of conditionality. For one thing, very little work 
has been done on the relationship between the stipulation of 
conditions in a nonproject aid package and the carrying.out of 
those conditions. The operating assumption is that donors have 
some llleverage" to make host countries carry out policy and 
institutional changes deemed desirable by'.the donor. .While this 
makes intuitive sense and there is some empirical justification 
for it, the absence of systematic studies of the functional rela- 
tionship between conditionality and policy change is a cause for 
caution;. . Second, :where policy change has bee.n carried. out.,;. there: . . .... . . . 
is a wide range of criticism on various aspects.of the results, 
and there is no way, .to systematica&ly "weight" these in any final. 
grade. What follows, therefore, is simply an attempt'to summar- 
ize practices and goals of these institutions and to note the 
main criticisms directed thereto. No judgment is made on the 
comparative quality.of' the programs. 

Current thinking among major donors is that market-oriented. 
conditions attacheh.to nonproject assistance will lead to badly 
needed policy reform ,.and, .stru.ctural change. in developing c&n- 
tries. Nonproject assistance is thought to be more useful for 
this purpose than is project assistance, mainly because the 
threat of,withholding. disbursemerits until reforms are implemented . .  
is credible with pr0gcam.ai.d but is not 'credible.with project 
assistance. Also, the 'World Bank; and 'to' a lesser extent the 
United States, has been able to concentrate assistance in such 
large amounts in single, quick-disbursing programs that it has 
been able to "buy a place" at the recipient government's "policy- 
making table." Critics suggest, however, that if the nonproject 
aid is very large, this probably represents a political comrnit- 
ment on the part of the donor that cannot be rescinded. 



It is useful to note initially the current trends in condi- 
tionality among donors. A.I.D. perhaps has the most difficult 
assignment because its conditionality (described below) encom- 
passes the whole range of possible policy changes that may be 
recommended. The World Bank bases its conditionality essentially 
on the two-gap model and its variants5 and stresses market rela- 
tionships within a strategy of export-led development. The IMF 
takes a narrower view of conditionality, concentrating largely on 
financial programming based on a clearly defined conceptual model 
of nominal financial flows. 

Current trends in thinking in the three agencies diverge 
somewhat. Within A.I.D., policy conditionality is still on its 
ascendancy path, with the number of conditions attached to indi- 
vidual nonproject assistance very large, and possibly gr~wing.~ 
It seems reasonable to suggest that current emphasis on policy 
conditionality within A.I.D. will continue, but perhaps with 
increasing attention devoted within a policy framework to benefi- 
ciary impact (see Section 5). 

The World Bank seems to be emerging as the main multilateral 
institution stressing conditionality, with its expansion of stru- 
ctural adjustment lending, although not all within the Bank think 
this is a positive development. 

In the IME', the new managing director, Michel Camdessus, 
faces several increasingly intense problems that are now part of 
public discussion on the.IMFJs future.' For one thing, continu- 

 he original works on the llgaps,ll which were prominent in the 
acceptance of this concept, were by McKinnon (1964) and Chenery 
and Strout (1966). .This line of thought was associated with the 
growth theory popular in the 1960s that emphasized capital inputs 
and their relationship to domestic savings and investment, on the 
one hand, and to exports, imports, and foreign economic assis- 
tance, on the. other. In .effect ,, .planners . would. :identify two. 
"gaps," the domestic investment gap and the foreign exchange gap, 
which'would be determined on thebasis of projected rates of 

' .  economic . . growth. 
. . 

 here is no hard evidence on whether the number is growing, but 
conversations within A.I.D. suggest that there remains widespread 
belief in the possibility of adding additional conditions to meet 
multiple objectives. 

'For example, see "IMF Role May Change Under Camdessus As Nations 
and Banks Exert New Pressure," The Wall Street Journal, April 6, 
1987. The remarks here summarize this article. 



ing tensions between banks in the more developed countries and 
those in debtor countries have brought into question the effec- 
tiveness of the current global debt strategy. At the same time, 
there is increasing concern about the rather drab growth rate of 
the global economy, and growing questions about the current 
drifts in major exchange rates. All of these problems are wor- 
sened because the IMFfs three largest members--the United States, 
West Germany, and Japan--face very large 'trade and payments im-. 
balances. Some economists suggest that these problems coul'd 
bring on a global recession, if uncorrected. 

2.1 Types of Conditionality in A.I.D. Proqrams 

Policy reform has several central goals: moving toward 
market-clearing prices (including exchange rates), correcting 
urban bias, rationalizing the public sector, promoting private 
sector investment and competition, and implementing institutional 
changes to support these goals. Policy instruments designed to 
achieve these goals vary widely, depending on donor interests and 
developing country institutional and political capacity. 

A.I.D.'s approach to conditionality is more eclectic than 
that of either the World Bank or the IMF. Essentially, it empha- 
sizes all government policies that reduce efficiency, employment, 
equity, or growth, while recognizing the extent of trade-offs 
among these variables. Several recent studies reveal the pattern 
and effectiveness of A.I.D. conditionality. Highlights of these 
studies are pro'vided' in Appendix A. :The wide 'range of A.. T.D; 
conditionality is presented in Table 1. 

In 1985, at the request of the Chairman of the House Foreign 
Affairs Committee, the General Accounting Office (GAO) completed 
a study of conditionality in Bangladesh, Costa Rica, Egypt, Hon- 
du,ras, the Philippines, and Sudan (GAO 1985) . (A brief descrip- 
tion of each project or program and its conditionality provisions 
is provided in Table A-1 in Appendix A.), The internal A.I.D. , 

transmittal memorandum on this report concluded that it is posi- 
, tive in tone and .is a good compilation of.A.I.D..'s policy dia- 

. 

. . ' logue efforts ,since : FY 1.982, and .the. e'f f ortSa. an.d resu1.t~ ..of .nego.- . . . 
tiating policy reform"in thesk six countries. 

. . Briefly, the GAO report found that only 6 of the 19 Develop- 
ment Assistance (DA) ' projects 'studied 'required governmerit action ' 
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a s  c o n d i t i o n s  p r eceden t  o r  a s  covenants . '  Three o f  t h e s e  were i n  
Bangladesh "where A . I . D .  is a  r e l a t i v e l y  l a r g e  donor, and where 
p o l i c y  d i a l o g u e  i s  n o t  a f f e c t e d  by o v e r r i d i n g  U.S. s e c u r i t y  con- 
c e r n s . "  (Bangladesh d id  n o t  r e c e i v e  Economic Suppor t  Fund [ESF] 
a s s i s t a n c e . )  O f  t h e  t h r e e  o t h e r  p r o j e c t s  c o n t a i n i n g  c o n d i t i o n a l -  
i t y  provis ions--one i n  Honduras and two i n  Sudan--two focus  on 
s e c t o r a l  p o l i c y  a n d . t h e  t h i r d  focuse s  on trade p o l i c y .  I n  gener-  
a l ,  where " A . I . D .  d id  n 0 t ' u s . e  c o n d i t i o n a l i t y  e x t e n s i v e l y  i n  p r o j -  
e c t  a ' s s i s t ance- -cos ta  ~ i c a ,  Aonduras, Sudan--A. I.  D.  ' h a s  s i g n i f  i- 
cant.. ESF programs i n  which c o n d i t i o n a l i t y  i s  an i n t e g r a l  p a r t . "  

O f  t h e  e i g h t  ESF p r o j e c t s  s t u d i e d ,  t h e  f o u r  w i th  p o l i c y  
c o n d i t i o n a l i t y  were i n  Egypt.  " I n  most c a s e s ,  ESF p r o j e c t s  
f i n a n c e  a c t i v i t i e s  w i t h i n  A . 1 . D . l . s  s i x  development accounts  and 
u s u a l l y  have t h e  s e c t o r a l  p o l i c y  o r i e n t a t i o n  o f  DA-funded p r o j -  
e c t s .  I n  Egypt, A . I . D .  h a s  a t t a c h e d  some c o n d i t i o n a l i t y  t o  i ts  
ESF p r o j e c t  a s s i s t a n c e  focus ing  on Egypt ' s  need f o r  major  econom- 
i c  ad ju s tmen t s .  However, t h e  p o l i t i c a l  n a t u r e  of  t h e  Egypt pro-  
gram l i m i t s  t h e  e x t e n t  of  t h e  c o n d i t i o n a l i t y  which A . I . D .  can 
app ly .  " 

ESF c o n d i t i o n a l i t y  i n  t h e  p r o j e c c s  s t u d i e d  r e l a t e d  mainly t o  
macroeconomic reform. However, t h e  e x t e n t  and s u c c e s s  of  
A . I . D . , s  c o n d i t i o n a l i t y  v a r i e d  i n  each  program reviewed,  a s  t h e  
fo l l owing  quo t e  s u g g e s t s .  

For example, U . S .  p o l i t i c a l  and s e c u r i t y  i n t e r e s t s  i n  
. . . . Honduras and ' t h e  Gov&nment 'o'f 'Horid~ras '~."  re luct 'anc&.  to '  

 he GAO r e p o r t  s t a t e s :  "A c o n d i t i o n  p r eceden t  is an  a c t i o n  
A . I . D .  r e q u i r e s  t h e  r e c i p i e n t  government t o  t a k e  b e f o r e  a s s i s -  
t a n c e  funds  can  be d i s b u r s e d .  A covenant  is a n  a c t i o n  A . I . D .  
r e q u i r e s  t h e  r e c i p i e n t  government t o  t a k e  be fo re ,  duri.ng, o r  
a f t e r  a s s i s t a n c e  i s  prov ided ,  b u t  is  n o t  r e q u i r e d  f o r  d i sbu r se -  
ment. Covenants  cou ld  i n v o l v e  a c t i o n s  t h a t  c o n t i n u e  ove r  a  p e r i -  
od of  time, such  a s m a i n t a i n i n g  f r e e  market p r i c e s . , .  Condi t ions  
p r eceden t  and covenan ts  a r e  found i n  b o t h  ESF [Economic Support  

. . .  Fund] and' Dc9 agreements .  . Selg-he lp  meas,ures, which , a r e  unique t o  
t h e  P L  480 program', a r e  sSimi . lar '  t o  covenan t s ;  t h e y  a r e  . a c t i ons . .  . 
t h e  r e c i p i e n t  government sg rees  t o  under take ,  b u t  a r e  n o t  re- 
q u i r e d  p r i o r  t o  t h e  d e l i v e r y  o f  food commodities.  A . I . D .  p o l i c y '  
guidance s u g g e s t s  t h a t  c o n d i t i o n s  p r eceden t ,  covenan ts ,  .and s e l f -  : .  . 
h e l p  measures b e  a s  e x p l i c i t  a s  p o s s i b l e ,  though n o t  n e c e s s a r i l y  
q u a n t i f i a b l e ,  t o  f a c i l i t a t e  mon i to r ing  and e v a l u a t i n g  p r o g r e s ~ . ~ '  
I t  is no t ed  t h a t  " t h e  summary of Cos ta  Rica  i n c l u d e s  d i s c u s s i o n  
of  s e v e r a l  c o n d i t i o n s  known a s  P r i o r  Ac t ions  which were n o t  p a r t  
o f  formal agreements ,  b u t  which were i d e n t i f i e d  by A . I . D .  a s  
s i g n i f i c a n t  p o l i c y  c o n d i t i o n s "  (p .  3 ) .  



under take  re forms  has  a f f e c t e d  A . I . D . ' s  a b i l i t y  t o  en- 
f o r c e  and r e q u i r e  d i f f i c u l t  p o l i c y  changes.  I n  Egypt, 
where U.S. p o l i t i c a l  i n t e r e s t s  a r e  a l s o  an  impor tan t  
f a c t o r ,  A . I . D .  has  no t  r e q u i r e d  t h e  Government of  Egypt 
t o  unde r t ake  e x t e n s i v e  p o l i c y  reform, a l t hough  p o l i c y  
d i a l o g u e  is a  p a r t  of A . I . D . ' s  program. I n  Cos ta  Rica,  
on t h e  o t h e r  hand, A . I . D .  h a s  been more s u c c e s s f u l  be- 
cause. o f  e f f e c t i v e  donor c o o r d i n a t i o n  and t h e  Govern- 
ment o f  Costa '  R ic ,a f s  commitment t o  economic ad jus tment  
(GAO 1985, 4 ) .  

L e g i s l a t i o n  r e q u i r e s  t h a t  t h e  PL 480 T i t l e  I programs "con- 
t a i n  s e l f - h e l p  measures aimed a t  improving t h e  e f f i c i e n c y  o f  t h e  
a g r i c u l t u r e  s e c t o r , 1 t  b u t  ' ' the p o l i c y  f o c u s  o f  t h e  s e l f - h e l p  mea- 
s u r e s  d i f f e r e d  i n  each  count ry t t  (GAO 1985, 2 ) .  

I n  summary, t h e  GAO r e p o r t  c o n t a i n s  i n f o r m a t i o n  o f  a  gen- 
e r a l l y  p o s i t i v e  n a t u r e  on A . I . D . ' s  a t t e m p t s  a t  p o l i c y  d i a l o g u e  
and p o l i c y  re form.  A t  t h e  same t ime ,  t h e  r e p o r t  c i tes  many v a r i -  
a t i o n s  t h a t  relate b o t h  t o  t h e  fund ing  s o u r c e  (ESF, DA, o r  PL 
480) and t o  t h e  p o l i t i c a l  and s t r a t e g i c  p l a c e  o f  t h e  coun t ry  i n  
A . I . D .  programiiing. As  a  r e s u l t ,  it i s  d i f f i c u l t  t o  d e f i n e  a l l  
of  t h e  c o n d i t i o n s  f o r  f u t u r e  programming under  which s u c c e s s  
might r ea sonab ly  be a n t i c i p a t e d .  One i s  tempted  t o  s a y ' t h a t  
c o n d i t i o n a l i t y  seems t o  work under  some c o n d i t i o n s  and n o t  t o  
work under o t h e r  c o n d i t i o n s .  

... , A .  d i f f e r e n t  p e r s p e c t i v e  i s  p rov ided  , .by,  a .  November 198 6 .  re-' . . . 

p o r t  on A . I . D .  c o n d i t i o n a l i t y  t h a t  examines t h e  t y p e s  o f  condi-  
t i o n a 1 i . t ~  . a p p l i e d ' t o , E S F  Cash T r a n s f e r  and Commodity Import pro-  . . 

grams a s  s e e n  i n  t h e  o r i g i n a l  p r o j e c t  p r o p o s a l s  ( t h e  Program 
A s s i s t a n c e  Approval  Documents [PAADS], f o r  n o n p r o j e c t  a s s i s t a n c e )  
f o r  1986.' The s t u d y  is  l imited i n  t h r e e  ways: (1) it examines 
d a t a  f o r  o n l y  1 y e a r  and t h u s  does  n o t  i n d i c a t e  t r e n d s ,  ( 2 )  it 
exc ludes  T i t l e s  I and I11 PL 480 programs and i n c l u d e s  on ly  one 
DA-funded p r o j e c t  t o  which c o n d i t i o n a l i t y  was a t t a c h e d ,  and ( 3 )  
it does  n o t  r e f l e c t  what a c t u a l l y  r e s u l t e d  from A . I . D .  cond i t i on -  
a l i t y ,  s i .nce t h a t  would be,come . !ev iden t  o n l y  i n  t h e  J o a n  agree-  . 
ments t h a t  were e v e n t u a l l y  concluded.  Although t h e s e  are s i g n i f -  

, .  i c a n t  l i m i t a t i o n s  on t h e  g e n e r a l  a p p l i c a b i l i t y  of  t h e  r e p o r t ,  
A .  I .D'. has. u n t i l  r e c e n t l y  ,de.iroted v e r y  f e w  r e s o u r c e s ,  t o  evalda- . 

. . . . . . 

' ~ n t e r o f f i c e  memorandum from Kenneth Kauffman (Associa , te  A s s i s -  
t a n t  Admin i s t r a to r ,  O f f i c e  of  Economic A f f a i r s ,  Bureau f o r  Pro- 
gram and P o l i c y  Coord ina t ion)  d a t e d  November 25, 1986, w i th  an  
a t t achment  e n t i t l e d  " A . I . D .  C o n d i t i o n a l i t y :  A Review of  Recent  
Condi t ions  Conta ined  i n  FY 1986 Program A s s i s t a n c e  Approval Docu- 
ments (PAADS)." Th i s  d i s c u s s i o n  is based  on t h a t  r e p o r t ,  which 
i s  quoted and pa raph ra sed .  



t i o n  o r  unde r s t and ing  of  i t s  po l i cy -cond i t i oned  programs; t h i s  
r e p o r t  i s  an impor tan t  s t e p  i n  t h a t  d i r e c t i o n .  

The November 1986 r e p o r t  o f f e r s  t h r e e  g e n e r a l  o b s e r v a t i o n s  
on A . I . D .  c o n d i t i o n a l i t y .  (See Tables  A-1 t h rough  A-6 o f  Appen- 
d i x  A f o r  d e t a i l s  on c o n d i t i o n a l i t y . )  F i r s t ,  c o n d i t i o n a l i t y  was 
employed w i t h  g r e a t e s t  f requency i n  t h e  L a t i n  America and Car ib -  

.bean reg ion ,  b u t  i s  s c a r c e l y  used  a t  a l l  i n  A s i a  and t h e  Near . 
E a s t .  sub-Saharaxi A f r i c a  f e l l  ' in  betwe'en t h e s e  ext remes.  Sec- 
ond, where c o n d i t i o n a l i t y  i s  employed, it t e n d s  t o  become more 
comprehensive and d e t a i l e d  a s  t h e  amount o f  r e s o u r c e s  devo ted  t o  
t h e  program i n c r e a s e s .  Third ,  wh i l e  A . I . D . , s  u s e  o f  c o n d i t i o n a l -  
i t y  i s  i n c r e a s i n g ,  t h e  t o t a l  amount o f  r e s o u r c e s  c o n d i t i o n e d  on 
macroeconomic performance s t i l l  c o n s t i t u t e s  a. compara t ive ly  small 
p r o p o r t i o n  o f  t o t a l  U . S .  b i l a t e r a l  economic a s s i s t a n c e .  I n  F Y  
1986, f o r  example, o n l y  20 p e r c e n t  o f  ESF r e s o u r c e s  had some 
c o n d i t i o n a l i t y  of  t h i s  k ind  a t t a c h e d .  

The economic p o l i c y  c o n d i t i o n s  c o n t a i n e d  i n  t h e  1986 P.Ws 
examined f a l l  i n t o  f o u r  c a t e g o r i e s  o f  p o l i c y  reform:  nonf inan-  
c i a 1  p u b l i c  s e c t o r  p o l i c y ,  monetary p o l i c y ,  f o r e i g n  t r a d e  and  
exchange r a t e  p o l i c y ,  and p r i v a t e  s e c t o r  p o l i c y .  

Nonf inanc ia l  p u b l i c  s e c t o r  p o l i c y .  P o l i c y  c o n d i t i o n s  i n  
t h i s  a r e a  i nc luded  e f f o r t s  t o  reduce p u b l i c  s e c t o r  e x p e n d i t u r e s ,  
promote t a x  reform, d i sman t l e  p r i c e  and market  c o n t r o l s ,  and 
d i v e s t  o r  r e s t r i c t  t h e  a c t i v i t i e s  of p a r a s t a t a l  e n t e r p r i s e s .  

I n  r e c e n t  y e a r s ,  s e v e r e  budget  def ic i ts  have c h a r a c t e r i z e d  
t h e  : economies o f  Chad, . .Cos ta  Rica,  t h e '  Dominican Republ ic ,  " and  E l  . . .  

Salvador .  Cond i t i ons  w e r e ' s t i p u l a t e d  f o r  t h o s e  c o u n t r i e s  t h a t  
c a l l e d  f o r  r educ ing  t h e  budget  d e f i c i t  a s  a p e r c e n t a g e  of  GDP by 
lower ing  e x p e n d i t u r e s .  A . I . D .  a l lowed  the c o u n t r i e s  t o  choose 
which programs t o  c u t  and by what amounts.  The Costa  Rica con- 
d i t i o n a l i t y  was somewhat d i f f e r e n t  i n  i t s  approach.  USAID/Costa 
Rica  d i v i d e d  t h e  d i sbursements  i n t o  t r a n c h e s ,  r e l e a s i n g  some . 
funds  f o r  a  Government commitment t o  a c c e p t  t h e  t a r g e t e d  reduc- 
t i o n  a s  o f f i c i a l .  p u b l i c  poLicy and r e l e a s i n g  t h e  remainder  upon . . .  

s t a t i s t i c a l l y  v e r i f i e d  achievement o f  t h e  o b j e c t i v e .  

Reform o f  ' t h e  e x i s t i n g  t a x  s t r u c t L r e ' w a s  $ s t a b l i s h e d  a s  a  . . . . . . " 

c o n d i t i o n  ; f o r  ba l ance  of  payments a ' s s i s t a n c e  i n  Honduras, Jerna- 
i c a ,  and Senegal .  I n  t h e s e  c o u n t r i e s  it was a rgued  t h a t  marked 
r e d u c t i o n s  i n  t h e  t a x  r a t e s ,  t o g e t h e r  w i t h  an  expansion i n  t h e  
t a x  base', would encourage t h e  e f f i c i e n t  a 1 l o c a t i o n ~ ' o f  ' r e sou rce s ;  
improve e q u i t y ,  and l e a d  t o  a  more f l e x i b l e  and r e spons ive  t a x  
system. The programs i n  Honduras were r e s t r i c t e d  t o  munic ipa l  
and l o c a l  t a x e s ,  wh i l e  t h o s e  i n  H a i t i  and Senega l  a l s o  r e q u i r e d  
a d d i t i o n a l  improvements i n  t h e  a d m i n i s t r a t i o n  of  revenue c o l l e c -  
t i o n .  



Deregu la t i on  of  p r i c e  and /o r  market  c o n t r o l s  was a  c o n d i t i o n  
o f  t h e  a s s i s t a n c e  p rov ided  t o  t h e  sub-Saharan A f r i c a n  c o u n t r i e s  
o f  Kenya, Mozambique, and Togo, and t h e  L a t i n  American c o u n t r i e s  
o f  B e l i z e ,  Ecuador, and Grenada. The r e q u e s t e d  d e r e g u l a t i o n  w a s  
u s u a l l y  r e l a t e d  t o  a  narrow range  of r e l a t i v e l y  impor tan t  com- 
modi t ies- -pet roleum i n  Ecuador, f e r t i l i z e r  i n  Kenya, a  l im i t ed  
numher of c e r e a l  g r a i n s  i n  Mozambique, .and c o r n  i n  Togo. Only i n  
B e l i z e  and Grenada were more g e n e r a l  r e fo rms  r e q u i r e d .  B e l i z e  
was t o  r educe  by h a l f  t h e  number of  items s u b j e c t  t o  p r i c e  con- 
t r o l s ,  and Grenada was t o  submit  a  p l a n  f o r  d e c o n t r o l l i n g  pr ices  
t h a t  would be a c c e p t a b l e  t o  USAID/Grenada. 

D i v e s t i t u r e  of  p a r a s t a t a l  e n t e r p r i s e s  was a c o n d i t i o n  em- 
p loyed  a lmost  e x c l u s i v e l y  i n  L a t i n  America ( M a l a w i  was t h e  o n l y  
e x c e p t i o n ) .  Cos ta  Rica,  Grenada, and Panama were a l l  r e q u i r e d  t o  
c o n t i n u e  an  ongoing p roces s  of i d e n t i f y i n g  state e n t e r p r i s e s  f o r  
d i v e s t i t u r e .  No p a r a s t a t a l  e n t e r p r i s e s  were s p e c i f i c a l l y  i d e n t i -  
f i e d  f o r  such  a c t i o n  a t  t h i s  t i m e ,  however. The Government o f  
B e l i z e  vas  r e q u i r e d  t o  r e s t r i c t  t h e  p a r a s t a t a l  marke t ing  boa rd ' s  
o p e r a t i o n s  t o  a  much narrower  range  o f  a c t i v i t i e s .  

Plonetary p o l i c y .  Reducing t h e  p u b l i c  s e c t o r ' s  c a p a c i t y  t o  -- 
borrow d o m e s t i c a l l y  o r  abroad,  d e c o n t r o l l i n g  i n t e r e s t  r a t e s ,  o r  
channe l i ng  more c r e d i t  t o  t h e  p r i v a t e  s e c t o r  w e r e  t h e  g o a l s  i n  
t h i s  a r e a  of  p o l i c y  c o n d i t i o n a l i t y .  

R e l a t i v e l y  f e w  c o n d i t i o n s  were e s t a b l i s h e d  i n  t h i s  a r e a .  
Most of them r e l a t e d  t o  l i l h i t i n g  t h e  borrowing a u t h ~ r i t y  o f  t h e  
p u b l i c  s e c t o r ,  p e r m i t t i n g  i n t e r e s t  rates t o  rise t o  market -deter-  

. .  mined l e v e l $ ,  o r  enhancing p r i v a t e  s e c t o r  a c c e s s  t o  Commercial 
bank c r e d i t .  

Because l i m i t i n g  t h e  p u b l i c  s e c t o r ' s  c a p a c i t y  t o  borrow was 
c l e a r l y  a  m a t t e r  f o r  concern  f o r  some Miss ions  i n  C e n t r a l  A m e r i -  
c a ,  Miss ions  i n  Costa  Rica and Honduras p roposed  c o n d i t i o n s  t h a t  

. would res t r ic t  . the  h o s t ~ g o v e r n m e n t f s  a b i l i t y  t o  f i n a n c e  budget  
def ic i ts  th rough  con t inued  domes t ic  borrowing.  PAADs f o r  b o t h  
c o u n t r i e s  exp re s sed  concern . f o r  t h e , e x t e n t  t o . w h i c h  t h e  p r a c t i c e  . . .  

unduly r e s t r i c t e d  t h e  p r i v a t e  s e c t o r ' s  a c c e s s  t o  credit and f o r  
t h e  p o t e n t i a l  of  de f ic i t s  t o  f u e l  i n f l a t i o n  and i n c r e a s e  t h e  . 

: . . ' dom,es.ti,c. d e b t  burden.  Moreover, .Costa  Rica  a n d ' . ~ o g o  were re- . ' . . . q u e s t e d  t o  . . inc rease  p r i v a t e , a c c e s s  t o  c r e d i t .  Concerns  i n  El: 
Salvador  were s i m i l a r ,  . b u t  c o n d i t i o n a l i t y  t h e r e  was t a r g e t e d  a t  
t h e  Government's f o r e i g n  borrowing o p e r a t i o n s .  

Fore ign  t r a d e  and exchanqe r a t e  p o l i c y .  C o n d i t i o n a l i t y  i n  
t h i s  a r e a  i nvo lved  reduc ing  t a r i f f s  o r  a d m i n i s t r a t i v e  c o n t r o l s  on - 

impor t s  and, less commonly, e l i m i n a t i n g  e x p o r t  t a x e s ,  l oosen ing  
a d m i n i s t r a t i v e  requ i rements  f o r  e x p o r t s ,  and r educ ing  t h e  gap  
between o f f i c i a l  and market r a t e s  of  f o r e i g n  exchange.  



Conditions for reducing tariffs on imports appeared in sub- 
Saharan Africa (Kenya, Senegal, and Zaire) and Latin America 
(Ecuador). In addition, Kenya and Senegal had to reduce adminis- 
trative red tape associated with applications for permission to 
import. Belize was to substantially reduce the number of items 
for which importation was prohibited. The Dominican Republic and 
Zaire were subject to conditionality provisions requiring the 
reduction or elimination of .taxes oil exports.. .. . In ~eiize, a, re- ', 

ducti'on was requi'red in the amount of paperwork required to 
export. 

Conditions for three countries--Costa Rica, Zaire, and Zam- 
bia--related to reducing or eliminating the difference between 
their official and market-determined exchange rates. Mozambique 
and Somalia in Africa and Costa Rica and Honduras in Central 
America were specifically required to make a larger amount of 
foreign exchange available to the private sector. 

Private sector policy. Elimination of price controls a.nd 
enhanced access to productive resources and markets were the 
conditions for this policy category. 

Many of the measures included under this heading,are either 
identical or similar to those discussed above under foreign trade 
and exchange rate policy. Their distinguishing characteristic 
under this category is that they are linked explicitly to mea- 
sures to be taken on behalf of the private sector. Measures 
designed to 'reduce .reguXatory controls i'n .one .fotm.: or mother,.." . .- . .... 
were employed fairly frequently, especially in sub-Saharan Afri,- 
ca. Conditi'ons' for both:Kenya' and Togo required fewer price , . 
controls and'greater leeway for price determination at or closer 
to levels that would clear the market. Conditions for Kenya also 
required fewer or simpler administrative controls over market 
transactions. 

Enhancing private sector access to.productive resources and 
markets appeared as a condition in the programs of the ~ominican 
Republic,. El .Salvador, .Grenada, Moz~arnb.ique,. Somalia, . and Togo. , 
In some cases, the conditions specified a fairly restricted area 
of activity. In Mozambique,, ,for example, the conditionality. was 

.' 15mit.,ed'to private sector involvement 4n. the import and distr,i.bu-. . . . .  
' . tion of commodities financed.under the program. Likewise,.in' . . 

Kenya the conditionality applied only to the importation of 'fer- 
tilizer. In other cases, however, the requirements were more 
sweeping. In Guinea, they 'applied to the sale' and,'distribut'ion , 
of all agricultural inputs. In Somalia, the conditions were 
phased to permit the establishment of private sector financial 
institutions, the exportation without license of the principal 
export commodities, and a general opening of all economic activi- 
ty to private enterprises, in that order. Likewise, the Domini- 



can Republic and Grenada had to permit private sector access to 
state agricultural holdings for a variety of agricultural pur- 
suits. 

Beyond these four types of conditionality, there were other 
procedural conditions attached to nonproject assistance. For 
example, there was an administrative requirement tying the sta- 
bilization/structura1 adjustment program to the'purchase of an 
.amount of goods equivalent in value from the United States or a 
restricted group of developing countries. This requirement was 
widely imposed to reflect U.S. interests rather than the reform 
of policies in the host countries. Indeed, it was so frequently 
employed in t?~e Latin America and Caribbean region that it is 
simpler to note that Haiti was the only country in which the 
requirement was not used. Furthermore, the rationale for the 
omission of the requirement in Haiti's case was that the country 
already acquired such a large proportion of its imports from the 
United States that a formal condition would not be necessary. 

Note, however, that two of the Central American countries, 
El Salvador and Honduras, were permitted to make some purchases 
in other countries. This was done because the programs in both 
countries had become so large relative to the size of their econ- 
omies that requiring them to purchase an equivalent amount of 
imports exclusi.vely from the United States would severely disrupt 
the structure of their international trade. As memhers of the 
Central American Common Market, both are treaty-bound to purchase . . 
'from 'other members ;", ' They were also 'perinit5ed' 'to meet' "s'oine' of . . 

their . . requirements for . . .  imported petroleum with purchases from a . 
. . . .  non-U. S. souice. . . . . . . 

The situation in Sub-Saharan Africa was markedly different, 
however. Fewer than half of the countries in that region were 
subject to tied aid. Moreover, two of those countries (Kenya and 
Sudan) received their ESF funds exclusively in the form of Com- 
modity Import programs. Finally, .in the Asia and Near East re- 
gion, only Egypt and Israel were subject to the requirement and 
then only for .certain components of their nonproject ,assistance 
programs. 

. . 

It is clear, then, t.hak conditionali'ty .varied. in, many ways 
. . .  i'n those programs studied. variations ,by'.region were as 'follows.. . 

The countries in'Asia and the Near ~ast, including the leading 
recipients of U.S. economic assistance, were subject to negli- 
gible conditionality. Conditionality provisions in the Africa 
region were relatively more concentrated in the external and 
private sectors. In the Latin America and Caribbean region, 
A.I.D. employed a wider variety of conditionality provisions with 
greater frequency than in the other regions (the conditionality 
provisions also appeared to be relatively more evenly distributed 



among the four functional areas). Conditionality was rarely ap- 
plied to only one area in either Africa or Latin America. Simi- 
larly, it was also rare for a recipient to be subject to condi- 
tionality in all four areas simultaneously (the sole exceptions 
were Costa Rica and EL Salvador, both of which had comparatively 
large programs). 

Finally, the, No.vember 198 6 report sumrnar.ized the relative ' . .  . .. . 

size of programs containing conditionality pr'ovisions; ,In recent 
years, the overwhelming majority of nonproject assistance pro- 
grams have been funded through the ESF account. Occasionally, 
however, DA resources also have been employed for the same pur- 
pose. In FY 1986, for example, $10 million in DA funds were 
obligated for Malawi to support the divestiture of several para- 
statal enterprises. In that fiscal year, $724.9 million was 
devoted to nonproject assistance programs containing condition- 
ality provisions other than requirements relating to the source 
of imports. This was 27.6 percent of the total obligated 
commodity Import and Cash ~ransfer Programs, 20.2 percent 
$3,581.6 million contained in the entire ESF account, and 
percent of the $4,822.4 million contained in the total DA 
accounts for k,ilateral U.S. foreign' economic assistance. 

Studies completed in early 1987 of programs designed 

for 
of the 
15 
and ESF 

to 
improve the agricultural sector in Mali (Wilcock, Roth, and Hay- 
kin l987), Somalia (Goldensohn, Harrison, and Smith l987), and 
Zambia (Weideman, Koropecky, and Thomas 198 7) provide further 
evidence' of the ,.nature of"A'; I ; D. ' conditionaZit~. '... S:he..'programs . .  . 

studied represent sector approaches to conditionality. .These 
. ' .  studies' wire concerned with the'effects df. consequences of policy 
reforms, including those independent of conditionality. '~ney do 
not address the question of the effect of conditionality on pol- 
icy reform. 

In Mali (see Wilcock, Roth, and Haykin 1987, 8-23), coadi- 
tions were directed toward the restructuring of state participa- 
tion in marketing of staple cereals (Table 2). Major reforms 
were undertaken, . main1.y under .three IMF ,Standby Agreements. ,in...- 
effect since 1981. These agreements resulted in the restriction 

: of' domes ti.^, credit expansion and Gover,nmerlt borrowing' abroad; . 
' ' abol.ishment .of the Central Bank of. Mali and establishment .of its ' 

. , participation in the. West ~frican ~onetary. Uniqn beginning in . 
June 1984; reduction of Government debt, especially from reduc- 
tion of Government employment; the restructuring of public enter- . . prises; and' curtailment of state 'i'ntervention in the private . 
sector. 

In this context, A.I.D. developed the Cereals Market Re- 
structuring Program (PRMC) "to assist Mali to achieve food secur- 
ity on a self-sustaining basis. Its purpose is to achieve mar- 



keting policy reform in the cereals subsector with the coordinat- 
ed support of Mali's largest donors. PRMC Phase I involved three 
distinct but interrelated stated objectives: market liberaliza- 
tion; the improvement of cereals production incentives; and a 
reduction insubsidies to the state grain marketing systemu 
(Wilcock, Roth, and Haykln 1987) . 

The following major policy .actions (see Table 2) were car- 
ried out under the Mali program. 

Table 2. Major Policy Reforms Made Under 
Cereals Market Restructuring Program in Mali, 

by Impact Area 

Private Trade 

Ended confisca- 
tion; reduced 
harassment 

Nade existing 
trade in grain 
and rice legal 

. . .  . 

Producers OPAM/ODRS" Consumers 

Raises official Reduced Allowed private 
floor prices OPAM man- cereals trade 

date 

Legalized pri- Increased Regulated con- 
vate trade marketing sumer price; 

. , .  . margin increased con- 
' , . : .. .' - sumer' price . . 

Legalized private . Improved ' Pr'ovided food 
cereals imports efficiency; security "safe- 

reduced ty netu 
subsidies 

a ~ ~ F ; M I ~ ~ ~  is the State Cereals Marketing Lgency/Rural Development 
Organization 

Source: Wilcock, Roth, and Haykin (1987). 
. . . . 

. .  
Liberalizing the qrain market. The ~overnment acjr&ig in 

March 1981 to give private merchants, producers, and government 
agencies (including parastatals) the legal right to purchase and 
~ell'food~rain. Specific action taken included continuing the 
practice (begun in mid-1980 before the liberalization program) of 
not restricting grain shipments on the main roads, opening all 
grain trade to licensed merchants, and legalizing grain imports 
by private merchants without taxing the imports, applying quotas, 
or restricting access to foreign exchange. 



Improving cereal production incentives. This included two 
actions: (1) periodically increasing Government-set floor prices 
for soryhum/millet, maize, and paddy to stimulate more planting 
or intensification of production, and (2) legalizing grain sales 
from farmers to private merchants for resale. 

Reducinq subsidies and improving public sector performance. 
A major intent of this change was to.reduce subsidies needed for . 
the operations of st.ate buying and marketing agencies. This was. 
to be accomplished by increasing the allowed margin for state 
grain marketing in the official price schedule and by decreasing 
the role of state agencies in grain marketing and improving their 
efficiency. 

Evaluation of this program concluded that 

Policy reforms had not have the desired effect in three 
critical areas. First, no link has been established 
between increases in cereals production and policy re- 
forms. Second, although farmersf incomes probably 
increased, it is not possible to disentangle the incen- 
tive effects of policy reforms from improvements caused 
by the weather. Third, variability in domestic cereal 
production overwhelmed the public sector. It was bare- 
ly able to stabilize consumer prices as expected during 
the drought years. When cereals output rebounded, the 
public sector was unable to sustain its buying oper- 
ations (Wilcock, Roth, and Haykin 1987, 29) . 
In Somalia (see Goldensohn, Harrison, and Smith 1987), 

A.I.D. and other donors tried to convince the Government to un- 
dertake a series of liberalizing reforms of economic and agricul- 
tural policy. Since 1981, several important changes have been 
made : 

The exchange rate has been freed to float to a more 
realistic level; domestic cereal and livestock market- 
ing has been privatized; a stabilization program has 
been adopted to curtail demand expansion; certain gov- 
ernment and parastatal monopolies have been abolished 
including those ... to import consumer goods, the Ba- 
nana Board to purchase and export bananas, the Live- 
stock Development Agency to purchase and market animals 
for export, and the Agricultural Development Corpora- 
tion to purchase and sell domestic cereals; imports of 
most goods, including most agricultural inputs, have 
been liberalized; civil service reform has begun and 
the [government] has ceased acting as an employer of 
last resort; the [government] has reoriented its basic 



strategy from an urban/industrial to an agricultural 
one (p. 1). 

(These changes are presented in detail in Table A-6, Appendix A.) 

It is interesting to compare A.I.D.'s efforts in Somalia 
with those of other major donors, as shown in the policy inven- 
tory matrix presented in Table 3. A.I.D. conditionality provi- 
sions' often touched ,all major areas of policy change. Other 
donors, in contrast, were nore selective in their efforts. 

The evaluation team thought that the Somalian economy had 
"responded well to the increased opportunities for private sector 
activities." They noted, among other changes, the following 
results: (1) grain production has dramatically increased, accom- 
panied by rising farmer income; (2) herder income has kept pace 
with rises in consumer prices, and may have risen faster; (3) the 
private sector has reacted to decontrol and increased disposable 
income in many sectors of the population by expanding dramatical- 
ly; (4) small- and medium-scale enterprises seem to have prolif- 
erated spectacularly; (5) production inputs are becoming more 
readily available through the private sector, including some vet- 
erinary drugs, medicines, fertilizers, agricultural chemicals, 
and seeds; (6) exports from the privatized banana sector have 
risen, and exports from the privatized livestock export sector 
have begun to capture new markets and to approach the level of 
exports enjoyed by the country before Saudi Arabia banned imports 
of Somali cattle; (7) a reverse rural exodus has .begun, with - .  
urban dwellers returning to the countryside to farm, either as 
permanent residents or.as transhumant farmers;. and (8) coqsumer. 
welfare in the cities has improved, because legal prices for 
domestic foodstuffs are relatively lower than they were under 
socialism, when almost no food was available officially and the 
black market supplied small quantities at excessive, speculative 
prices (pp. 1-2). 

Despite the successes, problems remain in Somalia's economy. 
The evaluation notes a large external debt burden and poor.ba1- . 
ance of payments situation, staggering annual budget deficits, an 
agricultural sector still v.ulnerable.to catastrophic drought, and 
an expensive and,inefficien't,public admiriistration. .The evalua-,. 
tion li,sts the following as ''among 'the' most' urgent remaining 
reforms": (1) remaining state or parastatal monopolies and mon- 
opsonies must be rationalized; (2) civil service reform must be 
pursued; (3) Government expenditures must be .reduced to the level 
of potential revenues and budgeting improved; (4) the Government 
must begin assuming responsibility for recurrent costs of projec- 
tized activities; (5) the privatization of key economic sectors, 
such as banking, insurance, and petroleum imports, should be 
encouraged; (6) the official exchange rate should reach a realis- 



Table 3. Arcas of Policy Reform in Somalia, by Donor 

Liber- Liber- 
Exchange Exchange Civil alized alized 

Rate Rate . Service Privatization Recurrent Interest Market- Input Bank Surrender End Price 
Donor Unification . Frccdom . Reform of Parastatal Costs . Rates ing Supply Privatization Requirement Control Food Aid 

A.I.D. 

World Bank 

IMF 

Germany 

Italy 

Francc 

US. 
Agencies 

Yes 

Floors, 
ceilings 

Floors, 
ceilings 

Floors. 
ceilings 

Slow, 
g r u  

Yes 

Floon, 
ceilings 

Yes 

No 

No 

No, 
UNHCR 
only 

No 

No 

yes  (WFP) 

Yes Yes Yes Yes 

Yes Yes Yes Only when 
appropriate 

Yes Not ncccs- .Yes YCS 
sary 

Yes. support Not neces- Yes Yes 
IMF s a j .  but 

encouraged. 

Yes, weakly Yes. weakly Yes, weakly Ambiguous 

Yes 

Yes 

Ycs . 

No 

Italy will 
pay them 

Yes Yes Yes Yes Low as 
possible 

Yes, but Yes Yes Yes Ok as tax at 
might ac- these rates 
cept subsi- 
dies f o ~  
some sec- 
tors 

Ycs Ycs Ycs YCS Necessary 

Yes, weakly Yes Yes Yes -- 

Yes, weakly Yes Yes, weakly No hope -.-. 

Favor. but Yes Yes strong- Yes, lead to Not much Yes Yes Yes Yes, but Eh ina t e  
don't expect ly, but no investment not French if possible; 
it ' action bankers useful as 

tax 

Not inter- Not inter- Yes, but Where Yes, but not Not inter- Yes Yes Not inter- Not 'k- 
viewed viewed . only push- appropriate pushing viewed viewed viewed 

ing : 

Note: The donor opinions reproduced in this table are drawn largely from ixiterviews with representatives in Somalia Exceptions are the World Bank, whose Somalia Agriculture 
Projects Officer in Washington, D.C.; received the team and provided them with his policy options documents, and the IMF and A.I.D., which also provided the team with 
policy option papen. 'While the YF, the World Bank, and A.I.D. have active stances on all of the policies mentioned m the table, the other donors usually do not. The 
French. German. and United Nations agencies do not a m h  any conditionality provisions to their aid and thus engage only indirectly in policy dialogue. They say they are 
the counw to help the .Government of Somalia or for humanitarian and or.politica1 reasons. The Italians are the most important bilateral donor m Somalia, but their prop 
coordinated very little if at aU.with those df the o tha  donors. Most of the :Italian assistance is outside of the Public Sector Investment &gram and was conceived in re= 
to the pressures of the Government of Somalia requests and Italian commercial interests. 

Source: Goldensohn, Harrison. and Smith (1987). 



tic level; (7) rules, codes, and regulations governing land use 
and tenure, foreign and domestic investment, taxation and incen- 
tives, and customs must be simplified and codified; and (8) ef- 
fective decentralization of governance and revenue generation and 
use must be studied and implemented (p. 4) . 

However, in general, the evaluation of the Somalia program 
is very positive; . . 

In Zambia (see Weideman, Koropecky, and Thomas 1987), the 
main thrust of the program in agriculture has been deregulation 
of producer prices, the freeing of marketing from some state 
intervention, elimination of fertilizer subsidies, and establish- 
ment of free market exchange rates. At the same time there have 
been efforts to reduce or eliminate subsidies on consumption, 
marketing, transport, and handling of maize. Finally, +here have 
been moves to rationalize tariff structures and remove import 
barriers and to allow interest rates to seek free market levels. 

The more important policy changes in Zambia since 1979 are 
summarized in Table A-7 (Appendix A). 

The largely successful results of the program were assessed 
by the evaluation team in summary form as "lessons and implica- 
tions" and are worth citing verbatim because they touch on the 
most important aspects of agricultural reform in most countries. 
(This record should be read in the context of Zambia's 1987 repu- 
diation of many aspect.s' of the ,structu: -1 reform package to which 
the country was committed, which is discussed below.) The les- 
sons and implications'.'are as follows (pp. 42-44,) :' . 

1. The turnaround in Zambian agriculture and agricul- 
tural exports suggests that it was the policy envi- 
ronment, and not the physical environment, that 
until recently acted as a constraint on agricul- 
tural production. 

2. A.basic and monumental change has been taking.place . . 
in the roles of the Government and the private 

. sector in the Zambian economy. . Zambia is changing 
. . '  from, a very iktervejitionist and controlled economy' 

to a more liberal, mixed economy; .while .at the' same . . 
time preserving the philosophy of humanism. 

3. The display of political will in carrying out the ' 

restructuring of the economy has been impressive in 
the face of some very high costs in terms of dis- 
ruption and loss of income for critical groups. 
Among Zambians there is nowhere near unanimity of 
opinion on "staying the course" in carrying out 



reforms,  however, and t h e r e  h a s  been some equivoca- 
t i o n .  

Changes a r e  beginning t o  show p o s i t i v e  r e s u l t s  
a f t e r  an  i n i t i a l  p e r i o d  o f  f l o u n d e r i n g .  P r e l i m -  
i n a r y  r e s u l t s  . a r e  beg inn ing  t o  be f e l t  i n  i n c r e a s e s  
i n  a g r i c u l t u r a l  and manufac tu r ing  income, r e p l e -  
n i s h i n g  of  manufactur ing c a p i t a l  s t o c k ,  r i s i n g  ' 

a g r i c u l t u r a l  e x p o r t s ,  and a g e n e r a l  s h i f t i n g  of  ' t h e , .  ' .' 
terms of  domest ic  t r a d e  i n  f a v o r  o f  a g r i c u l t u r e .  
However, t h e r e  have been c o s t s  i n  terms of  r e a l  
income l o s s e s  i n  urban a r e a s ,  i n c r e a s e d  i n f l a t i o n ,  
and p o l i t i c a l  d i s r u p t i o n s .  

The economic r e s t r u c t u r i n g  t h a t  i s  underway gener-  
a l l y  seems t o  be regarded  by most Zambian o f f i c i a l s  
a s  heading i n  a l audab l e  d i r e c t i o n .  However, t h e y  
w i l l  f r a n k l y  admit t h a t  m i s t akes  have been made i n  
t h e  implementa t ion and management of some programs. 
Many of  t h e  compla in t s  about  t h e  , r e s t r u c t u r i n g  are 
J i r e c t e d  a t  implementa t ion and management, r a t h e r  
t h a n  toward t h e  contemplated change.' 

Small  f a rmer s  wi th  marke tab le  s u r p l u s , i n  p a r t i c u l a r  
have responded t o  changes i n  t h e  i n c e n t i v e  s t r u c -  
t u r e  by a d j u s t i n g  t h e  l e v e l  and  mix o f  i n p u t s ,  
a l t e r i n g  c ropp ing  p a t t e r n s ,  and  i n c r e a s i n g  l e v e l s  
of  'output . .  ' The inc rea ' sed ' ,ou tpu t .  h a s  p l a c e d  s t r a i n s  
on t h e  s t o r a g e  and marke t ing  i n f r a s t r u c t u r e .  

. .  . 
The groups  t h a t  most c l e a r l y  have b e n e f i t e d  from 
t h e  economic r e s t r u c t u r i n g  a r e  t h e  s m a l l  f a rmer s  
and t r a d i t i o n a l  fa rmers  and, t o  a lesser e x t e n t ,  
t h e  l a r g e  commercial f a rmers ,  manufac tu re r s ,  expor-  
ters, and t h e  p r i v a t e  s e c t o r  i n  g e n e r a l .  The 
groups  most favored  under t h e  o l d  sys tem (formal  
s e c t o r  wage workers,  Government employees, and pub- 
l i c .  e n t e r p r i s . e s )  have been h i t  h a r d e s t  .by t h e  ,eco- . 
nomic r e s t r u c t u r i n g .  

. . 
 allho holder f a r m ~ r s ~ c o n s t i t u t e  a h i g h  p r o p o r t i o n ' o f  
t h e  p o p u l a t i o n  and are .among the 'poo;rer . ' segments  o f  . 
s o c i e t y .  S ince  t h e  economic r e s t r u c t u r i n g  f a v o r s  
t h i s  group, income d i s t r i b u t i o n  i n  Zambia is  becon- 
i n g  more e q u i t a b l e .  Because t h e  economy was . i n  a 
long-term d e c l i n e ,  it is  n o t  clear whether groups  
t h a t  have n o t  y e t  d i r e c t l y  b e n e f i t e d  ( such  a s  urban 
consumers) a r e  p r e s e n t l y  bet ter  o f f  o r  worse o f f  
t h a n  t h e y  would o therwise  have been under  t h e  o l d  
p o l i c i e s .  



9 .  The economic r e s t r u c t u r i n g  i n  p r o g r e s s  i s  a long- 
t e rm unde r t ak ing .  The f i r s t  s i g n i f i c a n t  s t e p s  i n  
t h i s  r e s t r u c t u r i n g  p r o c e s s  were t a k e n  4 y e a r s  ago 
and t h e  p r o c e s s  is s t i l l  n o t  complete .  There i s  
ev idence  t h a t  t h e  economic d e c l i n e  t h a t  s t a r t e d  i n  
t h e  mid-seven t ies  i s  s lowing and pe rhaps  ha s  bo t -  
tomed o u t .  The recovery  p r o c e s s  i s  a n t i c i p a t e d  t o  
r e q u i r e  a s  much a s  10 y e a r s  t o  a l l o w t h e  c h a n g e s t 0  
work f u l l y  th rough  t h e  economy. 

The IMF and World Bank have t a k e n  a l e a d  among 
t h e  donors  i n  r e q u i r i n g  and s u p p o r t i n g  economic 
r e s t r u c t u r i n g .  Donors a r e  g e n e r a l l y  aware t h a t  
t h e  economic r e s t r u c t u r i n g  p l a c e s  tremendous 
p r e s s u r e s  on t h e  s o c i a l  and economic f a b r i c  of  
t h e  coun t ry  and t h a t  t h e r e  a r e  l i k e l y  t o  be  
mis takes ,  d e l a y s ,  and s l i p p a g e .  An impor tan t  
q u e s t i o n  i s  whether t h e  donor community i s  s u f -  
f i c i e n t l y  aware and committed t o  " s t a y  t h e  
course"  w i th  t h e  a d d i t i o n a l  r e s o u r c e  t r a n s f e r s  
neces sa ry  t o  e n s u r e  t h e  s u c c e s s  o f  t h e  r e s t r u c -  
t u r i n g  program. 

I n  brief,  acco rd ing  t o  t h e  e v a l u a t i o n  r e p o r t ,  t h e  Zambian 
economy i s  changing from a ve ry  i n t e r v e n t i o n i s t  and c o n t r o l l e d  
sys tem t o  a more l i b e r a l ,  mixed, and d e c e n t r a l i z e d  one. The se- 
quencing o r  phas ing  o f  p o l i c y  reforms is c e n t r a l  t o  succes s .  In 
Zambia, change began w i t h  a s t r o n g  s t a t e m e n t  by t h e  Government i n  

. . 1979 emphasiz ing a g r i c u l t u r a l  develapment.  .In. 1.980,. p roducer  .. . 
i n c e n t i v e s  were improved, fo l lowed  i n  1981 by a n o t h e r  round o f  
t i m e l y  p r i c e  i n c r e a s e s  and a r e d u c t i o n  o f  t h e  maize subs idy  of 
more t h a n  50 p e r c e n t .  I n  t h a t  year ,  t h e  importance  of  t h e  mar- 
k e t i n g  p a r a s t a t a l  was a l s o  reduced.  I n  1982, r e t a i l  p r i c e s  were 
d e c o n t r o l l e d  f o r  a l l  major  p r o d u c t s  e x c e p t  wheat,  maize, and can- , 

dles. I n  1'983, t h e  kwach.a was deva lued .20  p e r c e n t  and a l lowed  t o  . 
f l o a t .  And s o  i t ' w e n t ,  w i th  f u r t h e r  d e c o n t r o l s  and g r e a t e r  re l i -  
ance  on ,market  p r i c e s ,  reduced s u b s i d i e s ,  and, a freer exchange. i . .  . . 
r a t e .  The f u l l  l i s t  o f  impor tan t  p o l i c y  changes  ove r  t h e  1979- 
1986 p e r i o d  is p rov ided  i n  Table  A-7 (Appendix. A ) .  

. . . . . .  . . . .  . . 
I n  genera l . ' , '  A .  I .  D .  s expe r i ence  :.with pol . icy  ~ o n d i t i o n a l i t y  

i n  A f r i c a  ( p r i m a r i l y  i n  Mali ,  Somalia, Z a i r e ,  Zambia, and Z i m -  
babwe) f a l l s  i n t o  t h e  fo l l owing  c a t e g o r i e s  o f  impacts  (Haykin 

' 1 9 8 7 ,  32-38).  

A g r i c u l t u r a l  s e c t o r  impacts  

-- Farmers responded t o  changes i n  i n c e n t i v e s .  There is  
c l e a r  ev idence  t h a t  f a rmers  responded t o  f r e e r  marke t s  



and price signals and made choices that maximized their 
welfare. 

-- Reforms led to significant increases in food production. 
In the presence of adequate rainfall, donor-assisted 
policy reform programs were the dominant causes of in- 
creased food output in Somalia, Zaire, Zambia, . and Zim- 
babwe. . . 

-- The major beneficiaries were small farmers. 

-- Agricultural policy reforms had a quick impact on output 
and income. This supports the view that the quickest 
way to lift African agriculture from its current stag- 
nation is to support reforms in the producer's incentive 
structure. 

-- Policy reforms had the greatest impact where other con- 
straints were less binding. 

-- Policy reforms promoted private sector development in 
rural areas. 

Economywide impacts 

-- Distributional equity has improved: these countries 
reduced the urban bias' oE their e'conomic systems; This . 
improvement in distributional equity is consistent with 
fundamental U.S. goals in'supporting policy reforms.' 

-- Market structure and spending reforms helped African 
governments in. their efforts to cut budget deficits. 

-- Reform programs had favorable effects on balance of pay- 
ments. 

-- Macroeconomic. progress.has been. ..slow due to bad weathex, . .  
falling export prices, and large debt service payments. 

Implementation . : . . . . . . . . . . . . 
.. . 

I .. 
-- Policy reform implementation failures can defeat the 

best program (of the three countries studied, Zambia was , 

most seriously'affected by these problems). 

-- Price interventions are extremely difficult to manage. 
In general, supporting high prices in the face of supply 
gluts is too much of a drain on government resources. 



-- There has been insufficient donor assistance to keep 
import levels from falling and inflation from increas- 
ing. 

Role of donors 

-- In some cases, the combination of financial necessity 
and common sense will lead to structural adjustment even 
without reform programs. 

-- At the same time, external assistance has been critical 
to adoption of policy reforms by African governments. 

-- A.I.D.'s role has been both catalytic and supportive. 

Continuinq emphasis on policy reform 

-- Policy reforms are not the only answer to Africa's eco- 
nomic problems, but they are an important part of the 
answer. 

-- Policy issues stretch beyond the purview of African 
governments (e.g., African debt and future world trade 
are international issues) . 

-- It is important that the United States and other donors 
. . 

maintain their commitments to reform programs if these 
programs are to succeed. . . . . 

2.2 Operating Characteristics of Nonproject Assistance 

Nonproject assistance can be viewed in terms of its various 
' operating characteristics; 

2.2.1 Effectiveness Issues 

. .. . . 
 here are effectiveness issues specific.to various forms. of 

aid. These issues, which are common to nonproject assistance 
from all donors, include the foll~wing'~: 

'O~his section is based on reported discussions concerning conces- 
sional flows within the Development Assistance Committee of the 
Organizarion for Economic Cooperation and Development in 1983. 



-- The relationship between the effectiveness of nonproject 
assistance and its accountability (Is nonproject aid as 
accountable as project aid? If not, how can it be made 
more accountable? Will this make it more effective?) 

-- The furigibility of nonproject assistanc.e (How can the 
effectiveness of. such assistance be ascertained if.this 

' form'of aid is particularly vulnerable to being preempt- 
ed for other than agreed-upon uses?) 

-- The effectiveness of structural adjustment assistance as 
a vehicle for encouraging policy reforms. at the sectoral 
or country level 

-- The effectiveness of the linkages between nonproject 
assistance and other flows, including the IMF and pri- 
vate financial flows to developing countries 

-- The effectiveness of sector support 

In contrast, issues common to project aid include the 
following: 

The 

The advantages and disadvantages of rate-of-return 
analysis in assessing project contributions 

The effect of government policies on. project achieve- 
ments . . 

The effectiveness of project lending as a vehicle for 
promoting policy reform, institutional reform, and 
improvements in efficiency and management in recipient 
countries 

Issues in 'project design 

The effect ibeness o'f "poverty oriented" projects in . . : 
alleviating both rural and urban poverty in developing 
countries . .  . 

. . . .  . :. . .  
The impact of contextual factors bn'pro.jeet efkective- . . 
ness, includjng the domestic context (such as local 
sociocultural and political features) and the interna- 
tional contextM(such as movements in international' 
prices) 

effectiveness issues related to the conditionalitv pro- 
visions often attached to nonproject assistance may be divided 
into two parts: issues internal to program conditions and issues 



external to program conditions. For example, a reduction in 
overvalued exchange rates will not have the salutary effects 
intended if the state budget deficit is expanded, resulting in 
further inflation. 

It is also the case that while appropriate policies may be a 
necessary condition for growth and improved equity, there are 
other external conditions that must be fulfil'led if the policy 
reforms are to be effective. External conditions could include 
the following (from Richardson and Ahmed 1987) : 

A favorable international environment for developing 
country' exports 

Appropriate levels and types of external economic assis- 
tance, including debt relief 

Development of effective regional markets that reduce 
scale limitations for the smaller economies 

A stable and predictable political environment 

Increased legitimacy of leadership in developing 
countries 

Existence of an institutional and legal environment 
conducive to private sector development 

A population that does 'not pose an insurmountable 
"dependency" burden 

At least the rudiments of an environmental policy inhib- 
iting debasement of the natural resource base through 
deforestation, desertification, and overgrazing 

Adequate manpower and skill availabilities, with appro- 
priate ,attention directed toward the ''brain drain,'' 
especially in the smaller developing countries 

A resilient . . institutional structure ' . . . . 

In brief, there are both internal and external "enabling 
conditions" important for effective policy reform. In the ab- 
sence of such conditions, the efficacy of policy reform is much 
in doubt. 



2.2.2 Country Size and Institutional Capacity for Policy Reform 

Do poorer developing countries have the institutional basis 
to apply the free market model? In many such nations, much of 
the economy is a nonmarket subsistence economy. How much can be 
expected from price and market policies when so much of the econ- 
omy is outside the modern pricehnarket economy? Policies and 
prices work through markets for capital, labor, raw materials, 
imports/exports, and final products. If such trading markets are 
thin and represent only a small share of GNP, how much impact can 
macroeconomic policy changes have? Does more work need to be 
done to improve skills, markets, and institutions before empha- 
sizing policy reform? ~hese'are some of the questions that must 
be addressed in the design of conditionality. 

Significant political differences between small and large 
countries add an additional note of uncertainty in the applica- 
tion of policy conditionality. As Nelson (1986) has stated: 

There are no neat and realistic "modelsw available to 
predict and analyze the interactions of politics and 
alternative stabilization packages for a specific.coun- 
try. Even if such theoretical models existed, most of 
the country-specific data needed for such a model would 
not be available. Indeed, some of the crucial informa- 
tion is closely held, especial'ly information 'on goals 
and perceptions of key factions and individuals in the 
highly personalistic .po.litics of mahy small'; poor 
countries (pp. 984-985). 

In sum, the necessary political analysis of likely outcomes from 
stabilization policies may be more difficult in small countries 
than in larger countries. 

A case can be made,that any difference in IMF treatment of 
small and large countries is most likely to. be.rel,ated t.0 the . . 
nature of the current exchange rate system. Erb (1986) argues 
that the.current system permits .countries that can borrow to do' 

' .  . , so freely,: while those with . limited. . bor,row.ir~g capacity'are. sub- ' .  . : 
ject .to external pressures. "This means. 'simply that small couri- . 
tries must meet more external rules than large countries. Simi- 
larly, it might be alleged a country can run a large surplus 
without being subjected to pressure to adjust. Here.again, this 
is more a function confusing asymmetry under the current system 
with the process of surveillance per se, and it is really a func- 
tion more of the structure of the exchange rate system than of 
surveillance" (p. 4) . 



2 . 3  - Mea.surinq P r o g r e s s  i n  Car ry inq  Out P o l i c y  Reform 

Twenty y e a r s  ago Hirschman (1967, 160-188) argued f o r  what 
he c a l l e d  " t h e  c e n t r a l i t y  of s i d e - e f f e c t s 1 '  i n  p r o j e c t  a p p r a i s a l .  
H i s  e s s e n t i a l  p o i n t  was t h a t  "some o f  t h e  so- ' ca l l ed  s i d e - e f f e c t s  
. . . t u r n  o u t ,  a b i t  s u r p r i s i n g l y ,  t o  be i n p u t s  e s s e n t i a l  t o  t h e  
r e a l i z a t i o n  of  t h e  p r o j e c t ' s  p r i n c i p a l  e f f e c t  and purpose"  (p .  
1 6 1 ) .  A s i n g l e  example w i l l  i l l u s t r a t e  h i s  p o i n t :  

A r e c e n t  p u b l i c a t i o n  argued s t r o n g l y  t h a t  i n  e v a l u a t i n g  
inves tment  i n  highways ( a s  an a l t e r n a t i v e  t o  r a i l w a y s )  
c o n s i d e r a b l e  a t t e n t i o n  shou ld  be  g iven  t o  t h e  i n d i r e c t  
b e n e f i t  c o n s i s t i n g  i n  t h e  enhancement of  en t r ep reneu r -  
s h i p  and upward s o c i a l  m o b i l i t y  t h a t  t h e  t r u c k i n g  
i n d u s t r y  b r i n g s  w i th  it. Now i f  t h e  m a t t e r  i s  p u t  i n  
t h i s  way, one can j u s t  see t h e  hard-bo i led ,  no-nonsense 
t r a n s p o r t a t i o n  economist sh rug  o f f  t h i s  u n q u a n t i f i a b l e  
adv i ce  and s t i c k  t o  h i s  u s u a l ,  d i f f i cu l t - enough-a s - i t -  
i s  e s t i m a t e  of  t r a n s p o r t  c o s t  s av ings ,  supplemented a t  
most by a  f o r e c a s t  of  new t r a n s p o r t a t i o n  g e n e r a t e d  by 
road,  o r  a l t e r n a t i v e l y ,  r a i l r o a d  (Hirschman 1 9 6 7 ,  1 6 2 ) .  

The secondary e f f e c t s  (growth o f  e n t r e p r e n e u r s h i p ,  i n  t h i s  
c a s e )  become e s s e n t i a l  i n p u t s  ( o r  t r a i t s )  t h a t  would f u r t h e r  
s t i m u l a t e  t r u c k  t r a n s p o r t .  " I n  o t h e r  words, wh i l e  t h e i r  p r e sence  
b r i n g s  b e n e f i t s  t h a t  a r e  pe rhaps  d i f f i c u l t  t o  e v a l u a t e ,  t h e i r  
absence i n f l i c t s  p e n a l t i e s  t h a t  are a n y t h i n g  b u t  nebulous1' (p .  
163) . 

Hirschman, i n  b r i e f ,  makes t h e  c a s e  f o r  i n c l u d i n g  s i d e  
e f f e c t s  a l o n g  w i t h  r a t e  of r e t u r n  i n  p r o j e c t  e v a l u a t i o n .  Fur- 
t h e r ,  t h e  i n d i r e c t  e f f e c t s  a r e  s o  v a r i e d  t h a t  t h e y  do n o t  l e n d  
themselves  t o  e v a l u a t i o n  by s t a n d a r d  c r i t e r i a  uniformly a p p l i e d  
t o  a l l  p r o j e c t s .  Thus, ~ i r s c h m a n .  s u g g e s t s  tha t  !'the s e a r c h  f o r  a  
r ank ing  d e v i c e  t h a t  would presume t o  a g g r e g a t e  t h e  d i r e c t  and 
i n d i r e c t  . e f f e c t s  o f  p ro jec t s ! '  be abandoned. Moreover, t h e  ana.- 
l y s t  "cannot  even p r e t e n d  t o  c l a s s i f y  un i fo rmly ,  f o r  purposes  o f  
decision-making,  t h e  v a r i o u s  p r o p e r t i e s  and p robab l e  l i n e s  of  
' behav ior  of p r o j e c t s . ,  . a s  e i t h e r '   advantage,^ o r  drawbacks, b e n e f i t s  . 
O r  c o s t s ,  a s s e t s  o r  l i a b i l i t i e s v  p .  188')'. ' H e  coflcludes: ' 

~ u t '  t h i s  modesty '  wi th  r e s p e c t  t o  g e n e r a l i z e d  e v a l u a t i o n  
and q u a n t i f i c a t i o n  i s  i n  r e a l i t y  t h e  neces sa ry  coun te r -  
p a r t  of  t h e  l a r g e  and f ree -swing ing  amb i t i ons  [ t h a t ]  
p r o j e c t s  must e n t e r t a i n  and c u l t i v a t e  i n  c o u n t r i e s  
where t h e y  a r e  c a l l e d  upon t o  make a  c o n t r i b u t i o n  t o  
p r o g r e s s  t h a t  goes  f a r  beyond t h e i r  immediate produc- 
tion t a s k s  (p. 1 8 8 ) .  



All of this calls attention to the difficulty of establish- 
ing with certainty the economic impact of program lending. In 
effect, policy conditionality is designed on the basis of an 
essentially market-oriented behavioral model of the economy. The 
changes imp1,ied in the conditionality are intended to move the 
economy of the developing country closer to the kind of economy 
found in the model (i.e., toward greater reliance on market- . 
clearing prices and the free play of market forces). Even enter- 
prises within the state sector will be expected to act on the 
basis of such forces. 

Several difficulties are common to evaluating the effects of 
p~licy reform: 

-. - While standard economic theory guides conditionality 
among Western donors, the precise links between policy 
change and expected change in the performance of the 
economy need far greater understanding, which in turn 
will rest on new research. 

-- Program lending is associated with policy dialogue. The 
latter, however, goes much beyond policy conditionality 
and includes a wide array of institutional reforms. 
Systematically separating the effects of each is not 
possible. 

-- It is sometimes difficult to separate the effects of a 
.specific .policy change from .effects .res.ulting from:polk- . 
cy changes stipulated in other programs (the IMF or the 
World Bank, for example). 

-- It is difficult to distinguish the effects of a given 
policy condition  fro^ external factors, such as the 
decline hexport markets resulting from the recession 
in developed countries in the early 1980s. 

. . 

-- Major internal events such as brought or especially good 
weather affect the . . results of polic,y changes, 

, . . . 
-- ' oftell a polik; change' is 'intended as hereiY the first i*. . . 

a series of changes', so that understanding 'the effects 
of the change will depend on when the evaluation is 
carried out .' 

In reviewing World Bank lending in adjustment. programs, 
Constantine Michalopoulos (1987b) of the Bank summarizes the 
difficulty of measuring the "impact" of such lending: 



[This review of policy issues] ... should not be viewed 
as an evaluation of the ufimpactuf of past World Bank 
SALs [Structural Adjustment Loans] and SELs [Sector 
Adjustment Loans]. Such an analysis lacks a credible 
counterfactual, e.g., it is impossible to determine 
what would have been the recipientsf policies and per- 
formance in the absence of the programs. This is a 
familiar problem, which reduces most analyses to con- 
trasting country performance after the assistance to 
performance before .... Such "before compared with 
after" analysis is dangerous because: (i) it assumes 
that countries would have made no policy changes to 
improve their situation in the absence of the World 
Bank program, while in fact their policies may have 
been unsustainable and (ii) it does not take into ac- 
count changes in the international environment or other 
exogenous events that influence country performance. 
In addition, it is difficult to isolate the effect of 
World Bar'k programs from those of the IMF, whicil has 
been actively working in almost all the countries which 
the Bank is assisting through SALs or SELs .... Final- 
ly, the analysis also does not address a number of 
implementation issues, such as the size of SALs, 
tranching, the scope of conditionality and the like, 
all of which have a bearing on the question of program 
effectiveness (pp. 32-33). 

In brief, although standard economic theory suggests the 
chain of' events to ' be 'expected' from.'a' given' policy change, there ' 

is no way to establish a causal relationship between the policy 
change and the subsequent changes hypothesized. In most cases,. 
evaluators can cite with certainty only specific policy changes. 
The direct effect of these changes will be indeterminate. At 
most, the evaluators will be able to argue only that the policy 
changes pqssibly were a factor contributing to observable im- 
provements in the sector. Their quantitative effects are uncer- 
tain, will work themselves out over. t.he lorg run, and -are proba- 
bly part of other changes being made in the economy or occurring 
in the international economy. The most that can be done system- 

. . . . . atically is to'determine through benchmarks the policy and insti:.. .. 
tutional changes that were in fact' carried out.. 

Appendix D contains methods for future policy reform assess- 
ments that were suggested by the evaluation team studying agri- 
cultural reform in Mali. This team believes the lessons of their 
evaluation to be generally applicable to French-speaking coun- 
tries of the Sahel that have an ecological setting and institu- 
tional and policy heritage similar to that found in Mali. What- 



ever else they may indicate, the team's remarks are a reminder of 
the many difficulties impeding sound evaluation practices. 

2.3.1 Evaluatinq the Relationship Between Conditionality and 
Policy Change Through Performance Disbursement Benchmarks 

This section focuses on the extent to which conditionality 
leads to policy change. Within A.I.D., some prog::ams provide for 
detailed, ongoing performance evaluation. In its most developed 
form, ongoing monitoring of nonproject assistance occurs through 
the establishment of performance disbursement benchmarks that 
accompany the tranches. Funding in this instance is divided into 
a series of tranches, which are disbursed on the basis of satis- 
factory progress in implementing policy and institutional re- 
forms. Policy and institutional changes are similarly divided 
into a sequence of revisions. Benchmarks are established to 
track progress toward achieving ultimate policy and institutional 
objectives. In effect, because the program is evaluated through- 
out its life, a final evaluation would include a summary and 
analysis of previous tranche benchmarks and an update relating 
program results to the original program purposes. 

Chris Hermann (1986a; see also Hermann 1985 and 1986b) of 
A.I.D.'s Center for Development Information and Evaluation has 
examined the principal information requirements of policy reform 
programs.within A.I.D. and summarizes them as follows (p. v-vi): . . . ' 

Compliance data. Central to program implementation are 
data which demonstrate host country compliance with the 
conditions for disbursement. A range of data can be 
used for this purpose. Qualitative data describing 
changes in organizations and processes are often suffi- 
cient. Quantitative measures, such as budgetary data 
or operational statistics, also can.be used to track 
compliance. . A checklist consisting of the. reforms to. . . 
be made, the date when action is taken, and supporting 
evidence of actual implementation is. a simple means .for 
moni'toring complianc&. ' For.the most part, .the informa- 
'tion requirements for compliance are 'cont,a.ined in the 
program agreement. 

Performance of public sector institutions. Policy . 
reforms are often intended to improve the performance 
of public sector institutions. As reform measures are 
enacted, data are needed to monitor improvements in 
performance. Data collection should concentrate on 
readily observable changes in government institutions 



which result directly from the reforms, rather than on 
more global measures of public sector performance. 
Operational records and statistics will be very useful 
in this regard. 

Proqram implementation and context. Joint review com- 
mittees involving host country and USAID representa- 
tive's are established to assess implementation progress 
and the short-term effects of reform measures. The 
committees meet prior to the release of program funds 
to determine whether conditions for disbursement have 
been satisfied. Compliance data and institutional 
performance data are necessary for these reviews. An 
important consideration in assessing progress is the 
economic and political context in which the program is 
being implemented. Changes in these conditions during 
the course of the program can significantly affect the 
implementation of reforms and their effects. Data that 
monitor contextual factors, therefore, are needed to 
determine whether mid-course adjustments to the program 
are required to expedite program impiementation. 

Policy reform impact and private sector response. The 
objectives of many policy reform programs include 
reducing government control over market operations, de- 
creasing the operating costs of public sector institu- 
tions, lowering government expenditures while increas- 
ing public sector efficiency, and stimulating private 
sector development. Therefore, in addition to the 
categories of data cited above, information Is also 
needed on the private sector's response to reform meas- 
ures. This often requires conducting special evalua- 
tion studies during the latter stage of the reform 
program. A broad range of studies varying in complexi- 
ty according to program resources and other constraints 
may be necessary. In general, the studies should exam- 
ine whether the business community has.reacted to the . . 
reform program as expected, and the likely effects of 
the reform measures on private ,sector growth. These . 

: : .  studies can also genecate information for ,planning . . 
subsequent programs to stimulate pr,ivate sector de~el- ' .  . ' .  

opment . 
While policy'reform programs often relate to the entire 

economy of a developing country, they possess several character- 
istics that help to delimit the information requirements neces- 
sary for their evaluation, according to Hermann (1986a, 22): 



First, the conditions for disbursement establish the 
basic data needs for monitoring program implementation. 
Second, the degree to which program funds are directed 
to specific uses influences the scope of program infor- 
mation requirements. Third, the degree to which policy 
reforms can be linked empirically to macroeconomic and 
.sectoral.conditions sets parameters on program : . 
evaluations. . 

On this last point, Michalopoulos (1987b) addresses the 
question of appropriate indicators of progress for programs with 
medium- to long-term objectives in his review of the limitations 
of the conceptual framework of World Bank program lending. He 
notes that all Bank programs contain commitments to specific 
actions by the recipient that can be monitored. However, "these 
have usually involved government commitments to specific policy 
steps at different points over time. Until recently ..., there 
was little effort to use quantitative performance indicators of 
progress that could form a framework for monitoring the effects 
of policy reform'' ( p .  41). For example, in a recent Bank pro- 
gram, target figures were cited for changes in GNP and the export 
growth rate. 

Work is currently underway in A.I.D.,s Center for Develop- 
ment Information and Evaluation to develop guidelines for estab- 
lishing the necessary database on which to design policy reform 
programs. Among other things, this' database will address such 
questions as the number of reforms that can feasibly be handled, 
the theor.etica1 base' o'f such refbrm's, and' the t'iming' of fund ., 
obligations relative to agreement on the reform package. Current 
practice on these points varies widely within A.I.D. 

2.3.2 Monitorinq and Its Data Requirements 

There are obvious advantages in-monitoring;progress in quan-. . . 
titative rather than qualitative terms (although both are neces- 
sary in practice). Yet, as Toh' (1984) sugges,ts based on 'his . , 

experience with the Niger sector program;. "the formulation of ' .  
quantitative targets as .conditionality. in a policy-oriented sed- . . 
tor assistance program is more difficult than for macro-economic- 
ally oriented quantitative targets for economic and financial 
stability (such as 'credit ceilings and overall governinent spend- 
ing)". This follows for two reasons. 

First, the stabilization theory at the macro level is 
more developed and there is more evidence in support of 
the relationship between stabilization and the vari- 



ables chosen as conditionalities. Accordingly, more 
confidence can be placed on conditionality. On the 
other hand, the association between the policy factor 
and the eventual goal of agricultural growth and devel- 
opment is fragile. It can easily be upset by external 
shocks or factors which are difficult to predict, such 
as the closure of the Nigerian borders or the drought 
as in the case of Niger. Both of these are l'ikely to 
impede or delay achievement of the policy objectives. 
Second, the contribution of appropriate policies to 
economic growth is indirect. Getting the policy right 
is only the necessary condition; external resources for 
technological transfer and institutional development 
are also required. The two reasons mentioned here 
suggest that flexibility would be required to deal with 
policy reform at the sectoral level. Conditionality 
must be viewed in relative terms; interpretation of 
whether certain conditions are met has to be reviewed 
in the context of specific circumstances and decisions 
made based on informed judgment (p. 10). 

In sum, evaluation of the effects of nonproject assistance 
remains an undeveloped art. In part, this is because behavioral 
models linking policy changes with expected outcomes are still 
underdeveloped. Similarly, our increasing knowledge of "rational 
expectations" suggests that major economic actors will, in their 
actions, anticipate such policy changes so that in effect such 
policy changes are aimed at a "moving target." Another evalua- 
tion problem results 'from the 1ong:time required for.the effects. . . .  

of policy to work out, and the degree of dependence for the suc- 
cess of such changes on institutional reforms and on such random 
events as weather. All of this suggests that evaluation of non- 
project assistance will continue to rest heavily on various per- 
formance indicators measuring the extent of a.governmentts com- 
pliance with the conditions stipulated.' . . 

. . . .  . 
2.3.3 Outcome Indicators for Adjustment of Proqram Loans 

. . 
. , . .. 

. . As noted above, 'there "are accepted ways to. establish bench- , . . . 
marks for the fulfillment*' of various conditions. A 'different and 
far more difficult problem arises in judging whether adjustment 
should be made in the conditionality depending on the short-run 
changes occurring in an economy. For example, while conditions 
may stipulate a series of changes expected to result in a 5-per- 
cent annual increase in exports over a 4-year period, should the 
conditionality be adjusted when it turns out that the value of 
exports in fact begins to fall by 2-percent for the first 2 years 



of  t h e  loan  p e r i o d ?  In  e f f e c t ,  shou ld  outcome i n d i c a t o r s  ( e x p o r t  
va lue  i n  t h i s  c a s e )  be  used t o  a d j u s t  o t h e r  c o n d i t i o n s ,  and 
shou ld  such i n d i c a t o r s  be  s t i p u l a t e d  i n  t h e  o r i g i n a l  c o n d i t i o n s ?  

The  problem is e x t r a o r d i n a r i l y  d i f f i c u l t .  F i r s t ,  it is 
recognized t h a t  weak d a t a  u s u a l l y  form the base  f o r  c o n d i t i o n a l -  
i t y .  Second, t h e  b e h a v i o r a l  l i n k  be tween .po . l i cy  and expec ted  
outcomes is  o f t e n  obscure ,  i m  p a r t ' . b e c a u s e  o f  random'events  ou t -  
s i d e  t h e  c o n t r o l  of pol icymakers  ( e . g . ,  w e a t h e r ) .  Th i rd ,  t h o s e  
s t i p u l a t i n g  t h e  c o n d i t i o n s  cannot  f u l l y  a n t i c i p a t e  t h e  r e a c t i o n s  
of  major a c t o r s  i n  t h e  economy t o  t h e  new c o n d i t i o n s ,  s o  t h a t  . 
every  new c o n d i t i o n  t h a t  i s  imposed, o r  t h a t  might be imposed i n  
l i g h t  of v a r i o u s  outcome measures,  may be o u t d a t e d  when 
promulgated. '  

I t  i s  probab ly  f o r  t h e s e  r ea sons  t h a t  a lmost  no a t t emp t  i s  
made t o  s p e c i f y  i n  o r i g i n a l  program documentat ion t h e  outcome 
i n d i c a t o r s  f o r  mid-course c o r r e c t i o n s  i n  c o n d i t i o n a l i t y .  A l -  
though such changes  o f t e n  w i l l  be d e s i r a b l e  and w i l l  appear  nec- 
e s s a r y ,  it i s  u n l i k e l y  t h a t  t h e y  can  be a n t i c i p a t e d  w i t h  t h e  
deg ree  of  knowledge neces sa ry  t o  e n s u r e  t h a t  t h e y  a r e  i n  f a c t  n o t  
on ly  new c o n d i t i o n s  b u t  a r e  a t  t h e  same t i m e  a p p r o p r i a t e  condi-  
t i o n s  t o  j u s t i f y  ad ju s tmen t s  t o  program c o n d i t i o n a l i t y .  

2 . 3 . 4  Approp r i a t e  T i m e  Frame f o r  Measuring B e n e f i t s  

. . I t  i s  o f t en ' sugge ' s t ed  t h a t  p o l i c y  re form sets i n  moti'oif. . ' . . 
f o r c e s  t h a t  w i l l  have a  "payof fw on ly  i n  the long  run.  C e r t a i n l y  
t h i s  i s  t h e  c a s e  f o r  programs i n  which i n s t i t u t i o n a l  change is  a n  
e s s e n t i a l  i n g r e d i e n t  of  t h e  reform.  For  example, e s t a b l i s h i n g  a n  
economical ly  competent c a d r e  o f  managers, f o r  example, r e q u i r e s  
yea r s ,  and t h e  e f f e c t s  of  t h e  managersf i n c r e a s e d  competence w i l l  
i n  t u r n  be f e l t  y e t  y e a r s  l a t e r .  S i m i l a r l y ,  i n  i n d u s t r y  t h e  l o n g  
g e s t a t i o n  p e r i o d  f o r  new inves tment  w i l l  d e l a y  f o r  y e a r s  any 
f i n a l  outcome of p o l i c y  reform.  T h e . p i c t u r e  i s .made  more complex . 
by t h e  f a c t  t h a t  much c a p i t a l  w i l l  need t o  be imported  and i t s  
a v a i l a b i l i t y  w i l . 1  rest i n  t u r n .  on an  adequa t e  supp ly  of  fo ' r e ign  

, , ,  exchange. . Fore ign  c a p i t a l  a v a i l a b i 1 , i t y  may b.e.. infSuenced by . " 
s u i t a b l e  ' p o l i c y  reform,  b u t  it i's a  s e p a r a t e  c o n s i d e r a t i o n .  

I n  c o n t r a s t  t o  t h e  r e l a t i v e l y  l o n g e r  payoff  t imes  f o r  p o l i c y  
r e f o r m ' i n  i n s t i t u t i o n a l  change and i n d u s t r y ,  t h e  r e s u l t ' s  ' in  a g r i -  
c u l t u r e  appear  r a t h e r  q u i c k l y .  The r e s u l t s  of  p o l i c y  reform 
depend f i r s t  on fa rmer  awareness--for  example, of i n c r e a s e s  i n  
farm-gate p r i c e s .  On t h e  b a s i s  of  t h i s  awareness ,  f a rmer s t  ad- 
justment i n  p l a n t i n g  and marke t ing  o f t e n  o c c u r s  i n  t h e  f o l l o w i n g  



season, depending of course on the availability of necessary 
inputs and weather conditions. l 1  

3. ADVANTAGES AND DISADVANTAGES OF CONDITIONALITY.IN 
A.I.D. PROGRAM ASSISTANCE 

There are widespread suggestions among proponents and crit- 
ics alike that policy-based'loans and grants have on the whole 
been appropriate and beneficial even in those areas in which 
suggested policy changes have been resisted. This view is held 
generally in donor agencies and in developing countries. 

At the same time, profound and growing questions exist on 
the efficacy of "policy reform" based on policy dialogue. Cassen 
(1986) has coordinated a major intergovernmental study of aid 
effectiveness, and his conclusions reflect the importance of 
policy-based aid flows as well as their limitations. His major 
findings are as follows. 

-- Experience with policy dialogue ranges from the reason- 
ably successful to the conspicuously unsuccessful. In 
effect, it is easier to identify common faulty policies 
(overvalued currencies, unsatisfactory price structures, 
and the like) than to design a strategy that is appro- 
priate to each country's capacities and likely to suc- 
ceed in contemporary conditions,. 

.. ( .  . . 

""1n Zambia, cotton and maize production rose by 20 percent dur- 
ing 1983-1985, and the amount marketed rose by 55 percent during 
1984-1985, following price increases. Similarly, cotton produc- 
tion in Togo doubled during 1984-198.5. While it is difficult to 
separate the effects of weather conditions from the price effect, 
the clear correlation between the level of commodity prices and 
the amount of agricultural output is too dramatic to ignore. 
Cross-country comparison reveals the same pattern. For both 
Tanzania.'and Kenya, coffee is the major export.earner. In Tan- 
zania, the'farmersl share of the export price of coffee was only 
40-50 percent in 1984, while it was 90 percent in Kenya. Coffee 
production in Tanzania has remained stagnant over the past dec- 
ade, with significant deterioration in quality. Meanwhile in 
Kenya, it thrived even during the international recession of the 
early 1980s and severe drought in 1984; coffee deliveries grew 7 
percent per year over the 1979-1984 period and actually increased 
sharply during the drought of 1984" (Richardson and Ahmed 1987, 
16-25). 



Sometimes inadequate consideration is given to the rela- 
tionship between short-run programs and the requirements 
for future development. For example, exchange rate 
reductions will need longer term support in poorer coun- 
tries than in middle-income countries. Similarly, 
higher prices to farmers must be'supported by provision, 
06 essential inputs such' as credit, fertilizer, approp- 
riate plant varieties, and transport. Particular atten- 
tion must be paid to effects on the poor as food prices 
increase. Improved World Bank and IMF cooperation will 
be important in coordinating the short- and long-range 
policy effects. 

The Success of policy reform rests heavily on the insti- 
tutional capacity of the developing countries. This 
includes the political commitment of the leadership and 
adequate negotiating strength and analytical capacity, 
which may require technical assistance. In the absence 
of these criteria, the policy reforms will be viewed 
locally as having been imposed. In short, the recipient 
should play a full role in negotiating policy reforms. 
As Cassen puts it, "\dialoguef should not become 'mono- 
logue' with money. ' " 
In their policy recommendations, donors should avoid 
what Cassen calls wasymmetrical liberalism," that is, 
donor's encouragement of liberal trade,policies and 
domestic market forces in deiveloping countries, while 
donors increase their own trade protection and employ 
aid conditions (especially tied aid and mixed credits) 
that distort the competitive process. j2 

Cassents list of cautions is useful. Nevertheless, the 
theory of markets remains a powerful tool of analysis and the 
market remains a strong driving force in policy formulation 
throughout the world, 'for it .answers.questions at what might be .. 
called the "strategic level," the level at which government must 

12~rb (1986) tejecis the contention that 'IMF' surveillance is es- 
sentially asymmetrical and th.at it is applied mainly to devel- 
oping comtries. In part, he suggests that this contention .can 
be traced to a confusion between conditionality and surveillance, 
two separate activities of the IMF. Conditionality, which the 
IMF associates with the use of its resources, is applied in lend- 
ing. A surveillance discussion, in contrast, carried out under 
Article IV of the IMF charter, is more frequently focused on the 
major economies of the world. 



c o n s i d e r  i t s  a c t i o n s .  Government can,  a f t e r  a l l ,  h e l p  e s t a b l i s h  
f u n c t i o n i n g  marke t s ,  f r e e  t h e  exchange r a t e ,  and p r i v a t i z e  pa ra -  
s t a t a l s .  A t  t h e  same t i m e ,  t h e  market model by i m p l i c a t i o n  l i m -  
i t s  t h e  p o s s i b i l i t y  f o r  some k i n d s  o f  p o s i t i v e  government a c t i o n  
by s t r e s s i n g  t h a t  government l a c k s  b o t h  t h e  knowledge o f  l o c a l  
market s i t u a t i o n s  and t h e  a b i l i t y  t o  a c t  i n  t h o s e  s i t u a t i o n s .  I n  , 

a  word, bo th  t h e o r y  and expe r i ence  sugges t  an impor tan t  b u t  l i m -  
i t e d  r o l e  f o r  government. 

There is, however, an impor t an t  q u a l i f i c a t i o n .  The condi-  
t i o n s  t h a t  u n d e r l i e  market e f f i c i e n c y  a r e  ve ry  s t r i n g e n t  and 
u n l i k e l y  t o  be found i n  p r a c t i c e .  These I q e f f i c i e n c y  c o n d i t i o n s "  
a r e  s a i d  t o  be m e t  when t h e  economy i s  i n  such  p e r f e c t  I1balanceqq 
t h a t  no one c a n  be  made b e t t e r  o f f  wi thou t  making someone e l s e  
worse off.13 They i n c l u d e ,  f o r  example, t h e  n e c e s s i t y  t h a t  p r i c e s  
r e f l e c t  f u l l  s o c i a l  c o s t s  and t h a t  p roduce r s  and consumers a l i k e  
a d j u s t  t n e i r  consumption and i n p u t  d e c i s i o n s  p r e c i s e l y  i n  acco rd  
w i th  such p r i c e s .  

Because t h e s e  c o n d i t i o n s  t a x  c r e d u l i t y ,  economists  have 
exp lo red  t h e  s i g n i f i c a n c e  o f  p o l i c y  recommendations i n  t h e i r  
absence ( i . e . ,  i n  t h e  r e a l  wc r ld  of  market i m p e r f e c t i o n s  of  v a r i -  
ous  k inds )  (see Lipsey and L s n c a s t e r  1957 ) .  I n  t h i s  "second 
best" r e a l  wor ld  it i s  recognized  t h a t  i f  even one of  t h e  e f f i -  
c i ency  c o n d i t i o n s  i s  n o t  met, t h e n  a l l  consumption and p roduc t i on  
d e c i s i o n s  become economical ly  ambiguous. Th i s  means t h a t  i f  
t h e r e  a r e ,  f o r  example, impor tan t  e lements  o f  monopoly i n  t h e  
economy, t h e n  t h e  w e l f a r e  e f f e c t s  of  t h i s  o r  t h a t  p o l i c y  recom- 

'mendation can  neve r  b e  f u l l y  unders tood. .  

I3V?he.n economists  mention v v e f f i c i e n t , v q .  t h e y  u s u a l l y  have i n  mind. 
t h e  l i n e  of t hough t  developed by V i l f r e d o  Pa re to ,  a 1 9 t h  c e n t u r y  
, I t a l i a n  economist  and s o c i o l o g i s t .  One c o n d i t i o n  i s  t h a t  the 
margina l  r a t e  of  s u b s t i t u t i o n  ( i n  consumption) between any .two 
goods, or  between any good and l e i s u r e ,  shou id  be  t h e  same f o r  
a l l  consume i n  t h e  absence'  of  e x t e r n a l i t i e s .  . T h i s  p rov ides  
f o r  e f f i c i e  l l l o c a t i o n  of goods. ' A  s e c o n d . c o n d i t i o n  i s  t h a t  
t h e  marginal  r a t e  of  s u b s t i t u t i o n  ( i n  p roduc t i on )  between any two 
i n p u t s  shou ld  be t h e  same f o r  a l l  p roducers ,  whether p roduc ing  
t h e  same o r  d i f f e r e n t  goods. Th i s  p r o v i d e s  f o r  e f f i c i e n t  a l l o c a -  
t i o n  of r e s o u r c e s .  Income d i s t r i b u t i o n  i s  t aken  a s  g iven ,  and 
t h e r e  is t h e  f u r t h e r  assumption t h a t  t h e  w e l f a r e  o f  e ach  i n d i v i -  
d u a l  depends s o l e l y  on h i s  own consumption and is n o t  a f f e c t e d  by 
t h e  consumption o f  o t h e r s .  I n  t h i s  model, p r i c e s  must r e f l e c t  
f u l l  s o c i a l  c o s t s  (no e x t e r n a l i t i e s ) .  



K. Toh of A.I.D. explored this possibility in a paper pre- 
sented to A.I.D. economists in 1984. His central point summar- 
izes well the significance of second-best solutions. Because in 
practice it is very difficult to trace the complicated effects of 
one change on the rest of the economy, he suggests that three 
implications follow: 

. . 

First, it is unwise.to 'advocate any particular policy 
without understanding the particular circumstances 
under which the policy operates. Second, the argument 
for government controls in order to correct the fail- 
ings of unregulated markets is generally not valid. 
Government is no.t omnipotent. . It ,is not only markets 
which. fail;. there are government failures too. . . . .' 
Third, given the facts that market failures are rela- 
tive and not absolute, and the continuing presence of 
the second-best problem, one practical solution is to 
compare the relative efficiency between public and 
private sectors and allow each to do.those things which 
it can do better than the other (p. 4). 

In sum, the central lessons taught by the second-best prob- 
lem are that global pol-icy suggestjons are'inappropriate and that 
within a national economy small st~zps may be better than large 
ones until the full implications of a policy change become 
apparent. 

3.:  Need for a Strengthened Analyti'cal Framework .. . 

In his review of World Bank adjustment programs, Michalopou- 
10s (1987b) cites the limitations of the present analytical model 
guiding adjustment program conditionality. His comments are rep- 
resentative of questions being raised in the field about the. 
intellectual underpinnings of program conditionality that seeks 
.to achieve significant structural change and stimulate gr~wth. . 

The [Wozld Bankf s] analytical framework , ... provides a. 
good basis for,the design of.adjustment policies in: . '  . 
most countries. But it falls short of providing a 
quantitative structure for linking' inputs ' (policy ac- 
tions) and outputs (macroeconomic performance). The 
Bank uses a quantitative framework to ensure consisten- 
cy in its projects of financial "requirements," but 
this framework has very few behavioral relationships 
linking proposed policy steps to future outcomes.... 
Indeed, the framework has little to say about the quan- 
titative impact of key components of policy reform 



(e. g., trade reform, improvements in pricing, public 
investment reviews and the like) on medium-term econom- 
ic performance (on which the Bank usually focuses). 
Thus ..., one can be more confident about the long-term 
outcome of policy packages than about the precise dy- 
namic profile of results following the introduction of 
specific reforms (p. 40) . . . 

The problem is compounded, of course, by the growing know- 
ledge economists have of "rational expectations." As this view 
suggests, "there are endogenous changes in the behavior of eco- 
nomic agents in response to changes in policy actions, and these 
changes cannot be readily captured by models built on previous 
experience" (p. 41). Michalopoulos concludes that these and 
other 

uncertainties about the quantitative impact of specific 
policies and developments in the international environ- 
ment mean that flexibility and willingness to adjust 
objectives should be a key element in all programs. 
Second, in parallel, additional analytical work is 
needed if we are to continue to strengthen our under- 
standing of the sequencing and timing of particular 
policies and to improve the quantitative framework for 
projecting economic performance in the medium term (p. 
42). 

3.2 The Role of Policy Dialoque in'.Program Assistance 

In general, policy dialogue is a process that ffinvolves 
negotiation, compromise, and usually a gradual movement toward a 
desired policy change.If Such a process gains force through "con- 
ditionality;" which "refers to poli,cies which a donor or lender 
expects or requires the recipient government to follow or avoid ' 

in order to receive the donor's resourcesff (GAO 1985). 

Cne level of question relevant to nonproject.assistance con- 
ditiona1,;y is whether it is an appropriate vehicle'for~stimulat- 
ing ch'ange in a. developing country. ' The answer varies with 'the . 
type of program assistance provided, as follows (GAO 1985, 1-2). . . 

Economic Support Fund (ESF) assistance is provided for 
the economic stability and development of the economy 
as a whole and depends for its effectiveness on the 
soundness of a recipient country's overall macroeconom- 
ic policies, thus providing a natural link between the 
program and its conditionality relating to taxation, 



exchange rate policies, and the like. ESF can also be 
used to fund specific development projects and thus can 
be used to influence policies in a specific sector such 
as agriculture or health. However, where there are 
overriding political and security interests in the 
country, A .  I.D.'s leverage is not as strong. 14 

Developnient Assistance (.DA) sectoral emphasis (e. g., 
agriculture, human resource development) has a policy 
component. 9.1.D. has recently increased the focus of 
DA on improving host government economic analysis to 
support policy change. Negotiations with the host 
government about a project can be a .forum to exchange 
views on how the economic policy environment may affect 
a project and can also serve as a vehicle for discus- 
sion on broader policy issues. One limit to the use of 
DA for this purpose can be the relatively small size of 
the program. 

Public Law 480 (PL 480) since 1967 has been explicitly 
linked to development objectives, and recently A.I.D. 
has placed greater emphasis on the use of this assis- 
tance to promote more effective agricultural and rural 
development policies. PL 480 can serve as a vehicle 
for discussion of either or both macroeconomic and 
sectoral policies because it carries general balance of 
payments implications. Title I loans are made on the 
condition that the recipient countries undertake self- 
help measures to improve agricultural production and 
marketing. Title I11 provides multiyear food aid com- 
mitments and loan forgiveness as incentives to low- 
income countries to undert.ake delrelopment-oriented 
economic policy reforms. . 

14~ote that "a principal element ~f U.S. macroeconomic condition- 
ality often has required the recipient country to enter into an 
IMF agreement or, if an arrangemex is.in place,to comply with 
the performance ~riteria~of the arrangement.. The Congress amend- 
ed the FY 1985 Foreign Assistance Continuing Resolution and FY 
1984 supplemental appropriation (Kemp-Kasten Amendment) to pro- 
hibit the withholding of U.S. bilateral assistance from obliga- 
tion or disbursement \ . . .  solely as a result of the policies of 
any multilateral institution.' AID has reviewed its policy and 
has issued worldwide guidance on the amendment. This guidance 
emphasizes that the {J.S. Government must make independent jlldg- 
ments on appropriate conditions to govern particular obliga~ions 
and disbursements" (GAO 1985). 



In summary, large nonproject assistance programs appear to 
provide considerable leverage for conditionality, but this is 
reduced somewhat where security considerations dominate the Uni- 
ted States-developing country relationship. PL 480 programs are 
evolving as an increasingly important tool for encouraging policy 
reform in agriculture and rural development. DA-funded projects 
may or may not be appropriate vehicles for conditionality, 
depending mainly on their size relative to the economy as a whole 
or to a particular sector. 

3.3 Speed Versus Accountability of Proqram Assistance 

A.I.D. has used nonproject assistance, chiefly in the form 
Commodity Import and Cash Transfer programs, for rapid response 
to balance of payments crises. All foreign economic assistance 
is fungible, meaning that it is difficult to trace final effects 
of the funds in an economic sense (whereas it is easy to trace 
funds in an accounting or audit sense). Sometimes the criticism 
is made that it is even more difficult to trace these quick-dis- 
bursing funds and that there is a trade-off between the need for 
quick action and the need for economic accountability. However, 
this criticism is largely based on an illusion, given the fungi- 
bility of all assistance, and therefore cannot be considered a 
problem only with program assistance. (See Development Associ- 
ates, Inc. 1985.) 

3.4 Sustainability of Structural Adjustment Programs 

There are serious questions about the economic and political 
sustainability of structural adjustment programs associated with 
nonproject assistance (Nelson 1986). Political sustainability 
rests on three factors: . (1) the, strength .of political.. leadersf . . .  

commitment.to the program; (2) the capacity of the government to 
implement the program and manage political responses;.and (3) the 
.political' res.p.onses. t.o the. program by. various. groups within .the. . . 

.polit'ical, system. ' ThLs  listing i.s a' reminder 'of' the great corn.- .. . ' .  . 
p'lexity encountered in political assessment. Because these fac-' 
tors are int,errelated, that complexity rises expo~ientiall~ with 
the number of factors at play. 

Economic sustainability is related to the more severe struc- 
tural and institutional rigidities encountered, especially in 
smaller countries. Nelson suggests that these "delay supply 
responses longer than in more advanced and flexible economies." 



At the same time, "the welfare implications of demand constraint 
measures are particularly disturbing for populations living very 
close to the margin of survival." 

However, there is an aspect of sustainability that cuts 
across b.oth its political and its economic aspects. As Nelson 
notes: . . . 

. . 

A number cf analysts have argued that stabilization 
measures, because they impose hardships on many groups 
within society and challenge the position of vested 
interests, are most readily carried out by authoritar- 
ian regimes. More disturbing, they suggest that advo- 

' cat ing ' stabilization' measures, and more gene'rally urg- 
ing market-oriented policies of decontrol and liberali- 
zation in nations characterized by extensive "populist" 
state intervention, implicitly encourages and endorses 
authoritarian political tendencies (p. 986). 

The present study does not explore the efficacy of authoritari- 
anism in policy reform. Further, the author has not encountered 
any statements on this matter in official documentation of either 
bilateral or multilateral lending agencies. 

3.5 Arquments in Favor of Policy-Based Proqram Assistance 

. 1. The policy' settinq. in many developinq countri6s inhib.its ' 
growth and the achievement of equity. In many cases, the policy 
environment has become a hodge-podge of regulations, prohibi- 
tions, bloated and dysfunctional state sectors, and worsening 
international positions, with the result that growth has stopped 
while population continues to increase. The support that had 
once existed for statism began to erode in the grim light of . 
reality--poverty, ignorance, and corruption. A solution was' . 
needed, and because the polic.ies favoring state-led growth.have- . . .  
come to be viewed as parts of the problem rather than as solu- 
tions, greater reliance on market. forces is, necessary. No matter 

. .. . what the imperfections of. 'the market might be, both market' and 
government failures must be addressed; 

2. Zolitical stability is the key to economic growth and 
economic growth is the key to political stability. While the 
evidence on the relationship between good policies and good 
growth can be dsbated in some cases, there-is no case for the 
idea that a nation can have good growth without good policies. 
Similarly, while the evidence or* the relationship between growth 
and political stability can be debated in some cases, there is no 



case for the idea that political stability can exist in the pres- 
ence of economic chaos and decline. A semblance of stability 
might appear, but only at the cost of great repression of common- 
ly accepted liberties. Finally, economic growth in which the 
bulk of the gain goes to a minority is not growth for the majori- 
ty, so it does matter that the growth be shared somewhat equita- 
bly, which, in turn, .further enhances political stability. 

3. - While random external events will affect development, 
economic growth and welfare depend primarily on domestic poli- 
cies. External events can have an uplifting as well as a depres- 
sive effect on a nation's economy. Further, some economies are 
heavily export and/or import dependent and appear therefore to be 
"vulnerable" to world.markets or to their chosen trading part- 
ners, as in the case of trade with Eastern Europe. How such a 
country adjusts to this apparent disadvantage in the long run 
depends on the policy set chosen in ;:he short run. Even the 
poorest country in the world can choxe a set of policies approp- 
riate to its condition. To the extent that local leadership is 
less interested in growth than in its own perquisites, then this 
generalization does not hold, and policy reform seems of rather 
academic interest. The result under this circumstance is econom- 
ic stagnation and growing immiserization. 

4. Conditionality may help developinq country leadership 
accomplish its own qoals. In some cases, policy changes that 
create economic losses for particular groups threaten the politi- 
cal strength of leaders and would not be made unless nonproject 
assistance were 'conditioned on the ' ch&nge. .It is' folklore iii- ' 
development circles that A.I.D. and other donors give advice to 
countries (either indirectly through dialogue or directly through 
conditionality) that their own leadership would like to give. 
While competent explanations of the dysfunctional policy and 
institutional settings often are available locally, there are 
indeed'cases where outside a,dvice.has been,heIpful. Of course, . .. 
in some cases, if the conditions are made public, the incumbent 
government may,be threatened. This~is~obviously .a delicate pro- 
cedure. Nevertheless, outside advice can sometimes strengthen 
the political hand of those 1,ocal'leaders who prop.ose policy 
reform, provided the.dmor engages in true dialogue that is SUP- 
.portive rather than 'imperious. . . 

3.6 Arguments Aqainst Policy-Based Program Assistance 

1. Limited knowledge base. The gap between policy and its 
expected results is enormous even in developed economies. In 
developing countries undergoing rapid structural change, and for 



which the database is seriously limited, it is fantasy to suppose 
that any policy planner can "manageu economic development by 
changing interest or exchange rates, stipulating budgetary limi- 
tations, and the like. In effect, the operational mechanism 
through which policy changes affect reality is something of a 
"black box." Moreover, prices in such developing countries 
sometimes are unreliable indicators for rational investment'deci- . . . .  . 
sions among projects, sectors, and'regions. At best, policy . 
recommendations should be limited to such critical issues as 
developing technical competence among the developing nation econ- 
omists and others dealing with the economic problem, establishing 
local and international institutions for the ongoing review of 
problems and policies, providing for coordination among donors 
who express interest in.providing assistance, and.so forth. ' 

Thus, the limitations of our knowledge suggest'a wider attempt at 
building local technical capacity and institutions capable of 
addressing policy issues on a continuing basis. Finally, the 
emphasis on market-oriented conditionality may represent wishful 
thinking, for in the very countries held up as examples of such 
growth, governments have exerted a strong influence on the shape 
of the economy (e.g., South Korea, where the Government has di- 
rectly and indirectly influenced capital allocation for three 
decades) . 

2. Inherat ideoloqical bias of policy-based lending. 
For variaus reasons, some economically emerging countries have 
chosen a development strategy emphasizing equity and growth as 
co-equal goals. This has often led to dysfunctional expansion of 
the state sector,. corrupt.ioh .arid the ' elevation' of ' "politics .over ' 
economics," and economic collapse. In urging standard policy 
reform measures, however, donors are in effect substituting their 
own version of "the good lifeqq (growth before equity) for that of 
the developing country (growth equity). If the elimination 
of absolute poverty is a major objective, then the strategy of 
development must be designed to.achieve this, based on conditions 
indigenous to the country. If a,tendency toward egalitarianism 
is important, then policy condit.ionality must reflect t,his 
reality. 

3.: "Getting the pric.e3 .rightn is only the beg.inning. Al-. . . . . . . 
though donors are concerned with the'short-run costs ofa'ad-. . . 
justment programs, the compression of consumption following ap- 
plication of conditionality still does not receive sufficient 
attention. ~quity may depend in part bh current policies (direct 
aid to the poor, for example), but it also depends on who owns 
the economic assets and who controls the system. When there are 
wide disparities in asset ownership, the market widens rather 
than lessens income differentials. In effect, the ascendancy of 
policy reform lending is a return to a trickle-down strategy of 



development that ignores the lessons of history that led to the 
movement away from such theories and toward a "basic human needsw 
approach. Similarly, even with market-determined prices, there 
remain problems of structural rigidity, provision of "public 
goodstM widespread training problems, and institutional con- 
straints. These problem areas are as important as prices; in 
fact, a'case can be made that without attention to these prob- 
lems, a market system will be difficult to create or maintain. 

4. Asymmetrical policy conditionality. While stringent 
policy conditionality is applied to many developing countries, 
major Sending countries engage in some of the very practices they 
condemn in developing countries. The difficulty of coordinating 
policy among Western Europe, Japan, and the United States dwarfs 
the policy problems of most developing countries. Further, the 
disarray in the agricultural policies of most developed countries 
surely matches the agricultural policy miscalculations in devel- 
oping countries, although with different results. Growing trade 
restrictions in developed countries against exports of developing 
countries gives the game away as one of continuing attempts at 
exploitation of developing countries. (The limitations imposed 
by the United States in its Caribbean Basin Initiative are viewed 
among developing countries as symbolic of the real difficulty 
faced when a developed country proposes "helping" a developing 
country.) The basic difficulty with this asymmetry is that it 
reinforces within developing countries a climate of suspicion 
that assistance to them is a game among developed countries 
played out largely for internal political reasons, with the in- . 
terests of the devel.oping co.untries taking a distant second place.' 
to developed countriest concerns with their own economies. In ' 

the long run this approach has two effects: (1) it makes cooper- 
ation more difficult around mutual interests that surely exist 
between developed and developing countries, and (2) it fuels 
acceptance of radical thought from Eastern Europe, the Soviet 
Union; and China that suggests that the only safe coucse for 
developing countries is alignment with world socialism (Soviet- 
or Chinese-type). 

. '  3.7 Balanc.inq the Advantages. and ~isadvant.ages. of .Policy-Based . . Assistance . . 

There is no easy way to balance the advantages and disad- 
vantages of policy-based program lending. A case can be and has 
been made in favor of each argument. In one sense, a balanced 
judgment will rest on two factors. First, much more analytical 
and empirical work is required on all aspects of the effects of 
conditionality. Second, the way one approaches the questions 



that need to be asked of conditionality, and indeed the questions 
themselves, will be affected by the researcher's world view, that 
is, whether the researcher "believes" that developing countries 
can prosper in the world economy in a positive sum game or that 
developing countries inevitably will lose in their struggle with 
more developed countries in a zero sum game. 

Is there any consensus on conditionality? ' In general, there ' ,  

is widespread belief among major donors that policy-based assis- 
tance is not only appropriate but necessary given the crisis 
proportions of the development problem today. Among major recip- 
ients there is a record of such assistance being associated with 
economic growth and the alleviation of poverty. A few recipients 
have repudiated.t'he'agreem&nt backing policy-based lending (e.g., 
Zambia). There has been no serious suggestion, however, that 
policy reform in those countries be repudiated as a principle. 
Instead, there are suggestions that in some cases policy reform 
should be carried out more slowly and that conditionality should 
be accompanied by greater economic assistance to ease the transi- 
tional costs, especially among the poor. 

All of this suggests that while policy-based lending is 
controversial, more frequently than not it has been associated 
with ecocomic success. It may be expected, therefore, that pol- 
icy-based assistance will remain a permanent part of major 
donorsf portfolios for the indefinite future. 

4.' BENEFICIARY IMPACT OF POLICY-BASED'NONPROJECT ASSISTANCE ' ' . . 

What has been the effect of policy-based nonproject assis- 
tance on developing country beneficiaries? Are the poor doing 
better with nonproject assistance than with project assistance? 

' 

These questions are at the heart of both the current emphasis on 
and growing criticism of nonproject assistance. 

. . 

The basic intent of policy reform is to "unleash" non-gov- 
ernmental. forces to do the kinds of development jobs that cannot 
'be done v:ell by government. The evidence of a cor.relat.ion be-. 
tween high growth rates and.large private sedtors is clear, a1- . .  . .  . 

' though there is question about the reasons for the correlation. 

In Sub-Saharan Africa, the countries that have shown 
the most impressive performance are those in which the 
private sector predominates (Kenya, Malawi, Mauritius, 
and Cameroon). In countries where the public sector 
dominates, economic activities have shown a negative 
performance (Ghana, Senegal, Madagascar, and Somalia) . 



The same holds in other regions (Asia, South Korea and 
Thailand have done better than Indonesia and the Phil- 
ippines) (Richardson and Ahmed 1987, 19) . 
These and similar comments affirm the importance of policy- 

based growth. Nevertheless, crucial questions remain about the 
precise behavioral links between policy change and its expected 
outcomes. Equally important is the question of who gains and who 
loses in the process of policy reform. 

Among major donors using policy-based nonproject assistance, 
the IMF perhaps has received the most criticism. In turn, it is 
the IMF that has defended its programs most intensively and most 
frequently. For this reason, the IMF defense is presented below 
in response to the criticism that the poor suffer unduly under 
structural adjustment. 

Perhaps the best way to understand I M F  conditionality is to 
examine the major conditions attached to IMF-supported adjustment 
programs and to describe the logic underlying such conditions. 
An IMF study (1986)15 examined the policy measures adopted as part 
of 94 IMF-supported programs from 1980 to 1984 and highlights the 
effects of such programs on different socioeconomic groups. The 
studyfs general conclusion is that while there may indeed be some 
reduction of consumption as a result of such programs, this may 
affect all groups rather than just the poor. In any case, the 
study stresses that this compression would have been greater in 
the absence of the adjustment programs and the financial support 
they 'provide. The reasoning presented in the study.is' as' fol- 
lows, 'by policy area. 

Exchange rate policy. The distributional impact of exchange 
rate devaluation and of tighter controls on money and credit 
creation is mixed. Devaluation, for example, benefits labor and 
capital employed in sectors favored by the devaluation; in most 
developing countries this improves the lot of the agricultural 
sector at the expense of the urban population. Because-those 
living in the urban sector often have benefited from an income 
distribution skewed in their favor, and have been heavy importers 
of luxury goods, devaluation would lead to a more equitable i n -  
come distribution. ~lthough'ik is true that devaluation o.ften 
results in an initial windfall for the small and wealthy urban 
class with assets abroad (with farmers and other small business- 
men who invested domestically suffering), improved efficiency in 

 he discussion presented here is from a summary of IMF 1986 
published in IMF Survey, ::ovember 17, 1986. 



the long run will stimulate growth and employment so that all 
groups will share in higher levels of national income. 

Monetary policy. Appropriate policies on money creation and 
credit tend to curb inflationary pressures, which should help the 
poor who usually do not own assets that would increase in value 
with inflation. Also, increased allqcative efficiency resulting 
from improved access to credit.markets, the limitation of insider 
loans, and promotion of the ability of each sector to compete for 
available credit will probably tend to improve income distribu- 
tion. It is true, however, that large and well-established firms 
in the urban sector may be in a better position to compete for 
credit than smaller firms .in the rural sector. The result there- 
fore may be that the distributional benefit from appropriate 
credit policies is not as great as might first appear. At the 
same time, however, interest rate decontrol provides smaller 
firms in the rural sector greater access to credit. 

Fiscal policy. The distributional impact of fiscal policy 
is also mixed and certainly the results are often not discernable 
within the time frame of an IMF program. On the government rev- 
enue side, while the effects of changes in direct taxation (e.g., 
personal and corporate income taxes) may have little effect on 
the distribution of wealth and income in the short run, they will 
almost certainly in the longer run impr~ve equity. The effects 
of indirect taxes are less clear. Some indirect taxes (e.g., 
excise taxes on alcohol and'tobacco) may worsen distribution 
while others may improve i t .  Taxes that improve distribution 
inc'lude.. (1) the more .general .and broad-based, taxes' on goads and 
services; (2) higher differential tak rates on those goods and 
services typically consumed by higher income households; (3) 
import duties that replace such quantitative import restrictions 
as quotas and licencing systems; and (4) reduction of export 
duties that are borne chiefly by small farmers. 

In addition to concern 'with'raising revenues, IMF-supported 
programs also typically ,recommend reducing,government. expendi- 
tures such as wages and salaries of public sector employees, food 
and petroleum subsidies, and.transfers to cover the losses of 
pbblic enterprises. " while noting that such ,policies a're among. :: 

' 

the'.most important aspects .of IMF-supported adjustment programs, 
the report also notes that they are among the most controversial. 
The report also suggests that policies have had the most obvious 
success in improving income distribution. For example, freezing 
civil service positions and remuneration, especially where public 
service is paid well in relation to the private sector, will 
obviously and immediately improve income distribution. 



S u b s i d i e s  t o  keep p r i c e s  of  b a s i c  goods and s e r v i c e s  below 
t h e i r  market l e v e l s  t y p i c a l l y  s t r a i n  t h e  budget ,  and most IMF- 
suppor ted  programs r e q u i r e  r e d u c t i o n  i n  s u b s i d i e s  th rough  i n -  
c r e a s e s  i n  t h e  p r i c e s  of  food,  t r a n s p o r t a t i o n ,  and pet roleum.  
Th i s  l e a d s  t o  a n . i n c r e a s e  i n  employment, and t h u s  a reduct ion.  i n  
income i n e q u a l i t y ,  because  improved p r i c e  f l e x i b i l i t y  s t r e n g t h e n s  
t h e  o v e r a l l  ad jus tment  program by t r a n s m i t t i n g  exchange r a t e  
movements th roughout  t h e  economy; r e s t r u c t u r i n g  i n c e n t i v e s ,  and  
improving r e s o u r c e  a l l o c a t i o n .  

I t  is  f r e q u e n t l y  a s s e r t e d  t h a t  food  p r i c e  i n c r e a s e s  have 
t h e i r  most d e v a s t a t i n g  e f f e c t s  on t h e  ve ry  poo r  and t h a t  food  
s u b s i d i e s , a r e  needed t o  p r o t e c t  t h i s  s e c t o r  o f  t h e  popu la t i on .  
The IMF r e p o r t  a rgues ,  i n  c o n t r a s t ,  t h a t  most food  s u b s i d i e s  are 
d i r e c t e d  toward t h e  u rban  popu la t i on ,  wh i l e  t h e  " r e a l l y  poor" 
u s u a l l y  l i v e  i n  r u r a l  a r e a s .  A t  any r a t e ,  t o  b e n e f i t  from a 
subs idy  one must have t h e  pu rchas ing  power t o  buy s u b s i d i z e d  
goods; t h u s ,  t h e  ve ry  poor  a r e  exc luded  from the  b e n e f i t s  o f  t h e  
subs idy  program. To e n s u r e  t h a t  t h e  l owes t  income households  a r e  
t h e  s o l e  b e n e f i c i a r i e s  o f  such  s u b s i d i e s  would r e q u i r e  t h a t  t h e  
funds  be  t a r g e t e d  more a c c u r a t e l y  t h a n  t h e y  have been i n  t h e  
p a s t .  

I n  sum, t h e  IMF r e p o r t  p r o v i d e s  a s t r o n g  concep tua l  d e f e n s e  
f o r  t h e  k ind  o f  nonp ro j ec t  c o n d i t i o n a l i t y  now common among ma jo r  
donors  i n  t h e  a r e a s  o f  exchange r a t e ,  f i s c a l ,  and  monetary p o l i -  
cies. 

A - . r e l a t e d  b u t  d i f f 8 2 ; ~ n t  pe r spec t ' i ve  on. gd iner ' s  and l o s e r s  i S  
p rov ided  by t h e  a n a l y s i s  o f  ~ i c h a l o p o u l o s  (1987b, 42-46) on t h e  
d i s t r i b u t i v e  effects of  World Bank program l e n d i n g  f o r  s t r u c t u r a l  
adjus tment  and growth, an  a n a l y s i s  a p p l i c a b l e  as w e l l  t o  A . I . D .  
programming. H e  n o t e s  i n i t i a l l y  t h a t  s e v e r a l  i s s u e s  g e t  con fused  
i n  t h i s  d i s c u s s i o n :  

The f i r s t '  i s  t h e  q u e s t i o n  o'f whether  t h e  programs un- 
de r t aken  produce a sho r t - run  d e c l i n e  i n  o u t p u t  and 
incomes which i s  some'how e x c e s s i v e ,  e.g., whether,  
g iven the .amount  o f  f i n a n c i n g  a v a i l a b l e ,  a l t e r n a t i v e  
programs would have p e r m i t t e d  more g r a d u a l  adjus tment  , ' 

. . .  

' o v e r ' t i m e  and r e q u i r e d  less demand r e s t r a i n t ,  which is  ' 
i n i m i c a l  t o  growth.  Second is t h e  i s s u e  o f  whether t h e  
poor have s u f f e r e d  d i s p r o p o r t i o n a t e l y  i n  t h e  adjus tment  
p roces s ,  i n  t h e  s e n s e  t h a t  t h e i r . i n c o m e s . h a v e  f , a l l e n  by 
more t h a n  t h o s e  o f  o t h e r  g roups .  A v a r i a t i o n  on t h i s  
i s s u e  i s  t h e  s u g g e s t i o n  t h a t  t h e  ad ju s tmen t  p roces s  ha s  
r e s u l t e d  i n  s i g n i f i c a n t  a b s o l u t e  d e c l i n e s  i n  t h e  l e v e l s  
of income of  t h e  poor ,  and h a s  meant t h a t  many more 
f a m i l i e s f  incomes f a l l  below a "pover ty"  s t a n d a r d .  



Thi rd  i s  t h e  i s s u e  t h a t  government p o l i c i e s  and, i n  
p a r t i c u l a r ,  p a t t e r n s  of r e d u c t i o n  of  government expen- 
d i t u r e s ,  have d i s p r o p o r t i o n a t e l y  a f f e c t e d  t h e  poor (pp. 
42-43).  

Good d a t a  on income d i s t r i b u t i o n  over  t i m e  are g e n e r a l l y  
l a c k i n g .  It. i s  n e v e r t h e l e s s  . t r u e  t h a t  i n .  some c o u n t r i e s ,  i nc lud -  
i n g  t h o s e  wi th 'Bank suppor t ,  t h e  a b s o l u t e  l e v e l s  o f  income o f  t h e  
poor  have d e c l i n e d  (Michalopoulos 1987b) ,  and it is now widely  
recognized  t h a t  t h e  t r a n s i t i o n a l  c o s t s  r e s u l t i n g  i n  h i g h e r  unem- 
ployment o r  reduced s u b s i d i e s  t o  t h e  p o o r e s t  members of  a  s o c i e t y  
r e q u i r e  s p e c i a l  a t t e n t i o n .  

From a  d i f f e r e n t  p e r s p e c t i v e ,  development s t u d i e s  sugges t  
t h a t  t h e  on ly  economical ly  and p o l i t i c a l l y  a d e q u a t e ' d e f e n s e  of 
po l icy-based  nonp ro j ec t  a s s i s t a n c e  t h a t  w i l l  h o l d  up i n  t h e  l o n g  
run  is t h a t  t h e  poor do i n  f a c t  b e n e f i t  from s u c h  a s s i s t a n c e .  To 
e n s u r e  t h i s ,  it i s  neces sa ry  t o  view p o l i c y  r e fo rm and pove r ty  
r e d u c t i o n  a s  complementary, n o t  c o n t r a d i c t o r y ,  g o a l s .  Th is  
means, i n  t u r n ,  t h a t  pove r ty  must become a  p o l i c y  focus  i n  any 
p o l i c y  re form program s e e k i n g  t o  enhance o v e r a l l  economic growth.  
I n  e f f e c t ,  a  "growth w i t h  e q u i t y "  model i s  t h e  a p p r o p r i a t e  ana- 
l y t i c a l  framework by which t o  d e s i g n  po1,icy re for f i .  The impor- 
t a n t  p o i n t  i s  t h a t  e.conomic c r i s e s  w i l l .  f o r c e  ad jus tment  i n  some 
form. Pol icy-based program l e n d i n g  p rov ides  t h e  o p p o r t u n i t y  f o r  
an  o r d e r l y  t r a n s i t i o n  away from the problems. However, wi thou t  
adequa te  a t t e n t i o n  t o  t h e  poor ,  the  t r a n s i t i o n  i t s e l f  i s  t h r e a t -  
ened, a s  i s  t h e  l i k e l i h o o d  of  . . permanent . . improvement. 

. . 
I n  b r i e f ,  i f  t h e  c l a i m s  o f  pove r ty  a l l e v i a t i o n  a r e  s een  as ' ' 

opposed t o  t h e  needs f o r  s t r u c t u r a l  ad jus tment ,  t h e  c l a ims  of 
pove r ty  might be  i gno red  i n  a  c r i s i s  s i t u a t i o n .  There fore ,  ac-  
t i o n s  t a k e n  t o  a l l e v i a t e  p o v e r t y  must become an  i n t e g r a l  p a r t  o f  
t h e  p o l i c y  re form package; such  a c t i o n s  must be s e e n  a s  c o n t r i b -  
u t i n g  t o  i n c r e a s e d  p r o d u c t i v i t y  and growth and n o t  merely a s  
income t r a n s f e r s  t h a t  w i l l  r educe  growth. 

. . . . 

. The Overseas  Development I n s t i t u t e  ( O D I )  i n  London (Addison 
and Demery 1986; see a l s o  OD1 1986) n o t e s  t h e  f o l l o w i n g  k inds  o f  
a c t i o n s  t a k e n  i n  r e c e n t  World Bank l e n d i n g  . (c i ted  wi th  permiss ion  
of  the Bank) t o  (1). enhance t h e  a c c e s s  o f  t h e  p o o r - t o  p r o d u c t i v e  
a s s e t s  t h rough  l a n d  reform t h a t  is a s s o c i a t e d  w i t h  s t r u c t u r a l  
ad jus tment ,  a s  was done i n  Thai land;  ( 2 )  i n c r e a s e  t h e  r a t e s  o f  
r e t u r n  on a s s e t s  h e l d  by t h e  poor,  a s  done i n  C a t e  d f  I v o i r e ,  
where p o s i t i v e  income d i s t r i b u t i o n a l  e f f e c t s  r e s u l t e d  from h i g h e r  
a g r i c u l t u r a l  p r i c e s ;  ( 3 )  improve a c c e s s  t o  g a i n f u l  employment 
th.rough a s s i s t a n c e  t o  r e t r e n c h e d  p u b l i c  s e c t o r  employees ( a s  i n  
The Gambia and Guinea-Bissau) and th rough  emergency employment 
schemes ( a s  i n  C h i l e ) ;  ( 4 )  ma in t a in  o r  i n c r e a s e  t h e  r a t e  of  human 



capital accumulation of the poor through protection of social 
expenditures, particularly health and education, as done in Bra- 
zil and Indonesia; (5) target income and consumption transfers to 
the poor whose incomes are not increased by structural adjust- 
ment, as in the case of food subsidies in Morocco and.Jamaica. 

The central point of citing these examples is that positive 
programs .enhancing the contribution that the poor can make to 
structural adjustment can be built directly into policy-based 
programs and will be acceptable as parts of the growth process. 
The few remaining instances where transfers a.re required for the 
poor will be seen as a relatively small part of such programs. 

Attesting to the growing interest in growth-oriented adjust- 
ment programs, the first joint IMF/World Bank symposium on this 
topic was held in February 1987. Among other important issues 
raised, was the view that there are narrow limits on the extent 
to which structural adjustment can be traded off for growth. At 
the same time it was recognized that in the short run a growth 
slowdown may be unavoidable for successful stabilization (Corbo, 
Goldstein, and Khan 1987; summarized in IMF 1987). In a word, 
this symposium calls attention again to the central problem in 
adjustment--maintaining consumption in the face of necessary 
policy changes. 

A study of the impact of Zaire's economic "liberalization 
program" casts some light on how women fare under policy reform 
(Sines et al. 1987). Its.co~~clusions are as follows (pp. E-6 and 

. . E-7.) : . . 

-- In Zaire, women provide a major source of labor 
in food crop production. The accrual of the 
gains made under policy reform by women depends 
to a large extent on intrahousehold decision 
'making. To the ' extent that. this process is 
inequitable to women in individual housL?holds, 
women will not share equitably in any produc- 
tion or income increases. 

. . 
. . 

. -- Women xcount for on1.y a. small proportion :of - 
.those involved in.,plantation aqriculture. Pol- 
icy reforms which favor this .sector will not . 
ha;e as large a positive impact on women as 
those favoring the traditional sector. 

-- Women are impqrtant in all aspects of the food 
marketinq chaic. Women farmers appear to be 
selling more as a result of price liberaliza- 



tion. The impact on their nutritional status 
is unclear at this time. 

-- Price liberalization has had a positive impact 
on the number of women traders. Abolition of 
prohibitions on interregional trade has had a 
.positive impact; on women as they are'free to. 
benefit from price differentials between 
regions. 

-- Policies which require a husband's permission before 
women can obtain bank accounts and sometimes credit have 
a negative impact on married women's access to ,banking 
services. .These policieshave had a negative impact.on 
the operations of women traders. 

While the Zaire experience may not be a guide to expecta- 
tions elsewhere, the differential impact on women of various 
kinds of policies does suggest strongly that this impact must be 
an important consideration in program design. 

More generally, an A.1.D.-commissioned study (Hood, McGuire, 
and Starr 1988, 50-51) suggests that 

significant variation [exists] between countries in the 
degree, duration and distribution of hardship associat- 
ed with the transition. With respect to the degree and 
duration of hardship, three important factors are: 

. . .  . . . . , *  . ;  . . ' . .  . .  . . . -- The magnitude of the adjustment problem. In 
general, the larger the magnitude of the ad- 
justment problem, the larger the initial con- 
traction required to stabilize the economy. 
Countries with heavy debt burdens and signifi- 
cant terms of trade deterioration have been 
particularly likely to undergo pronounced--and . 
.sometimes prolonged--r.ecessions . (e. g., chile) ... . .. 
This includes many of the heavily indebted mid- 

. dle-income countries, as .well as low-income 
countries. in sub-Saharan Africa.. . .  , , '  , . . 

-- The ltdeep-rootedness'". of the adjustment prob- 
lem. In general, the longer the period of 
postponing adjustment via ad hoc measures, the 
more deep-rooted the problem becomes in the 
sense of producing a distortion-driven economic 
structure. Large divergences between the pat- 
tern of investment, production and employment 
and underlying international competitiveness 



tend to produce large jqitial contractions in 
inefficient sectors and long periods before 
growth resumes. In contrast, some countries 
developed large cyclically induced macro imbal- 
ances in the early 1980s that had to be ad- 
dressed through stabilization; but because . 
their underlyinc economic structures were basi- 
cally competitive, growth resumed, unemployment 
fell, real incomes returned to normal levels, 
etc., with world economic recovery (e-g., Costa 
Rica) . 

-- The level of development and deqree of economic - 
dynamism. The speed at which benefits of ad- 
justment materialize depends on countriesf lev- 
el of development and degree of economic dyna- 
mism. For example, the medium-term impact of 
devaluation on encouraging efficient import 
substitution and non-traditional export promo- 
tion is likely to be much greater in a context 
where a dynamic group of industrial entrepre- 
neurs already exists. Higher food prices raise 
small farmers incomes and induce a supply re- 
sponse only if they are integrated in to the 
market via a system of decent roads. Reorient- 
ing government services to target the poor may 
take an unacceptably long time if the bureau- 
cracy does not work well to begin.with. In . . 
other words, while. adjustment may be a neces- . . . . 
sary condition for sustained growth and devel- . . 

opment, it is not necessarily sufficient. 

CONCLUSIONS 

In many developing countries, poverty has outpaced growth 
over the past 30 years, and inequities in income distr.ibution 
have widened. .In all countries, the worst and most widesprgad 

. poverty is found in rural ' areas. While. poverty is  worldw wide, ' 

.countries in Sub-Saharan Africa .are perhap$ the most seriously 
affected in the world. In most places worldwide, poverty has 
worsened sharply since the second oil shock of 1979. Poverty has 
resulted in part from natural disasters, but more generally it 
can be traced to two factors: internal policies that dis- 
criminate against the poor, and external factors over which deve- 
loping countries have little influence. In the 1980s in Latin 
America and in Africa, outflows of interest and amortization have 
exceeded inflows of new capital, thus forcing enormous adjustment 



problems on developing countries and, synunetrically, on more 
developed countries. In sum, developiilg countries now face a 
challenge of unprecedented proportions, and policymakers must try 
to meet this challenge with a kit cf analytical tools that seem 
dwarfed by the problems. 

The major new approach to development in.the 1980s ha,s been 
structural adjustment and policy' reform based on donor condltion- 
ality. As with so many other approaches to development, the con- 
cept is not really new, but its widespread application among 
major donors is new. Early in the decade, conditionality related 
largely to a mixture of market and institutional reforms affect- 
ing both supply and demand conditions and demand restraint was 
common to all donor programs. In the last half of the decade, 
greater concern is being expressed for the distributional effects 
of the adjustment/reform package. 

A voluminous body of literature has emerged on this topic, 
in which rationales can be found for defending almost any posi- 
tion on the efficacy of adjustment/reform programs. However, 
most observers agree that while such programs cannot ensure'eco- 
nomic growth, policies that inflate economies and distort re- 
source allocation are inherently suspect as'inappropriate to eco- 
nomic growth. 

Cornia and Stewart (1987) have ventured to sum up the fol- 
lowing "general lessons worth distilling" from the adjustment 
experiences of 10 countries16: 

. . . . . ' 

1. The shocks to which the majority of the countries 
had to adjust were exogenous (i.e., the results of 
changes in the international environment or in- 
climatic conditions, both factors beyond the con- 
trol of national authorities). 

2. 'Adjustment is necessary. Whatever the nature of 
the shock affecting the~economy, countries have to 
adjust to a changing environment. Failure to do so 

. . normally entails huge losses of output and human . .  
welfare. . . 

. . . . .  

16~he countries are Botswana, Ghana, and Zimbabwe in Africa; the 
Philippines, South Korea, and Sri Lanka in Asia; and Brazil (Sao 
Paulo), Peru, Chile, and Jamaica in Latin America. These case 
studies are examined in detail in Vol. 2 of the Cornia and Stew- 
art study. 



3. Growth-oriented approaches with structural adjust- 
ment have been successfully adopted. While several 
of the 10 countries analyzed followed predominantly 
contractionary policies, others adopted more 
growth-oriented approaches incorporating elements 
of struktural adjustment, and in some cases of 
human protzction. . 

4. Growth-orientee adjustment is necessary but not 
sufficient to ~rotect vulnerable groups. 

5. In the short-to-medium term, the well-being of 
children and other vulnerable groups can be pro- 
tected and even improved with the adoption of ap- 
propriate targeted programs, even during periods of 
economic decline. 

6. Most programs aimed at protecting the poor are 
relatively inexpensive in terms of total government 
expenditure and GDP. 

7. Foreign finance is important in facilitating a 
smooth program of adjustment. While the availa- 
bility of medium-to-long-term finance in sufficient 
amount allows the investment necessary for struc- 
tural adjustment ..., external assistance (often to 
meet foreign exchange costs of imported inputs) for 
specific programs designed to protect the poor also 

. . proved an important element for the successful 
' protection of human conditions. 

These conclusions point to serious problems but also p~ovide 
a basis for optimism. Some strategies for growth and poverty 
alleviation do exist. The point is that there are known strate- 
gies that can generate growth. What kind.of growth occurs-- - whether it improves the lot of the poor or not--depends on the 
kind of strategy chosen. .. , . .  

~he'general lessons of structural adjustment and policy re- 
form outlined above can be given pro rammatic.definition, as sug- 
gested by Adelman (1986) ' and others .' . First, some asset' redis- 
tribution is necessary. One 'approach is that of Hollis Chenery 
(1974) and others who advocate "redistribution with growth," by 
which a larger share of any economic growth is directed toward 
asset accumulati~.n by the poor or to investments that are comple- 
mentary to assets owned by the poor such as nutrition and educa- 

 h he comments here are based on the Adelman article. 



tion, irrigation, and credit programs or input subsidies, all 
directed exclusively toward the subsistence farmer. Adelman 
calls her suggestion in this regard "redistribution before 
growth." This suggestion follows from her studies of newly in- 
dustrializing countries--notably South Korea and Taiwan--that 
combined accelerated growth with relative stability in the ,in- 
comes of the Poor. On this basis she advocates. "(i) tenurial 
reform in agriculture ,befofe implemkmtatign of designed. 
to improve the productivity of agriculture, and (ii) massive 
investments in education before rapid industrialization" (p. 57). 

A second complementary strategy is to increase the relative 
and absolute demand for unskilled labor, which should be accom- 
panied by the strengthening of institutions that .improve labor 
mobility and access to jobs. Adelman suggests "reliance upon 
export-oriented growth in labor-intensive manufaccures and reli- 
ance upon agricultural-development-led industrialization" 
(p. 58). Such measures would include education, reduced barriers 
to migration, and reduction of d-iscrimination in hiring. Growth 
must be based on labor-intensive, high-productivity activities. 
If the emphasis is on manufacturing, then demand creation will be 
important, and this will mean external demand for the smaller 
economies. On the other hand, if agriculture or services are the ' 

focus, then existing demand .can be taken initially as a given 
with emphasis placed on increasing labor productivity in these 
sectors. 

B ~ t h  strategies imply,yet a third strategy to move prices 
closer to ciearing'levels.. An open-marke't'strattigy requires 
elimination of overvalued exchange'rates 'and tariffs, while an 
agricultural strategy requires improvement in the internal terms 
of trade ' for farmers. As Adelman notes, "price-increasing poli- 
cies can operate through factor or commodity markets, and/or they 
can increase the productivity of the assets owned by the poor" 
(p. 61). In a relatively free labor market, labor-intensiwwe 
development can increase wages if. unemployment 'and underemplcy- 
men,t are .relatively small. . . In commodity. markets,, an increase. in .. . . .. . 
the price of agricultural products will help the farmers. The 
productivity of labor--the major asset of the poor--can be raised 
i:hrough investment in human capital, inc.reasing the .availability 
of ~ssets comp.lementar;l to labor power (land, capital), . . or tsch- 
yical change (land-intensive innovations) . 

A study of World Bank experience by Demery and Addison 
#,1987) gives added weight to the suggestion that adjustment can 
be carried out while still protecting the poor. They examine 
attempts of more than a dozen developing countries to assist the 
poor while undertaking structural adjustment. Basically, Demery 
and Addison found that the effort must be rade to increase the 



participation of the poor in activities that are expanding under 
adjustment and to maximize their ability to generate income, so 
that transfer payments may be targeted to the most vulnerable 
groups. They "distinguish five broad approaches to assisting the 
poor under adjustment: (i) increasing their access to productive 
assets; (ii) raising their return on assets; (iii) improving 
their employment opportunities; (iv) ensuring their access to ' 

education and health services; and (v) supplementing their ' 

resources with transfersu (p. 3). The authors provide examples 
of each approach by drawing from a variety of programs undertaken 
with Bank assistance. In short, there are many specific examples 
of the possibility of protecting the poor during adjustment. 

There is nothing magical in this list of strategies. On the 
contrary, considerable controversy surrounds each suggestion. 
Moreover, these suggestions must be matched against the require- 
ments and potentials of individual countries and their external 
environments. In all cases, however, as both economists and 
political scientists recognize, the adjustment/reform package is 
basically political because some groups gain and some groups lose 
as the conditions are carried out, particularly in the short run. 
From this perspective, perhaps the main problem encountered in 
encouraging policy reform is to convince the leadership that they 
will be able to survive, and even prosper, while power and 
authority are redistributed under the adjustment/reform package. 
This is why policy reform cannot be imposed from the outside if 
it is expected to be of lasting value. Policy dialogue requires 
patient, long-term (a decade or more) collaborative efforts among. 
donors and 'recipients al.ike if it i s  not to become -just, another.. 
promising, but failed, development fad. 

Today, after two llsuccessful'll development decades. in which 
growth of GNP in developing countries rose briskly at 5 percent' 
in the 1960s and 6 percent in the 1970s (while poverty simultane- 
ously became more widespread), the strategy being sought is that 
found in the theory of markets,'and market-based development. At 
the same time,. the. best that any.. go.vernment can do .in ,formulating. . : .  . . 
economic policy is to try to achieve and retain an optimal bal- 
ance between regulation and other forms of government interven- 
tion and the free play. of market forces. Sometimes, advocates s f .  . '  

, . policy reform. appear to 'be suggesting that the market Qill solve 
all problems. Both theory and experience .(as; for example, the 
Japanese model) suggest tkat a vital and growing economy requires 
both a strong private sector and a strong, active government. 

There is yet another perspective on specific interventions 
that support policy-based structural adjustment. In a sense, the 
essential problem of development in developing countries is not 
that the potential of the market is not understood. Rather, it 



i s  t h a t  changes  t h a t  took  c e n t u r i e s  t o  ach i eve  i n  developed coun- 
t r i e s  a r e  b e i n g  c o l l a p s e d  i n t o  decades  i n  deve lop ing  c o u n t r i e s .  
I n  many c a s e s ,  t h e r e  ha s  n o t  been enough t i m e  f o r  t h e  i n s t i t u -  
t i o n a l  and c u l t u r a l  development t h a t  u n d e r l i e s  marke t - l ed  deve l -  
opment t o  occu r .  .Some common f e a t u r e s  of  s o c i e t i e s  i n t e g r a t e d  

. th rough  marke t s  a r e  a  system o f  laws p r o t e c t i n g  p r o p e r t y  and con- . 
t r a c t s ,  a ccep t ance  o f  t h e  r u l e  of  law i n . t h e  a r e a  o f  c i v i l  l i b e r -  
t ies, broad-based c a p i t a l  mark,ets and a r e l i a b l e  sys tem o f ,  p u b l i c  
accountancy,  t h e  concept  of r e l a t i v e l y  e q u a l  o p p o r t u n i t y ,  a  s p i r -  
it of r a t i o n a l i t y ,  and t h e  l i k e .  From t h i s  p e r s p e c t i v e ,  a  deve l -  
opment s t r a t e g y  must combine broad-based p o l i c y  ad jus tment  w i th  
p r o j e c t s  t h a t  h e l p  deve lop ing  c o u n t r i e s  overcome t h e  i n s t i t u t i o n -  
a l  and c u l t u r a l  d e f . i c i e n c i e s  t h a t  impede market development and 
r e q u i r e  more t i m e  t o  change. 

A . I . D .  s u p p o r t s  p o l i c i e s  t h a t  s t i m u l a t e  r a p i d  economic 
growth. I n  do ing  so ,  it emphasizes b o t h  i n d i v i d u a l  p r o j e c t s  and 
nonp ro j ec t  a s s i s t a n c e  a s  embodied i n  s t r u c t u r a l  ad jus tment  and 
p o l i c y  c o n d i t i o n a l i t y .  P o l i c y  d i a l o g u e  u n d e r l y i n g  p o l i c y  a d j u s t -  
ment emphasizes open t r a d i n g  regimes,  market  f o r c e s ,  and 
s t r e n g t h e n i n g . o f  t h e  p r i v a t e  s e c t o r .  A t  t h e  same time, it is 
recognized  t h a t  some ad jus tment  measures may res t r ic t  incomes o f  
t h e  poor ,  which i n  t u r n .  w i l l  r e q u i r e  p o s i t i v e  . coun t e rba l anc ing  . 

a c t i o n  by government. On t h e  w h ~ l e ,  A . I . D . , s  e x p e r i e n c e  wi th  
p o l i c y  c o n d i t i o n a l i t y  ha s  heen p o s i t i v e ,  a s  shown i n  s e v e r a l  
coun t ry  e v a l u a t i o n s ,  a l t hough  many d i f f i c u l t i e s  remain.  Cu r r en t  
A . I . D .  e v a l u a t i o n  e f f o r t s  w i l l  be devoted  t o  e s t i m a t i n g  t h e  i m -  
p a c t  of  p o l i c y  reform on lower  income groups .  P r e l i m i n a r y  
r e s u l t s  f o r  'Afri.c.a w i l l .  h e .  a v a i l a b l e .  by' mid-1989.. 

There is l i t t l e  doubt t h a t  t h e  e f f o r t  a t  p o l i c y  re form i s  
overdue and a p p r o p r i a t e .  Eva lua t i ng  t h e  effects o f  such  reform 
remains d i f f i c u l t  because  t h e r e  i s  no s imp le  q u a n t i t a t i v e  ex- 
p r e s s i o n  by which t o  judge s u c c e s s  o r  f a i l u r e .  However, w i l d l y  
o u t  o f  b a l a n c e  budgets ,  overva lued  exchange rates, i n e f f i c i e n t  
government r e s t r i c t i o n s  on t h e  s a l e  ' o f  a g r i c u l t u r a l  p roduc t s ,  and 

. a . h o s t  o f . s i m i l a r  econpmic. a b e r r a t i o n s  .us,ua,lly produced t h e  oppo- .. ,.. ,. . .. , . 
s i t e  of growth--economic chaos,  s t a g n a t i o n ,  and pove r ty .  Under 
t h e s e  c o n d i t i o n s ,  r e a l  development is u n l i k e l y . t o  occu r  and t h e  
poor a r e  u n l i k e l y  t,o. b e n e f i t  e x c e p t  from t h e  rd.ndom l a r g e s s  of  a  .' . . . . . 
l e a d e r  t r y i n g  t o  buy p o 1 , i t i c a l  s u p p o r t .  

Neve r the l e s s ,  t h e r e  a r e  a l r e a d y ' s i g n s  t h a t  p o l i c y  reform 
based on t h i s  s t r a t e g y  may be  p romis ing  t o o  much. There a r e  
s t a n d a r d  t e c h n i c a l  a.rguments f o r  a  go-slow approach on reform. 
J u s t  a s  ou r  knowledge base  i s  limited ( p a r t i c u l a r l y  i n  t h o s e  
a r e a s  wi th  t h e  most s e r i o u s  problems) s o  t o o  a r e  t h e  d a t a  on 
which p o l i c y  w i l l  be  based.  Also,  amb i t i ous  donors  o f t e n  p i l e  
c o n d i t i o n  on c o n d i t i o n  s o  t h a t  t h e  complexi ty  o f  mee t ing  any con- 



dition is tied in with meeting the others. Moreover, a behavior- 
al model that more clearly relates policy change to expected out- 
comes is lacking. The connection between these two elements 
often is impenetrable to rational, empirically based analysis. 

Finally, as with other "strategies" that have gained ascen- 
dancy at different times in development thinking, policy reform 
raises expectations. In this case, however, the expectations go 
beyond the limited hope that good results will be forthcoming . 
from the program. Policy reform requires extensive restructuring 
of economies, somethes to the short-run disadvantage of large 
numbers of the poor. In turn, this requires that donors accept 
the responsibility not only for sufficient assistance for the 
"reform," but for the costs that must be borne by those "losing" 
from the changes, and hence for political stability over the me- 
dium term. In other words, donors, as well as developing country 
leadership, must be willing to stay the course. The repudiation 
by Zambia in May 1987 of the major conditions of the adjustment 
package of the World Bank and the IMF, and other donors, is a 
case in point. Perhaps another dozen African countries as well 
will be unable to repay their external debts. It is widely 
agreed that the reforms initiated but now abolished by Zambia 
were basically sound, and that donors should have been aware of 
the extra funding requirements they implied over the medium term. 

The role of developed countries in policy reform efforts in 
developing countries bears special emphasis. As currently prac- 
ticed, policy reform generates cynicism among some observers, who 
note that deve1,oping countries are expected to run a "tight 
ship," while the more developed countries are permitted prof- 
ligate domestic practices as well as restrictive international 
practices. Policy cond,itions bear heavily on borrowing countries 
under our current international economic system, while industrial 
countries appear to have fewer conditions imposed on them. This 
asymmetry in policies can and often does have severe adverse ef- . '  
fects on developing countries undertaking reforms.  his is yet 
another dimension of the earlier statqnent that policy reform is , 

fundamentally a political act. Some developed countries urge 
policy reform that may depend on increased exports from develop- 

; ing countries while, for domestic political reasons, adopting 
, restrictive trade practices that .inhibit those potential' exports.. 
This problem is well known among all observers and brings,lnto 
question the seriousness of the proposals by representatives of 
developed countries for policy reform in deve'loping countries. 



APPENDIX A 

CONDITIONALITY AND PROGRAM ASSISTANCE I N  THE AGENCY 

FOR INTERNATIONAL DEVELOPMENT 

Source:  

T a b l e  A - 1  

T a b l e  A-6 
t h r o u g h  A-9 

T a b l e  A - 1 1  

GAO,  !'A S tudy :  C o n d i t i o n a l i t y  i n  t h e  Agency f o r  
I n t e r n a t i o n a l  Development 's  Economic A s s i s t a n c e  
Programs i n  S i x  C o u n t r i e s , "  F e b r u a r y  27, 1985, 
Xerox,  pp. 6-15. 

A.I.D., I lA.1.D. C o n d i t i o n a l i t y :  A r e v i e w  o f  
Recent  C o n d i t i o n s  C o n t a i n e d  i n  FY 1986 Program 
A s s i s t a n c e  A p p r o v a l  Documents (PAADs), xe roxed  
i n t e r o f f i c e  memorandum f r o m  Kenneth  Kauf fman 
(AAA/PPC/EA) d a t e d  November 25, 1986. 

Wesley Weideman, O r e s t  i t ioropecky , and E. S c o t t  
Thomas, "Zambian A g r i c u l t u r a l  S e c t o r  P o l i c y  
I m p a c t  Assessment ," O f f  i c e  o f  Development 
P l a n n i n g ,  Bureau f o r  A f r i c a ,  A.I.D., March, 1987, 
Appendix  C. 



TABLE A-1 
Conditionality in AID Economic Assistance in Five 
Countries (Costa Rica , Honduras, Egypt, Bangladesh, 
( Sudan ) 

Basic information each project and program is given as well as, if applicable, 
the nature of the pol icy conditional ity (macro stands for macroeconomic and micro 
stands for microeconomic), a summary of the conditionality and a general statement 
about whether the conditionality was met from AID'S point o f  view. "Type of Assist- 
ance" refers to the funding source. The funding account for each DA project is 
given as follows: A/RD/N, Agriculture, Rural Development and Nutrition; PP, Popu- 
lation Planning; HE, Health; EHR, Education and Human Resources; and SDA, Special 
Development Activities. 
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Ilonduras (continued) 

F lscn l  Pol  Icy 
- .  . -  Type o t  Vw r condl- 

ProJec tlProgram asslstance~ l n l  t l a t e d  A w n  t t l o n a l l t y  
( 8  ~ I I S )  

F l f t h  Amendment €SF I984 0 ( a l t e r  con- Yes 
d l  t  lomi t o  
Thlrd Amend- 
ment) 

S lx th Amendment ESF 1984 0 ( a l t e r  con- Yes 
d l  t  Ions t o  
Fourth Amend- 
ment) 

Seventh Amendment 

Elghth Amendment 

P.L. 480 

ESF 

ESF 

1984 30 loan Yes 
and grant  

1984 10 loan and Yes 
grant (not 
disbursed) 

Yos 

Yes 

. Nature 
o f  condl- 
t l o n a l l t y  

Macro 

H 1 cro/ 
Mdcr0 

Macro 

' ~ C T O  

HI c ro  

M l c r o  

Type 
o f  condl- 
t l o n a l l t y 8  

Tax pol lcy; 
economl c 
po l l c y  dls- 
cusslons 

Tax pol lcy; 
economl c 
po l l c y  dls- 
cusslons 

Externa l debt 
payments 

Export/ lmport 
l eg l s l a t l on  
and regula- 
t lons; e x t e r  
nal  debt 
payments 

Agr lcu l ture 
pol  i cy  changes; 
!nvestment 
promot Ion; 
forest ry  
reforms 

Mere con- See t h e  f o l -  
d l  t l o l s  lowlng pages 
met1 - f o r  d e t a l l s  . 

Yes 

P a r t l a l  l y  

P a r t l a l  l y  

- 

Partial l y  

Agr lcu l tu re  P a r t t a l  l y  
po l l c y  changes; ' 
water resource 
reform; farmer 
t r a l n l n g  
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Tax  Reform 

Senegal 

Jamaica 

Reduced Expenditures 

Chad 

Costa iiica 

Dominican Republic 

El Salvador 

Table A-2 

A I D  FY 1986 Conditional ity by Country 

I m~roved Tax Administration 

Senegal 

Haiti 

Honduras 

Jamaica 

Derequlation of Price and/or 

Market Controls 

Kenya 

Hozambique 

Togo 

Belize 

Ecuador 

Grenada 

Divestiture of Parastatal Enterprises 

Costa Rica 

Grenada 

2anama 

Restricted Activities for Parastatals 

Belize 

Grenada 



AID FY 1986 C o n d i t i o n a l i t y  

Mon.etary P o l i c y  

L i m i t  Domestic Borrowinq 

Cos ta  Rica  

E l  S a l v a d o r  

L i m i t  E x t e r n a l  Borrowing 

E l  Sa lvador  

Honduras 

Permi t  I n t e r e s t  Ra tes  t o  R i s e  t o  Mzrket C l e a r i n 9  Levels  

Zcuaaor 

Znhance P r i v a t e  S e c t o r  Access t o  Commercial Bank C r e d i t  

Togo 

Cos ta  Rica 



A-13 

AID FY 1986 Conditionality 

External Trade 

Linit/Reauce Export Taxes 

Zzire 

Dominican Republic 

Reduce I m ~ o r t  Tariffs 

Kenya 

Senegal 

Zaire 

Ecuador 

Reduce Restrictions on Exports 

Belize 

Export Promotion 

Belize 

Reduce Administrative Restrictions on Irn~orts 

Kenya 

Senegal 

Belize 

Haiti 

Xequire Purchase or Attribution of Equivalent Amount in U.S. 

Commodities (Code 000) 

Mozambique Dominican 

Somalia Ecuador 

Bolivia Guatemala 

Costa Rica Jamaica 

Panama 

Republic Israel 

Tunisia 



AID 1986 Conditionality 

 sternal Trade (continued) 

s ~ c u i r e  Purchase or Attribution in Either 000, 899 or 941 

countries Only 

S u d a n  

~1 Salvador 

Grenada 

~ ~ ~ , f u c e  or Eliminate Difference Between Official and Market 

~s~:flanae Rates 

~ , ) ~ t a  Rica 

~1~1: . \nce Private Sector Access to Foreign Exchanue 



A-15 
AID FY 1986 Conditionality 

Private Sector 

Increase Access to Domestic Credit 

Somalia 

Fewer Adminis~rative Controls/ 

?ewer/Lower Price Controls 

Kenya 

Togo 

3elize 

Regulations 

Kenya 

Enhznced Access to Markets and Productive Resources 

Hozambique 

Somalia 

aominican ~epublic 

El Salvador 

Enhanced Entrance into Selected Activities 

Somalia 

Togo 

Allow Enhanced Access to State Aqricultural Holaings 

Dominican Republic 

Grenada 
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e Table  A-8 

CATELOR IZATIOY OF FI 1986 ECONOHIC SUPPORT FUNDS OBL!GATIONS 

G3iC; 
i o i s m i  
Ct ad 
D l  ~ b t o t i  
Ec : n ~ a  
irenvr 
l i b e r i ;  
k l i c a s c a r  
k c r i i i u s  
n c z a r o ~ q u e  
h i ~ e r  

- S z n q a i  
C ~ Y C ~ I E !  1 E S  

s~€i:li 

M a n  
Tooo 
z a i r e  
Z a a S ~ a  
7 . :  ; r-5dOUE - 
SGE;  L e q l ~ a a l  

. 5s. h i r .  R ~ s u 3 l i c  
SG. h [ r .  I 7 q 1  l 
A l r  i c a  ~IEOICOZ~ 

Subict; :  

PROJECT- 
TYPE 

RE6iOX/tOUEit7Y ASSISTANCE 

FY !?8b Heu O S I i q a t i o n a l  A c t h c r l t y :  

7 .  b23 
2.5!9 
2.950 
6. uoo 
u.000 
6.000 
0 . w  
0.. 000 
0. 0C0 
0.000 
1.000 
0.000 
1.000 
0.000 
0.OGO 
9.527 
0.000 
f .  000 
0.678 a 1  
:, 735 

;:.a14 a /  
0.077 a /  

65.  = h 7  

14.325 
T 7 C  4 . 4 ~ 0  

14.355 
460.384 

C.957 
0.300 
l).000 
9.525 
1.;ao 

11.484 
19.556 

186.750 
0.000 
0.000 
0.957 

11.484 
0.000 

18.974 
0.000 

14.508 a /  

COH. IHP. PRGS. 
k SFEC. PROC. 
ACTIVITIES 

0.000 
0.000 
0.000 
0.000 

14.255 
0.000 
2.000 
1.914 
O.Od0 
0. 000 
0. 000 
1.914 ' 

0.300 
25.162 *+ 
0.000 
0.000 
0 . ~ 0 0  
0.000 
0.000 
0. uoo 
0. OGO 
0.000 

45.545 

CASH1 
G L A N C E  OF 
PAYHEHTS 

6.000 
7.000 
u.000 

10.600 bl 
0.000 

28.20: 
0. 300 
0. oco 
9.570 
4.373 

25.584 b l  
0.000 

21.011 
6.000 
7.850 b /  

15,000 b /  
15.000 
0.000 
0.000 
6.000 
0.000 
0.000 

143.491 . 

0.000 
0.000 
0.000 

110.055 
0. u00 

50.000 c l  
1,148.400 

(1.000 
8.000 
0.000 
0.000 
0.000 

119.625 
76.487 
0.000 
0.000 
5.000 
0.000 

119.625 
7.000 d l  

TOTAL 
FY 1986 

OY 0 



ESFCAT6b 
Disk 5 

L A T I N  FtilERICA 
Belize 
Bol iv ia  
C o s t i  Rica 
Dominican Repuolic 
Ecuador 
El Salvador 
Guatemala 
H a i t i  
Honduras 
J a a a i r a  
Panama 
Peru 
llruouay 
Caribbean Reaional 
LAC Reqional 
ROCAP 

Subto ta l  

CTHER 
ShT Bur. (Ocean. Res.1 

S u b t o t a l  

Pc rcen taqe  of  Total  

CATEGORIZATION OF FY 1936 ECOHOllIU SUPPORT FUHDS 08LIfiATIONS 

PROJECT- 
TYPE 

ASSISTANCE 

0.000 
0.000 
O.OO6 
6.000 
0.000 

30.025 
0.500 
3.321 
0.000 
0.000 
0.006 
7.000 
0.355 

21.172 
7.513 

43.713 
113.689 

1.435 
1.435 

957.330 

26.7lZ 

CUH. IHP. PR6S. 
& SPEC. PROC. 
CtCTIVITIES 

CLSHI 
BALANCE OF 

PRYREHIS 

1.914 
' 7.177 

120.582 
46.000 
20.110 e l  

147.000 
27.350 
18.000 
61.248 
58.000 
5.742 
0.000 

l4.000 
4.000 
0.000 
0.006 

545.123 

0.000 
0.600 

2,329.806 ' 

64.86Z 

TOTAL 
FY 1996 

OY9 

1.914 
7.177 

120.582 
46.000 
20.110 

177.045 
47.850 
21.321 
61.248 
53.000 

5.742 
7.003 

12.355 
25.172 

7.583 
43.7 13 

b58.812 

1.435 
1.435 

3,564.316 

10O.OOi 



ESFCATBb 
Disk 5 C;IT'w^ORIi;lTIOH OF FY 1966 EMHOHIC SUPPORT FUNDS OBLIGATIONS 

AS OF .SEE 7 :  1986 
(DOLLARS in HILLIONS)  

FRIJECT- COH.  IHP. PRGS. CASH1 
TYPE b SPEC. PROC. BALANCE OF 

RESION/CDUHTRY ASSISTANCE ACTIVITIES PAYHENTS 

a /  Includes  l o c i 1  s l l z ? ~ ! ,  c o s i s  a s  lollows: Sahel  Reyional-5.678 r i l l i o n  ( inc ludes  Chad 
S.2bbr and Wioer 3 .  k!h); b f r i c a  Reoimal-1.601 r i l l i o n  ( inc ludes  DJibout i -S.025~;  
Hadagascar-s.0278: Liber ia-5.507~;  and Zaire-5.043r); So. h f r .  Regional4.670 mi l l ion  
( f o r  Bots11an;-5,<Zr: Z i a ' c i b ~ L O Z h ;  So. hf r .  Reg 'l-S.05281; AHE Regional-S1.362 @ i l l i o n  
( f o r  Alqhanis:;n-3.C13r; E?$t-5.7abr; Jordan-5.247r; Lebanon-5.2476; 

Oman-5.Olk; Pcrt.-;a:-i.OT3a; and Tunisia-$. l b & )  j a d  for Latin America-- 
Peru-5.035 r i l l i c c ;  5aiti-5.111 r i l l i o n ;  and Caribbean Regional S.172 r i l l i o n .  
Af r i ca  and Acia;kear Eas t  have included l o c a l  support c o s t s  in  t h e i r  Regional 
programs; LA: has i ~ : t  l o c a l  s u ~ p o r t  c o s t s  i n  PD&S p r o j e c t s  wi thin  t h o s e  a f f e c t e d  cliuntries.  

b /  Inc ludes  funds f a r  k e  Afr ica  Econoric P o l i c y  Reform a s  follows: Guinea $10 r i l l i o n ;  
Senegal $15 a i i l i m :  io+o $7.35 r i l l i o n ;  and Za i re  115 r i l l i o n .  Total:  $47.85 r i l l i o n .  

c /  These lunos ; r e  r r e  ."l I 9 k  L.S. c o n t r i b u t i o n  for the  I n t e r n a t i o n a l  Fund for  
I r e land  and horthzrr ,  I r ~ l w d  in  iccordance r i t h  Publ ic  Lam 99-190 

d /  These funos ;re f c r  t h ~  Irdi;  Defensive Hired Cred i t  proaraa. 
e /  Ecuador inc ludes  r; r i l l i h i  r ep rogra r red  f r o r  Soaa l i a  deobl iqat ions .  

TOTAL 
FY 1986 

OYB 

** In process 25 rzzllocaiing $15.162 million from Sudan to other programs. 
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Table A-l@ 

Pol icy Inventory Matrix f o r  Soma1 ia 

Pol lcy  Category: F i s c a l  

P o l i c y  I n t e r v e n t i o n  Implemanting l n e t i t u t i o n  Impact Aeeeeernent 

Recurrent  Spending n i n i o t r y  of Finance, 
~ l t h o u g h  cono t ra lnod  by 
promise0 made to  the 
Pol i tburo .  

Reforms Undertaken 

C 

& O 
1, 

4 u 3  : L a  
The GOS is eeek lng  t o  c u t  r e c u r r e n t  .pending and h i k e  t a x e s  t 

i i i ! ;%eaie  reduce  budget d e f i c i t s .  I n  r e c e n t  y e a r s ,  d e f l c i t s  hade been 
e x c e e e l v e ,  r ang lng  a s  h i g h  a a  11 p e r c e n t  of GDP. To reduce  f ~ ~ ~ p ~ ~  r e c u r r e n t  spending,  t h e  a s :  

- - ., - a b o l i e t ~ e d  t h e  p r a c t i c e  of aut.omatic employcant f o r  a l l  h l  
s c h o o l  graduate.  i n  1903. 

- h a s  r e p r e e e n t a t i v e a  i n  a l l  spending ministries and a g e n c f e s  
t o  review a l l  expendl tucea r e q u e s t s  b e f o r a  a u t h o r i z a t i o n  i n  
o r d e r  t o  l i m i t  expend i tu re8  w i t h f n  budget a l l o t m e n t 6  and 
d i e a t l o w  low p r i o r i t y  purchaneo. 

- reduced c l v l l  s e r v a n t  arnployment two ( 2 )  p e r c e n t  i n  1985. 
Over 2,500 c i v i l  s e r v a n t s  were r e t i r e d  between January ar 
Oc tober  1985 and a n  a d d i t i o n a l  1,600 were a w a i t i n g  
@ r e e l d e n t '  a  approva l  f o r  r e t l r c rnen t .  A l s ~ ,  1 ,300 were 
d i smleaed  and g iven  t h e  o p p o r t u n i t y  t o  work i n  a g r l c u l t u r a  
o r  f i s h e r i e s .  S i n c e  October 1985, r e t i r e d  e q l o y e e s  a r e  
be ing  rep laced .  

- waa a d j u s t i n g  expend i tu re  c e i l i n g e  f o r  t h e  remainder  o f  
1986. Those d n l s t r i e s  who exceeded budgetary a l l o c a t l o  
i n  the f i r e t  h a l f  of 1986 were reduced by t h e  eame amoun 
t h e  second h a l f .  I n  a d d l t l o n ,  there was a n  across- the-boar  
r e d u c t i o n  of f i v e  (5 )  p e r c e n t  i n  a l l  m i n l s t r l e s  and no n  
s l l o c a t l o n e .  T o t a l  eav lngs  e q u i v a l e n t  t o  1 2  p e r c e n t  of 
n o n - i n t e r e e t  o r d i n a r y  o u t l a y s  were p r o j e c t e d .  
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P o l i c y  Ca tego ry :  P r i v a t e  S e c t o r  

o l i c y  I n t e r v e n t i o n  Implement ing  I n e t l t u t i o n  Impact  Aseeswren t  

r i v a t a  S e c t o r  A c t i v i t y  V a r i o u s  i n s t i t u t i o n s  C 
0 *I 

i n c l u d i n g  t h e  H in imt r i em -4 o u  
of P l a n n i n g  a n d  A g r i c u l t u r e  " 'TI 

+ 

R e f  o m s  Unde r t aken  

The GOS i e  e e e k i n g  t o  s t l m u l a t e  p r i v a t e  s e c t o r  a c t l v l t y ,  
e o p a c l a l l y  i n  m a n u f a c t u r i n g  which  c o n t r i b u t e .  but 5 p e r c e n t  o f  
CDP, 

I n  o r d e r  t o  g u a r a n t e e  a  minimum l e y e l  of c r e d i t  t o  t h e  
p r i v a t e  e e c t o r ,  llrnits have been p l a c e d  o n  Agriculture 
Development C o r p o r a t i o n  (ADC) c r e d i t  e x t e n s i o n s .  

A q u a e i - p r i v a t e  Chamber of  Canmerce h a s  been e e t a b l i e h e d r  
t h e  p r i v a t e  s e c t o r  a l s o  may form t r a d e  a e a o c l a t i o n e .  

The operation of  p r i v a t e  a c h w l m  and  p r l v a t e  p r a c t i c e  by 
p h y e l c i a n e  a r e  now a l lowed .  

A r e v i e e d  p r i v a t e  a n d  f o r e i g n  i n v e e t m e n t  law has been 
approved  a t  t h e  t e c h n i c i a n  l e v e l  and  was e x p e c t e d  t o  be p u t  
t o  t h e  C o u n c i l  of  H i n i e t e r s  b e f o r e  t h e  end of 1987. The l a -  
w i l l  r e d u c e  r e g u l a t i o n e  and g i v e  i n c e n t i v e s  t o  p r i b t e  f i r m  

A l aw  a l l o w i n g  t i r e  f o r m a t i o n  o f  p r i v a t e  c a m n e r c i a l  banke a n  
i r ~ e u r a n c e  l n o t i t u t i o n e  ha6 h e n  p r e p a r e d  and wae a w a i t i n g  
the Pree iden t 'm  e l g n a t u r e .  

P r i v a t e  i m p o r t a t i o n  of  a l l  goods  i s  a l lowed  and a l l  
l i v e s t o c k  a n d  bananae  a r e  a x p o r t e d  p r i v a t e l y .  





1 

P o l i c y  I n t e r v e n t i o n  

P r i c i n g  

I n p u t  Supply  

Implamentirig I n e t l t u t l o n  Impact  Aeeoeement 

HLnle t ry  of  A g r l c u l t u r a  

G 
tl! n i r t i y  o f  A g r l c u l t u r a ,  c o + E C  o u 
n l n i r t r y  o f  Comercm a n d  4 01) 

I n d u s t r y ,  H i n i e t r y  or srn;  be k gi 
H a a l t h  + m  a . 4  Elsa ieaa  

L i t t l a  Impac t  i n  
n e a r  t e r m  o n  t h e  
above  v a r i a b l e e .  

Rctorme Under taken 

P r i c e s  of m a j o r  a g r l c u l t u r e  p r o d u c t e  a r e  i n c r e a e i n g l y  s e t  by 
m a r k e t  f o r c e e r  s u p p o r t  p r i c e s  a r e  r e v i s e d  periodically. 
h r t i f i c l a l l y  low p r i c e s  had o t f e c t a d  p r o d u c t i o n  n e g a t l v a l y .  F o r  
example  r 

- I n  1981,  p r o d u c e r  p r l c e e  f o r  moat a g r i c u l t u r e  p r o d u c t e  wera 
l n c r a a e e d  3 0  to 50 p e r c e n t ]  f o r  bananae  t h e  h i k e  wae 1 0 0  
p e r c e n t .  

- A t  t h e  b e g l n n l n g  of 1905. p r o d u c e r  p r l c e e  of  bananaa  were  
d o u b l e d ,  amount ing  t o  s r e a l  l n c r e a e e  of  38 p r c e n t .  They 
were  increased a g a i n  by a lmoe t  45 p e r c e n t  a t  t h e  b a g i n n l n g  
of 1986.  

- Unimum e x p o r t  p r i c e s  t o r  l i v e e t o c k  now move i n  l i n e  w i t h  
c u r r e n t  m a r k e t  c o n d l t l o n e .  

The C0S l e  e n c o u r a g i n g  p r i v a t e  s e c t o r  d i e t r l b u t i o n  of  , 
a g r i c u l t u r e  i n p u t e  which c o n e l e t  p r i m a r i l y  o f  t r a c t o r s ,  o i l ,  
f e r t l l i z e r e ,  v e t e r i n a r y  d r u g e  and  pumps. 

- The GOS is t o  p e r m l t  any p r l v a t e ~ l n d i v l d u a l ,  g r o u p  of  
i i ~ d i v l d u a l e ,  or company t o  o b t a i n  l i c e n s e e  t o  i m p o r t  d l a a a  
f u e l  and  l u b r i c a n t e  and d i e t r i b u t e  thern t h r o u g h  p r i v a t e  
c l l anne le  w i t h o u t  a d d l t l o n a l  cha rgee .  

- QIAT, t h e  s t a t e  t r a c t o r  e e r v l c e  company, ha0 been 
s u b s i d i z i n g  t r a c t o r  r e n t a l e ,  d l e c o u r a g l n g  p r i v a t e  e e c t o r  
d i e t r l b u t i o n .  Undar t h e  IBRD A g r i c u l t u r a l  S e c t o r  S t rUCtUr  
Adjuetment  Program (ASSAP), OllAT w i l l  be r e q u i r e d  t o  achle 
f u l l  c o a t  r e c o v e r y  f o r  t r a c t o r  r e n t a l s .  

- The GOS is i n c r e a s i n g  t h e  number of  n o n - p r e e c r i p t i v e  
v e t e r i n a r y  d r u g e  c l a e e i f  l e d  asr s a f  e  f o r  p r i v a t e  i m p o r t e .  
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Table A-11Significant Policy Changes in Zambia Since 1979 

The na r ra t ive  which follows documents the more s i g n i f i c a n t  
changes which have af fec ted  ag r i cu l tu re  s ince 1979: 

-- The GRZ began placing increasing emphasis on ag r i cu l tu re  with 
increasingly s trong statements concerning the importance of 
ag r i cu l tu re  a t  the 1979 Consultative Group meeting. However, 
ac t ions  f a i l e d  t o  match the  i n t e n s i t y  of the  rhe tor ic .  

- - Producer p r i ces  f o r  maize were increased by 32 percent. 

-- The GRZ continued t o  improve producer incent ives through timely 
p r i c e  increases.  

-- The Ministry of Agriculture and Water Development Planning Unit 
was e-xpanded. 

-- An agreement was signed wi th  AID t o  improve capaci ty  i n  
a g r i c u l t u r a l  pol icy  analys is ,  - research and extension. 

-- Price  i i ~ c r e a s e s  were announced i n  a timely manner f o r  maize and 
o the r  crops. Increases ranged from twelve t o  s i x t y  percent. 

- - The subsidy on maize consumption was reduced over SO percent. 

-- The r o l e  of the  marketing p a r a s t a t a l ,  Namboard, was reduced by 
decent ra l iz ing  management cont ro l  of the cooperatives and 
allowing them more freedom i n  marketing. Cer ta in  of the  
Namboard s torage a reas  along t h e  i i n e  of r a i l  were turned over 
t o  cooperatives.  

- - Changes i ~ .  tax laws and the t a r i f f  s t ruc tu re  provided increased 
incent ives f o r  a g r i c u l t u r a l  production. '  Income t ax  was reduced 
from over 50 percent t o  15 percent f o r  farmers. Equipment was 
given accelerated write-off and t a r i f f s  and d u t i e s  on most 
equipment were eliminated. Commercial farmers benefi t ted more 
than t r a d i t i o n a l  o r  emerging farmers s ince most of the smaller  
farmers paid l i t t l e  o r  no taxes and had l i t t l e  equipment t o  
depreciate .  



-- Some animal t r a c t i o n  equipment was avai lable  a t  a lower p r i ce  
because of the  lowering of t a r i f f s .  

-- The r o l e  of the 
land and a s s e t s  

Producer p r i ces  
and 15 percent. 
sorghum. 

tobacco p a r a s t a t a l  was reduced by s e l l i n g  off 
t o  the  p r i v a t e  sector .  

were increased i n  r ea l  terms between 3 percent 
Purchase p r i ces  were announced f o r  cassava and 

Retai 1 pr i ces  were decontrolled f o r  a l l  major products except 
wheat, maize and candles. This increased the flow of goods i n t o  
r u r a l  areas because t ranspor ta t ion  cos t s  could be recovered i n  
the s e l l i n g  price.  This a l s o  helped t o  increase producer pr ices  
with the o f f i c i a l  producer p r i c e  becoming a f l o o r  p r i c e  instead 
of a f ixed  pr ice .  

e a r l y  warning crop forecas t ing  system was establ ished.  

-- The kwacha was devalued by 20 percent  and allowed t o  f loa ' t  
aga ins t  a basket of currencies  of major t rading partners .  This 
was p a r t i a l l y  i n  recognition of the  need t o  reduce import demand 
and encourage, new exports. 

- - F e r t i l i z e r  subsidies  were reduced and the p.rice of f e r t i l i z e r  
was allowed t o  r i s e  by 60 percent 

-- The consumption subsidy on mealie meal was reduced and p r i ces  
allowed t o  increase by 30 t o  40 percent. 

-- Producer p r i c e s  were increased in  r e a l  t e n s  by 7 t o  20 percent. . 

-- The subsidy t o  

-- I n t e r e s t  r a t e s  

Namboard was reduced. 

on savings and loans were increased. 

-- The kwacha continued i t s  pegged Eloat and depreciated 
agains t  the do l l a r .  

-7 Producer p r i c e s  were increased and Eor the  f i r s t  time 
p r i c e s  instead of c o s t s  of production were introduced 
p r i c ing  dec is ion  f o r  a l l  crops except maize. 

40 percent 

border 
i n  the 



- - Retai lers  were allowed to  charge £or t ransport  cos ts  on mealie 
meal hauled over 25 kilometers. 

-- In teres t  r a t e s  were increased t o  15.5 percent on savings and 
17.5 percent on loans. 

- - Wheat p r i c e  contro ls  were eliminated. 

- - Fl'oor pr ices  were establ ished f o r  a control led commodities 
except maize, Fanners a re  f r e e  t o  negotiate  f o r  a higher price.  

- .. Consumer subsidies on maize were reduced and pr ices  allowed to  
increase 22 percent. 

- - In October exporters  of non-traditional ~ x p o r t s  were allowed to 
r e t a i n  50' percent of the  foreign exchange earnings generated 
from exporc sa les .  

- - Rest i tu t ion  paynents t o  cooperatives were eliminated forcing. 
cooperatives t o  become more cost  conscious. 

-- Subsidies on t r a c t o r  h i r e  un i t s  were decreased and ra tes  allowed 
t o  increase by 40 percent. 

- - Transportation r a t e s  f o r  truck haulage were increased by 33 
percent. 

-- Subsidies t o  Namboard were increased and Namboard was reinstated 
a s  the primary buyer and s e l l e r  of maize with cooperatives 
act ing a s  agents of Namboard. 

-- Consumption subsidies on maize meal were reduced approximately 
40 percent and pr ices  were allowed t o  increase 40 t o  50 percent. 

-- In te res t  r a t e s  were decontrolled i n  the  economy. 

-- A foreign exchange auction system was s tar ted .  

- - Liberalized procedures f o r  import l icenses  were established. 

- - Producer p r i ces  f o r  maize were increased 95 percent. over the 
previous season. 

- - Steps were taken t o  reduce the c i v i l  service through ea r ly  
reti rement and limited replacement. 

-- Producer p r i ces  on processed agr icu l tu ra l  items such as dai ry  
products and sugar were decontrolled. 



The foreign exchange auction continued and d e v ~ l u a t i o n  i n  cne 
year reached almost 70 percent. 

F e r t i l i z e r  subsidies were decreased fu r t he r  and pr ices  a l l w e d  
t o  increase almost 200 percent i n  one year. 

Namboardls monopoly on maize and f e r t i l i z e r  market~iig was 
eliminated a s  cooperatives and private t r aders  were zi11cwd t o  
market maize. 

Full  cost  recovery was allowed on g ra in  bags. 

The domestic f e r t i l i z e r  producer was allowed t a  ch?;.ge ia~?cr t  
pa r i ty  on compound f e r t i l i z e r s .  

Consumer subsidies were eliminated on breakfast meal and prices 
on lower qua l i ty  mealie meal were s e t  a t  K28.31 per 50 kilozram 
bag. However, the  p r i c e  increases were pa r t i a l l y  rescinded i n  
the face of food r i o t s  and a number of la rge  mi l l e r s  w5re 
nationalized. 

Increased t ranspor ta t  ion  r a t e s  i n  r u r a l  areas. 

- - Because of lack of foreign exchange and agreement with the 
London Club t o  negotiate  and consolidate short-term ccmmrcial 
a r rea r s ,  payments on the short-term commercial a r rea r s  h ; .~e  been 
delayed. 



APPENDIX B 

WORLD BANK CONDITIONALITY 

1. STRUCTURAL ADJUSTMENT LENDING AND ITS RATIONALE 

The World Bank began its structural adjustment lending pro- 
gram in 1980. Although there was program lending prior to this 
within the Bank, this was the first large-scale attempt'at at- 
taching significant policy conditionality to loans. The discus- 
sion in this appendix of Bank practice with conditionality is 
based on several Bank publications on the theoretical appropri- 
ateness of policy reform and the actual results of such reform. 
The discussion,is also based on inte~views in Washington and 
abroad with development economists within and outside of the 
Bank. 

The Bank's Operational Manual defines Structural Adjustment 
Loans (SALs) as nonproject loans to support programs of policy 
and institutional change necessary to modify the structure of an 
economy so that it can maintain its growth rate and the viability 
of its balance of payments in the medium term. Sector Adjustment 
Loans (SELs) have policy objectives similar to those of SALs but 
are directed toward limited sectors of the economy. 

The new SAL program was a response to the sharply worsened 
international economic conditions of the time and to the growing 
difficulties experienced by many developing countries. These 
included, for example, weakening exports, large current account 

. . defici'ts, .high and growing debt service tatios, 'and declining and . . 

in some cases negative growth rates. In effect, the creation of . . 
SALs reflected three new realities. First, many of the economic 
problems facing developing countries could not be touched through 
individual projects because the macroeconomic environment was 
hostile to project success. Second, by the late 1970,s there was 
greater appreciation that prices are often more effective as 
incentives than are government initiatives,. Third, it became 

. glaringly apparent after the .second.oil shock .of. 1979.that devel-., . . . 

oping countries needed to adjust their economies to international 
prices. 

. . 
Consistent with the .nature and' urgency of these probl&ms, ' '  

SALs have essentially three characteristics. First, they' are an 
instrument for policy dialogue between the Bank and recipient 
developing countries. Second, they are intended to provide sup- 
port over several years, often 3 to 5 years. Finally, they carry 
provisions for quick disbursement of foreign exchange for imports 
not linked in advance to specific investment programs. In this 
light, it can be seen that SALs are intended to be complementary 
to International Monetary Fund (IMF) balance of payments assis- 



tance, because they differ in type of assistance, scope, and time 
frame in which the effects of policy change occur. 

Initial internal guidelines suggested that program lending 
could constitute up to 10 percent of total Bank lending commit- 
ments, but this is no longer applicable. In genersl, the volume 
of adjustment lending (both SAL and SEL) is expected to be in the 
range of 15 or 20 percent of total lending over the next few 
years (see Table B-1 for the structure of Bank lending by lending 
instrument from FY 1975 to FY 1986). Current practice does not 
limit potential SAL borrowers to those developing countries suf- 
fering from any particular kind of problem. While most countries 
receiving early SALs were middle-income countries, today the 
pattern of SAL lending is more widely dispersed.' 

The question has been raised of why several countries, 
despite serious adjustment problems, have not chosen to seek 
SALs. Common reasons suggested by Bank staff include the great 
multiplicity of conditions, the "high visibility of a SAL" within 
a country, the developing country leadership's fear of having 
"surrendered" to the Bank, and the general concern for both so- 
cial and political costs associated with structural adjustment. 

Table B-2 indicates the kinds of policy and institutional 
changes that have been sought through SALs, and the country 
application of institutional reform conditions is shown in Table 
B-3. These tables are reminders of the wide variety of possible 
approaches to policy and institutional change. Perhaps the point 
most graphically illustrated is the necessary association in Bank 
.practice.between policy conditionality and institutional change. , 

This means that technical assistance is considered to be an inte- 
gral part of policy conditionality. 

In 1986, SELs were about 14 percent of World Bank loans and 
credits, while program and Structural Adjustment Loans were only 
about.5 ~ercent.~ Although the focus in this appendix is mainly 
on SALs, the importance of SELs, and their similarity to SALs, 
must be noted. SELs are generally medium-term, quick-disbursing 

- 
. . 

'world Bank staff report that 'up to the end of. FY 1986, 20 coun- 
tries had received 38 SALsi and another 25 SALs were beingconsi- 
dered for 1987-1988. Countries with SAL..programs at the end of 
FY 1986 are Bolivia, Chile, Costa Rica, C6te dl Ivoire, Guinea, 
Guyana, Jamaica, Kenya, Korea, Malawi, Mauritius, Niger, Paki- 
stan, Panama, Philippines, Senegal, Thailand, Togo, Turkey, and 
Yugoslavia. 

2~iscussion of SELs is based on "Sector Adjustment Lending: Pro- 
gress Report" (World Bank 1986~). 



loans (with an average disbursement of 2 years). About 25 per- 
cent of all sector lending was in countries in Sub-Saharan Afri- 
ca, with minor allocations of SELs to South and East Asian and 
Pacific countries. SELs have much in common with SALs: (1) t.hey 
support policy and institutional reform, (2) they stress ration- 
alization of public sector investment, and (3). their success 
requires an appropriate macroeconomic policy framework. 

Table B-1. Distribution of World Bank Loans and Credits 
by Lending Instrument, FY 1975-FY 1986 

(percentages) 

Average Average 
Lending Instrument FY 75 FY 79-80 FY 81-82 FY 83 FY 84 FY 85 FY 86 

Specific Investment Loans 58.5 

Sector Investment Loans 

Financial Intermediary 
Loans 

Sector Adjustment Loans 

Program and Structural 
Adjustment Loansa 

Technical Assistance 
Loans 

Emergency Reconstruction 
Loans 

~ o t a l ~  

. . . 
"Includes both program and Structural ~djustment Loans ahd credits.' Prior to the in- ' ' .  . 
troduction of structural adjustment lending in the early 1980s and in some instances . 
thereafter, the Bank has provided a small number of program loans and credits with a , , 

similar overall policy focus. 
bMay not add exactly due to roundicg. 

Source: Michalopoulos (1987b) . 





Table 8-3.  Institutional Reform Components of World Bank Structural Adjustment Lending Through 1984, by Country and SAL 

cot. 
Bol lv la  Guyana d'lvolrm Jamaica Kenya ItOKma Malawi h u r i t i u a  Pakimtan Pmnalu Ph1llppln.a Saneqal ZhaLland Togo W h y  Yugoalawia 

1 2  l ?  1 2  I 2  1 2  1 2  1 2  1 2  1 2 3 4  

Econda and F i n a n a i d  %uiagmnmt 
Economic Policymaking Bodies . . .  (includes SAL monitoring) 
Planning Process Mechanisms, 
Institutions . . . . . . . . .  

Public Sector Investment Pro- . . . . . .  . gram Management ; 
Budget Process Institutions . . 

. . . . . . . . .  Tax Administration 
Accounting and Auditing Systems 
Debt Management Systems, Insti- 
tutlons . . . . . . . . . . . . .  . . .  

Rtblic Acbainiotration 
Government Employment, Pay, 

. . . . . . . . . .  and Incentives 
Civil Service Management 
and/or Reorganization . . . . . .  

Paamtatal Economic Parfonmncr 
Government Enterprise .Frame- 
work . . . . . . . . . . . . . .  '0 .@ @ @ 0 @ @. @ 0 o @ em.. . . . . . .  Enterprise-Level Reforms . 08 e o  e e  e me@ 

lionfinmuid Soctor Inatitutionm 
or 1LFPf.tri.o 
Agriculture . . . . . . . . . . .  '0 e e  0 0  e e  em l .a. 0 

Energy . . . . . . . . . . . . . .  8 oe o o eee 
Industry . . . . . . . . . . . .  9 oe  00 e e  o o em 

Tra& Admbirtrrtion Rmfo~~. . 
Tariffs, Import Licensing 
Procedures, Administration - 
of Expcrt Incentives, etc. . .  

Note: 8 indicates important aspect of program, specific reform, action plan, or assistance program, and o indicates minor aspect 
of program, statement.of intent without specific action, preparatory studies, and so on (in some cases leading to stronger 
measures ,in subsequent SALs) . I 

I 

Source: World Bank (1984). . .  



B-6 

The major difference between SALs and SELs is that SELs, by 
concentrating on a limited group of policies and activities in a 
sector, can be more detailed and pursue reform in greater depth 
than is possible with SALs, which address broader economy-wide 
policy reforms and therefore are more taxing of the host coun- 
try's policy and administrative apparatus. Two preconditions . 

. suggest when a SEL is the more appropriate loan vehicle: (1) in 
countries that do not have or would find it difficult to draw up 
a comprehensive adjustment program, in which case the SEL can be 
the first step in that direction; (2) in countries that have 
adjustment plans or that have the capability of drawing up such 
plans, whereupon lending should begin with a series,of SALs and 
then proceed to the sector level with SELs. 

The policy objectives of SELs are similar to those of SALs: 
promoting increased resource mobilization and efficient resource 
allocation, which will lead to increased growth. As with SALs, 
they address four interrelated areas: (1) reform of trade re- 
gimes; (2) mobilization of resources through fiscal and financial 
policies, particularly measures for rationalizing interest rates 
and tariffs; (3) improvements in the efficiency of domestic 
resource use, including rationalization of the public sector 
investment program and reductions in the level of government 
involvement in economic decisions, particularly regarding prices; 
and ( 4 )  institutional reform. 

Essentially, the analytical model followed by the Bank in 
its adjustment programs is based in part on standard neoclassical 
,economics and variants of the two-gap growth model that stress 
.:the saving-ihvestment balance and foreign .'&xchange.constraints. 
Such models emphasize the'availabiiity' of external resources' 
(which can close either gap) and the capital requirements neces- 
sary to sustain planned growth targets. The focu,s is .on national 



accounts and real variables in a Harrod-Domar model of an open 
economy. 3 

Although frequently cited as stressing an export-led econo- 
my, the Bank strategy in applying the model, according to Bank 
staff, is strictly neutral, emphasizing an approach that favors . 
neither export promotion nor import substitution. While the 
emphasis on changing relative prices is in the neoclassical tra- 
dition, the Bank also stresses institutional change such as 
financial and tax reform, revenue collection, limitations on 
parastatals, and so forth. This institutional component in SALs 
is pragmatic and intended to support the stipulated policy chan- 
ges. The Bank generally follows the IMF in monetary and exchange 
rate policy (although the Bank bas been involved in institutional 
changes relating to exchange rate adjustment). (The Bank 
approach can be contrasted with the model used by'the IMF, which 
rests essentially on the monetary approach to the balance of 
payments, as discussed in Appendix C.) 

In his recent World Bank paper, Michalopoulos (1987b)~ 
states that it is useful to note what experience suggests con- 
cerning appropriate policies for stabilization and adjustment in 
developing countries. First, it is clear that prolonged and sig- 
nificant aggregate imbalances'(with aggregate demand exceeding 
domestic and foreign resource availability) is inimical to longer 
term growth. Such imbalances are manifest in high and unpredic- 
table inflation and periodic balance of payments crises. In this 
process, savings are inhibited and resources are misallocated, 
and price controls prove ultimately dysfunctiona.1. The remedy 
implied by this, syndrome . . :is to, bring spending 'in 'line with domes- 

 h he Harrod-Domar model, in the words of a standard development 
textbook (Herrick and Kindleberger 1983), "shows the dynamic 
relationship between a single scarce factor of production (capi- 
tal stock) and a single homogeneous output. Its main contribu- 
tion lies in the recogniti~on that one period's capital formation 
is the next period's source of output, i.e., that investment 
creates the capacity for increased production in the future, 
which in turn affects the size.of equilibrium output and'income. 
Like many other intellectual advances, this conclusion may seem . . 

. less than earth-shaking, but,it represented a considerable step 
forward when compared with the unquantified Keynesian theory that 
preceded it. Furthermore, it is clear that the framework is more 
generally applicable than was first imagined." 

4 The discussion here is based on Michalopoulos, but another World 
Bank document also describes SALs and is available for public use 
(World Bank 1984). 



tic and foreign resource availability by using monetary, fiscal, 
and exchange rate policies as the three main instruments of the 
stabilization program. The key issue for adjustment and growth 
is to find the combination of the three macroeconomic policy 
instruments that will, for any given level of external finance, 
attain stabilization objectives while also being the most suppor- 
tive of future structural adjustment and the least disruptive to 
growth. Of course, how these policies are applied is important. 
For example, if the adjustment burden falls mainly on physical 
and social infrastructure or essential maintenance activities (as 
a means to reduce a government deficit), then future growth will 
be jeopardized. 

According to Michalopoulos, several policy areas require 
attention in attempts to induce structural change and growth. 
For example, public savings can be increased and resources can be 
mobilized by a reduction in government expenditures and/or an 
increase in revenues. Deficits can in many cases be reducea 
without adversely affecting growth or distribution objectives. 
Public sector performance can usually be improved by increasing 
efficiency in enterprises, closing weak paraatatals, and pri- 
vatizing others. Also, the tax base can be broadened and revenue 
collection can be improved. 

Second, private savings can be increased by stable and pre- 
dictable macroeconomic policies, particularly as they relate to 
interest rates and inflation. 

Third, the more prevalent types of microeconomic distortions 
can be reduced. ' These. include, for exam@le, price controls, . . 
highly differzntiated incentives in,the trade sector, subsidized 
interest rates, credit rationing, and impediments to labor mobil- 
ity and adjustment.in.rea1 wage controls. . . 

Fourth, allocation of public investment can be improved. It 
should be.reduced i n  commercial sectors such as industry and 
agriculture (where private investment is as, or more, efficient) 
and shifted ,,to .activities for which there, are, signigicant,, exter- 
nalities,' such as human resource development' and physicai infra-.' 
structure. 

.Fifth, to stimu1,ate .a shift in, resources and an increa.se in. ' 
the supply of' tradables, two sets'of policy'measures are impor- 
tant: (1) a macroeconomic policy mix resulting in an appropriate 
real exchange rate and (2) a proper incentive structure that is 
neutral toward production for the domestic market and production 
for the foreign market. 



Against this background, three important issues in the Bank 
strategy of economic policy reform can be briefly outlined (as 
developed in Michalopoulos 1987b). 

The first issue concerns the sequencinq of reforms. There 
is agreement that economic stabilization needs to precede stcuc- 
tural adjustment. .(It has been shown ,that failures of trade 
liberalization reforms have stemmed mainly from the failure of 
'the accompanying anti-inflationary programs.) Unfortunately, 
economic theory offers little guidance on an optimal sequence for 
removing market distortion (e.g., agricultural pricing or tax 
regimes first?). Internationally, the usual argument is that the 
current account should be liberalized first, leaving the capital 
account until much later. 

A second issue concerns the speed of reforms. Structural 
adjustment is not an end in itself but a means of raising the 
efficiency of resource allocation, among other things. Because 
allocation depends on price expectations, the credibility of any 
reform is very important. This means that timetables have to be 
realistic. However, the faster the speed of adjustment, the 
higher the transitional costs. 

A third issue is the selection of macroeconomic policies.to 
be used in adjustment. For example, the importance of an early 
devaluation is clear. Also, monetary expansion has to be com- 
patible vith the devaluation rules adopted. The deficit must be 
compatible with domestic credit expansion and available external 
resources. Measures toward greater labor market flexibility will 
be needed to permit a drop in real wages in ~previously.~protected ., 
sectors and to allow the shift of labor toward sectors previously 
discriminated against. Otherwise, unemployment will result. 

. . 
Program loans and SALs in FY 1986 constituted 5 percent of 

total World Bank loans and credits, and SELs were 14 percent. 
Thus, almost .one-fifth of Bank loans and credits .are concentrated 
in adjustment programs. sector lending grew relatively faster in 
Sub-Saharan. Africa, while SALs .grew, more, rapidly ,.among $he, more , , , , , ,  .. . 
highly indebted countries  a able B-4). In West'Africa, Europe/ 
Middle East/North Africa, and Latin America, these two kinds of 
lending were about one-third of total commitments, in each region 
in FY 1986. ' 1n.East~sia and the Pacific and South ~sian re- . . 

gions, in contrast, this assistance accounted for zero and less 
than 8 percent, respectively, of the regional totals for that 
year. 

As shown in Table B-5, SALs and SELs jointly comprise a 
rising proportion of total World Bank lending to low- and middle- 
income countries, but the increase has been much faster in the 
latter group, with an even greater increase for highly indebted 



Table B-4. Regional Dis t r ibu t ion  of World Bank Loans and Cred i t s  by Lending Instrument, FY 1975-FY 1986 
(US$ mi l l ions  and percentages) 

Average Average 
Region/Lending Instrument FY 75 FY 79-80 FY 81-82 FY 83 F Y 8 4  F Y 8 5  FY 86 

East  and South A f r i c a  Total  . .  656.5 730.4 794.4 1,129.8 1,186.6 786.0 915.9 
1. Sec tor  Adjustment 0.0 3.8 3.2 17.3 6.3 8.3 17.5 
2. Program and~Structural:Adjustmenta 9.1 3.8 8.9 11.6 12.2 0.0 4.9 
1+2 ( %  of t o t a l l b  9.1 7.5 11.3 28.9 18.5 8.3 22.4 

West Afr ica  T o t a l -  419.2 644.0 1,012.6 664.2 1,181.7 811.3 1,130.6 
1. Sec tor  Adjustment 0.0 0.0 0.0 6.0 29.4 12.3 4.3 
2. Program and S t r u c t u r a l  Adjustmenta 0.0 27.2 33.6 6.0 21.2 3.4 28.4 
1+2 ( %  of t o t a l l b  0.0 27.2 33.6 12.0 50.6 15.8 32-7 

Europe, Middle Eas t ,  and 
North Afr ica  To ta l  1,223.7 2,378.7' 2,407.5 2,535.6 3,125.8 2,429.2 2,304.8 

1. Sec tor  Adjustment 0.0 0.0 0.0 0.0 7.7 16.5 32.5 
2. Program and S t r u c t u r a l  ,'Ad justmenta 5.7 7.4 14.1 22.7 12.0 0.0 0.0 I 
1+2 ( %  of t o t a l l b  ' 5.7 7.4 14.1 22.7 19.7 16.5 32.5 I-' 

Lat in  America and the' Caribbean Tota l  . 1,'215.0 2,474.4 3,070.6 3,459.6 3,025.6 3,698.2 4,771.2 
1. Sec to r  Adjustment 0.0 0.6 0.6 11.7 21.7 9.7 26.3 
2. Program and Structural ' :Adjustmenta 0.0 3.6 1.6 1.7 2.0 3.6 5.2 
1+2 ( %  of t o t a l l b  . 0.0 4.3 2.3 13.5 23.6 13.4 31.5 

East  Asia and p a c i f i c  Total  . 

1. Sec tor  Adjustment 
2. Program and.  S t r u c t u r a l  :Ad justmenta 
1+2 ( %  of t o t a l l b  

South Asia T o t a l  ' ' 

1. Sec to r  Adjustment 
2. Program and S t r u c t u r a l  Adjustmenta 
1+2 ( %  of  t o t a l l b  

aIncludes program and s t r u c t u r a l  Adjustment i oans  and c r e d i t s .  P r i o r  t o  t h e  in t roduc t ion  of s t r u c t u r a l  ad- 
justment l end ing  i n  t h e  e a r l y  1980s and i n  some in s t ances  t he r ea f t e r ,  t h e  Bank has  provided a small  number 
of program loans  and c r e d i t s ' w i t h  a s i m i l a r  ove ra l l  p o l i c y  focus. 

b ~ a y  no t  add due t o  rounding. . 



Table B-5. D i s t r i b u t i o n  of World Bank Loans and Cred i t s  by Country Group, FY 1975-FY 1986 
(US$ mi l l i ons  and percentages) 

Average Average 
Country Group/Lending Instrument FY 75 FY 79-80 FY 81-82 FY 83 FY 84 FY 85 FY 86 

To t a l  Lending t o  A l l  c o u n t r i e s  . 

Sec tor  Adjustment, Program, and 
S t r u c t u r a l  Adjustment Loansa 

Percent: of  To t a l  . - 

Low-Income coun t r i e sb  
Sec tor  Adjustment, Program, and 

S t r u c t u r a l  Adjustment Loansa 
Percent: of  To t a l  

Middle-Income coun t r i c sb  
Sec tor  Adjustment, Program, and 

S t r u c t u r a l  Adjustment ~ o a n s ~  
Percent  o f  To t a l  

Highly Indebted Middle-Income CountriesC 
Sec tor  Adjustment, Program, and 

S t r u c t u r a l  Adjustment Loaqsa 
Percent  of  To t a l  

Sub-Saharan ~ f r i c a ~  
Sec tor  Adjustment, Program, and 

S t r u c t u r a l  Adjustment Loansa 
Percent  o f  T o t a l  . .  

aIncludes bo th  program and S t r u c t u r a l  Adjustment Loans and c r e d i t s .  P r i o r  t o  t h e  in t roduc t ion  of s t r u c t u r a l  
adjustment l end ing  i n ' t h e  e a r l y  1980s and iri.some i n s t ances  t h e r e a f t e r ,  t h e  Bank has provided a smal l  number 
cE program loans  and c r ed i t sywi th  a s i m i l a r . o v e r a l 1  p o l i c y  focus.  

b ~ o u n t r i e s  wi th  annuaZ per c a p i t a  income. les& than  US$400 i n  F Y  1987 d o l l a r s  a r e  considered low-income 
count r i es ;  t h o s e  above t h a t  l e v e l  a r e  c l a s s i f i e d  a s  middle-income count r i es .  

C ~ h ~  17 coun t r i e s  i n  t h i s  ca tegory  a r e  Argentina, Bol iv ia ,  B raz i l ,  Chile,  Colombia, Costa Rica, CBte 
d ' I vo i r e ,  Ecuador, Jamaica, Mexico, Morocco, Niger ia ,  Peru, t h e  Ph i l ipp ines ,  Uruguay, Venezuela, and 
Yugoslavia. Lending t o  t h i s  group is  a l s o  included i n  t h a t  of  middle-income count r i es .  

d ~ h i s  group covers  a l l .  coun t r i e s  south  'of t h e  Sahara, except  South Afr ica .  . . 



middle-income countries. At the same time, the share of total 
SEL and SAL lending to low-income countries has increased as 
well, although much more slowly. 

The following are the main lessons of policy reform derived 
from Bank experience as noted in the Bank report (Michalopoulos 
1987b) . 

Domestic resource mobilization. Policy has focused on sys- 
tems of new taxation and reduction and reform of parastatals. 
Mobilization has been stimulated also by improving the financial 
sector and reducing interest rate distortions. The report notes 
that "broadly speaking, the key issues that have arisen from the 
Bank's experience ... are the need to ensure an orderly transi- 
tion for banking systems saddled with a lot of non-performing 
loans, sometimes of public enterprises, and the liberalization of 
previously controlled lending and deposit rates" (p. 34). 

Improved efficiency and resource use by the public sector. 
Here the main effort went to rationalization of public investment 
programs, improved public sector enterprise perfbrmance, and 
rationalization of the size of the public sector, including 
divestiture of public holdings. Most Bank reviews of public 
investment have recommended changes in investment priorities. 
"The key problem usually was that ongoing projects were not ac- 
companied by the actions in other fields that were required for 
project viabilityw (p. 35). (In Africa, for example, there was 
inadequate financing of maintenance and recurrent costs.) It is 
important that developing countries develop their own capacity 
for review oS the public sector. In many S A G ,  improved finan- 
cial performance of public sector enterprises was a goal, with 
the focus on better internal management and raising prices. More 
generally, .divesti.t.ure has been a SAL goal. 

Reform of trade reqines. Emphasis has been on provision of 
financial incentives (through tax rebates, subsidies on imported 
inputs to offset.import ccntrols,.and preferential access to 
imports and .credit) , reform of, administrative procedures and ,the . .  . . 
establishment of better institutional support'for exporters, and 
real devaluation. The report suggests that "implementation of 
trade reforms is'not very successful when it is not accompanied 
.by other measures to.assure a'shift in the real exchange rate-- 
which is needed to produce the desired shifts in incentives" (pp. 
38-39). Experience also suggests that future reforms ehsure that 
export expansion programs be accompanied by significant import 
liberalization and action on the exchange rate. The report notes 
that Bank experience does not suggest the desirability of holding 
import liberalization until export reforms have increased the 
supply of foreign exchange. "This kind of sequencing is likely 
to be self-defeating, since it is extremely difficult to reorient 



producers towards export markets as long as heavily sheltered 
domestic markets offer them sizable assured profitst' (p. 39). 

Other pricinq policies. Agricultural and energy pricing 
reforms were common features of many SALs and SELs. In agricul- 
ture, reforms usually focused on bringing producer prices closer 
to international prices and on cutting input and consumer subsi- 
dies. Generally these loans, especially in energy, resulted in 
"significant benefits to the recipientlVt with increased agricul- 
tural production and improved rural incomes. The key issue here, 
the report suggests, is "how to deal with the transition costs 
entailed by raising the foodstuff prices paid by politically 
powerful urban consumers" (pp. 39-40). 

2. EFFECTIVENESS OF STRUCTURAL ADJUSTMENT LENDING 

Indirect evidence on the efficacy of Bank structural lending 
is provided in the study by Agarwala (1983) on price distortions 
and growth in 31 developing countries in the 1970s. 

Agarwala found that countries with low levels of econamic 
distortion generally grew faster' (and: in.ma.~.y .cases more equi- 
tably) than did countries with significant market intervention. 
With real GDP growth as the dependent variable, Agarwala classi- 
fied seven economic variables (based on empirical and subjective 
investigation) by whether distortion was above or below a pre- 
specified medium range. The independent variables included: 
(1) ,exchange rate .distorti,ons; (2) pro'tection' of manufacturing;. .. 
( 3 )  distortions in. agricultural pricing, including both protec- ' 

tion and taxation; (4) distortions in the pricing of capital; (5) 
distortions in the price of labor; '(6) infrastructure pricing 
distortions; and (7) inflation. In general, Agarwalal s work. 
gives credence to the underlying assumptions of policy-based 
lending. Countries experiencing low policy distortion have grown 
faster and shared the benefits of that growthmore equitably than 
have. countries experiencing, high policy dis,to.rtion,,, , . ,  , . ,, , ,  , ,  . . . % . .  , . . 

Policy-based World Bank lending is not witbout its critics, 
of course. The extreme position on the left suggests that the ' . 

problems of 'developing countries 'are pr'oblems i.fiherent in 'the 
development of world capitalism, which by its nature remains 
exploitative ' and subject to increasing. ~ri.ses.. In. this view, the 
World Bank, the IMF, and individual capitalist donors are really 
powerless to improve the lot of the poor because they are merely 
parts of this exploitative system. One writer suggests that the 
Bank as a matter of formal policy simply seeks to promote the 
interests of private capital (Payer 1982; 1986). Because this 
view would endorse fundamental changes in the system in order to 



s t i m u l a t e  " r e a l m  development among developing c o u n t r i e u ,  it 13 of 
i n t e r e s t ,  l a r g e l y  a s  an a n a l y s i s  of t h e  problems,  no t  aa a c c t  of 
p o l i c y  sugges t i ons  t h a t  a  p o l i t i c a l  l e a d e r  cou ld  t a k e  t o  a l e g i s -  
l a t i v e  body. 

More toward t h e  c e n t e r  i s  t h e  k ind  of  c r i t i q u e  r a i s e d  by 
Berg and Ba t che lde r  (1985) i n  t h e i r  paper  p r epa red  f o r  Bank self-  
assessment  o f  s t r u c t u r a l  adjus tment  l e n d i n g .  Wr i t i ng  about  t h e  
1980-1983 exper ience ,  t h e y  c i t e  f i r s t  t h e  '!lack of c l e a r  s e l e c -  
t i o n  c r i t e r i a . "  Rates  of  r e t u r n  on p r o j e c t s  i n  t h e  p a s t  have 
p rov ided  c l e a r  guidance f o r  p r o j e c t  s e l e c t i o n .  Program l end ing  
p r e c l u d e s  r a t e  of r e t u r n  c a l c u l a t i o n s ,  y e t  c r i t e r i a  f o r  program 
s e l e c t i o n - - " t o  de te rmine  who i s  and who i s n ' t  e l ig ib le1 ' - - remain  
u n c l e a r .  Few poor c o u n t r i e s  were s e l e c t e d  i n i t i a l l y ,  and t h e  
t endency  t o  d i r e c t  such a s s i s t a n c e  t o  middle-income c o u n t r i e s  
i n c r e a s e d  i n  r e c e n t  y e a r s  ( s e e  Table  R - 5 ) .  Fur . ther ,  SALs have 
gone t o  c o u n t r i e s  w i th  f a i r l y  good growth r a t e s .  I n  t h e i r  words, 
"The SAL s e l e c t i o n  p roces s ,  t h e n ,  ha s  t e n d e d  t o  g i v e  low p r i o r i t y  
t o  poo re r  c o u n t r i e s ,  slow-growing c o u n t r i e s ,  and c o u n t r i e s  s u f -  
f e r i n g  from e s p e c i a l l y  poor p o l i c i e s  a n d / o r  i n s t i t u t i o n a l  weak- 
n e s s e s "  Ip. 2 2 )  . 

Second, Berg and Ba t che lde r  sugges t  t h a t  t h e  " t heo ry  of 
reformt1 unde r ly ing  SALs i s  weak. To make t h e i r  p o i n t ,  t h e y  pose  
two q u e s t i o n s :  "Why don ' t  governments change t h e  p o l i c i e s  t h a t  
are ho ld ing  back t h e i r  development? Why d o n ' t  t h e y  adopt  t h e  
re forms  t h a t  e x p e r t s  t e l l  them w i l l  r a i s e  b o t h  t h e i r  c u r r e n t  
n a t i o n a l  o u t p u t  and t h e i r  growth r a t e ,  t h e r e b y  i n c r e a s i n g  t h e  
economic w e l f a r e  of  t h e i r  peop l e  and b r i g h t e n i n g  t h e i r  f u t u r e  
economic prospe.c ts?"  ( p .  2 3 )  . Answers t o  b o t h  q u e s t i o n s ,  t h e y .  
sugges t ,  l i e  deep i n  t h e  i n s t i t u t i o n a l  and p o l i t i c a l  s t r u c t u r e s  
o f  deve lop ing  c o u n t r i e s .  The problem w i t h  SALs, t h e r e f o r e ,  i s  
t h a t  p e r f e c t l y  s e n s i b l e  p o l i c y  s u g g e s t i o n s  a r e  p u t  f o r t h  wi thou t  
a t t e n t i o n  t o  t h e  many and complex r ea sons  exp l a i r i i ng  why t h e y  
w e r e  n o t  i n s t i t u t e d  i n  the  f i r s t  i n s t a n c e .  s 

Third ,  Berg and Ba t che lde r  n o t e  t h a t  a l t hough  e a r l y  SALs 
c a r r i e d  few c o n d i t i o n s ,  w i th  time more and more c o n d i t i o n s  have , 

been loaded o n t o  programs, c r e a t i n g  such  problems as t h e  fo l low-  

 er erg and Ba t che lde r  sugges t ,  f o r  example , ' s uch  r ea sons  a s  vest.ed 
i n t e r e s t s ,  "pol icymakersf  p r e f e r e n c e s "  f o r  t h i n g s  o t h e r  t h a n  
economic growth ( f e a r  o r  l o a t h i n g  of t h e  p r i v a t e  s e c t o r ,  o r  of  a  
major  e t h n i c  p a r t  of t h e  p r i v a t e  s e c t o r ,  i deo logy ,  e t c . ) ,  absence 
o f  " i n t e l l e c t u a l  consensus  on e i t h e r  t h e  n a t u r e  of t h e  problem a t  
hand o r  t h e  l i k e l y  impact of g iven  p o l i c y   change^,^^ s h o r t  t i m e  
hor izoi ls  i n c l u d i n g ,  f o r  example, " s h o r t  expec t ed  m i n i s t e r i a l  
t e n u r e , "  and absence of a  s u f f i c i e n t  "number o f  l o c a l  t e c h n i c i a n s  
t o  p r epa re  d e t a i l e d  and well-argued re form programs."  



ing. With limited staff assigned to oversee increasing numbers 
of conditions, it has become impossible for staff to devote suf- 
ficient time to any one condition to ensure its progress. Insti- 
tutional reform is certainly appropriate, but is fundamentally 
different from policy reform (among other things, it has a dif- 
ferent time frame, and is more process-related). ''Yet institu- 
tional \reformsf are included in SALs as though they are amenable 
Lo the same kinds of dialogue and monitoring as policy. 
reforms. ...I1 (pp. 34-35). In effect, the inclusion of institu- 
tional reform probably weakens rather than strengthens SALs. 
Another criticism is that SALs are so comprehensive and large 
that conditionality loses credibility as wcancellation becomes 
too, strong a sanction to use" (p. 36). And of course, evaluation 
becomes extraordinarily difficult because there is.no definitive, 
way to weight the various conditions. 

Critical empirical studies are emerging that challenge soale 
of the earlier scholarly findings that helped establish the in- 
tellectual case for SALs. For example, Balassals work (1981, 
1982, and 1984) suggesting that countries with an export-oriented 
development strategy (of the kind stipulated in SALs) have fared 
better than those with import-substitution strategies. is now 
being questioned. Among other things, it is suggested that Bal- 
assafs choice of base periods and form o f  decomposition impart. a' 
bias favoring the export-led model. Also, critics note that 
individual country time-series comparisons yield results differ- 
ent from those of Balassa, which were based on international 
cross-section regressions. In effect, it is suggested that coun- 
try-specific factors largely account for differing comparative . 
growth rates. 'As.'migbt be expected,. .P~'.D. dissertations .are . 
being written that attempt indeperident empirical verification or 
negation of the Balassa and similar conclusions. For example, in 
one proposed study (Stevenson 1986) of selected countries, a ..a 

review of existing critical literature highlights the following: 

[Among neoclassical critics] Fishlow [I9841 argues that 
Balassal s rnethodology'.~(choice of base periods, form of 
decompo.si.tion,. ..etc ..). cap be.;.in.terpreted ..as ,biasing. the . .. . . .  

results against inward-looking countries in the survey. 
Furthermore, his reading of Balassafs 1984 update tends. 
to corifirm'the "advantage. of more inward-oriented ' 

deve1opment:in limiting susceptibility to adverse ex- . 
ternal shocks, at a potential cost in average perfor- 
mance. The re'sult s might have .been. better st ill had : 
the inward-oriented NICs [newly industrialized coun- 
tries] not succumbed to the temptations of cheap and 
abundant foreign loans. Their problem was not inward- 
ness alone, but rather an asymmetric openness built 
partially upon the exaqgeration of their export poten- 
tial . . . " (emphasis added) (p. 15) . 



A second l e v e l  of  cri t icism o f  B a l a s s a d s  and o t h e r s f  
c o n t e n t i o n  t h a t  t h e r e  is an  e m p i r i c a l  a s s o c i a t i o n  be- 
tween e x p o r t s  and economic growth i n  t h e  outward-or i -  
e n t e d  economies i s  t h a t  even where t h i s  c o r r e l a t i o n  
e x i s t s ,  lithe t h e o r e t i c a l  c a u s a l  mechanism l i n k i n g  ex- 
p o r t s  and economic growth is less c l e a r "  [Fransman 
19841. Jung and Marsha l l  [I9851 performed c a u s a l i t y  
tests  between e x p o r t s  and economic growth f o r  37 deve l -  
oping c o u n t r i e s  and found r e s u l t s  which were "remar- 
kab l e  f o r  t h e  l a c k  of s u p p o r t  t h a t  t h e y  p r o v i d e  f o r  t h e  
e x p o r t  promotion hypotheses . "  They s u g g e s t  t h a t  one 
reason  t h a t  t h e i r  c o n c l u s i o n s  d i f f e r  from t h o s e  of  
Ba lassa ,  f o r  example, i s  t h a t  t h e y  compare each  i n d i v i -  
d u a l  coun t ry ' s  time s e r i e s  r a t h e r  t h a n  do ing  i n t e r n a -  
t i o n a l  c r o s s - s e c t i o n  r e g r e s s i o n s ,  i . e . ,  t h e y  do n o t  
presume t h e  s i m i l a r i t y  o f  d i f f e r e n t  c o u n t r i e s .  The 
t h r u s t  o f  many s t u d i e s  i s  t h a t  t h e  cumula t i ve  e f f e c t  of  
c o u n t r y - s p e c i f i c  f a c t o r s  ove r  time a c c o u n t s  f o r  much of  
t h e  d i f f e r e n c e  i n  r e l a t i v e  r a t e s  of  economic growth 
(e .g . ,  S i n g e r  [19841). Other  s t u d i e s  s u g g e s t  t he  cor-  
r e l a t i o n  between e x p o r t  growth and GNP growth h a s  never  
been a p p l i c a b l e  t o  t h e  l e a s t  developed c o u n t r i e s  anyway 
( e . g . ,  H e l l e i n e r  [ 1 9 8 6 ] ) .  

The f i n d i n g s  of  Agarwala (1983) a r e  b e i n g  cha l l enged  a s  
w e l l .  H i s  work s u g g e s t s  t h a t  h i g h  growth i s  a s s o c i a t e d  w i th  low 
p o l i c y  d i s t o r t i o n s .  Bradford  (1987) examined Agarwala 's  work and  
conc ludes  t h a t  h i s  d a t a  can b e  i n t e r p r e t e d  t o  show t h a t  i n  coun- 
t r ies  i n  which t h e  p r i c e  of c a p i t a l  was d i s t o r t e d  ( i . e . ,  kep t  
below i t s  marke t - c l ea r ing  l e v e l ) ,  inirestment and  growth werz 
a c c e l e r a t e d .  I n  b r i e f :  

. T h e  tilt. of t h e  ev idence  g i v e n  h e r e  . is  o f  t h e  same ' . 
o r d e r  b u t  i n  t h e  o p p o s i t e  d i r e c t i o n  from t h e  World Bank 
r e s e a r c h  on p r i c e  d i s t o r t i o n s .  That  r e s e a r c h  concluded 
t h a t  " p r i c e s  m a t t e r  f o r  growth, though n o t  o n l y  
p r i c e s . "  Th i s  r e s e a r c h  l e a d s  i n  t h e . d i r e c t i o n  o f  con- 

, c l u d i n g  t h , a t  p o l i c i e s  m a t t e r .  . for . ,  g rowth , ,  though n o t  
on ly  p o l i c i e s .  I t  is  d i f f i c u l t  t o  see how t h e  N I C s  
cou ld  have ach ieved  t h e  unusua l  economic and e x p o r t  
performance which d i s t i n g u i s h e s  and d e f i n e s  them a s  

. N I C s  wi thou t  t h e  c r u c i a l  i n p u t  o f .government  p o ' l i c i e s .  

[Th is  work] s u g g e s t s  t h a t  t h e  c o n v e n t i o n a l  view of ' 

e x p o r t - l e d  growth d e r i v i n g  from an open economy wi th  
compe t i t i ve  market p r i c e s  responding  t o  world  demand 
may no t  be t h e  dominant p a t t e r n  i n  e x p l a i n i n g  t h e  s u r g e  
of  manufactured e x p o r t s  from t h e  N I C s .  Ra the r  t h e  
ev idence  h e r e  s u g g e s t s  t h a t  a  supply-push development 
model w i th  government p l a y i n g  a key r o l e  i n  s t i m u l a t i n g  



c a p i t a l  fo rmat ion  th rough  mac ropo l i c i e s  and i n  a c c e l -  
e r a t i n g  s t r u c t u r a l  change t h rough  s e c t o r a l  s t r a t e g i e s  
a f f e c t i n g  t h e  ou tpu t  and e x p o r t  mix may p rov ide  a  more 
a c c u r a t e  framework f o r  c a p t u r i n g  t h e  c a u s a l  e lements  
e x p l a i n i n g  r a p i d  t r a n s i t i o n a l  growth (pp.  313-314). 

These c r i t i c i s m s  of  World Bank c o n d i t i o n a l i t y  have. a l s o  been 
s u b j e c t  t o  c r i t i c i s m .  For example, World Bank s t a f f  sugges t  the  
fo l lowing :  

The c r i t i c i s m  of B a l a s s a ' s  s t u d i e s  (1981, 1983, and 
1984) t h a t  a r e  a l l e g e d  t o  have he lped  t o  e s t a b l i s h  t h e  
i n t e l l e c t u a l  c a s e  f o r  SALs i n  t h e  Bank i s  n o t  w e l l  
founded. B a l a s s a f s  s t u d i e s . o f  . t h e  r e l a t i o n s h i p  between 
e x p o r t s  and. economic growth be long  t o  a  d i f f e r e n t  class 
of s t u d i e s  from t h a t  which h a s  e s t a b l i s h e d  t h e  c a s e  f o r  
expo r t -o r i en t ed  s t r a t e g i e s .  There is no concep tua l  
equ iva l ence  between s t u d i e s  t h a t  examine t h e  r e l a t i o n -  
s h i p  between e x p o r t  and income growth and t h o s e  t h a t  
examine t h e  r e l a t i o n s h i p  between n e u t r a l  i n c e n t i v e s  and 
economic performance.  

Even i n  t h e  c a s e  o f  B a l a s s a f s  s t u d i e s  of  t h e  former  
t ype ,  t h e r e  a r e  s e v e r a l  problems w i t h  t h e , c r i t i c i s m s  
c i t e d .  The u n c r i t i c a l  a ccep t ance  o f  t h e  Jung and Mar- 
s h a l l  s t u d y  (1985) ove r looks  s e v e r a l  d e f i c i e n c i e s  i n  
t h e i r  work: (1) t h e  u s e  o f  t h e  Granger c a u s a l i t y  tes t  
w i thou t  an  unde r ly ing  t h e o r e t i c a l  model s t u d y  c o u l d  
produc'e s p u r i o u s  r e s u l t s ;  ( 2 )  t h e i r  s t a t i s t i c a l  tes t  
r e v e a l s  t h a t  .,for some c o u n t r i e s  growth. cause's e x p o r t s ,  . 
b u t  t h a t  i s ' n o t  i n c o n s i s t e n t  w i t h ' a  p o s i t i v e  r e l a t i o n -  
s h i p  between e x p o r t  and income growth ( o n e ' c o u l d  a r g u e  
t h a t  f o r  . a  small c o u n t r y  pu r su ing  . i ts comparat ive  advan- 

' 
. . 

. . 
t a g e  t h a t  r e s u l t  i s  i n e v i t a b l e ) ;  and ( 3 )  a s  no t ed  above, 
even i f  t h e  conven t iona l  s t a t i s t i c a l  tes t  r e l a t i n g  ex- 
p o r t s  t o  income growth f a i l s ,  t h e  c a s e  f o r  outward o r i -  
e n t a t i o n  i s  n o t  based ' .on  t h e  c o r r e l a t i o n  of  e x p o r t ,  
grow,th w i th  income . gro,wth., , .  , ... .,, . , . . . , ,.. . . ..*. . ...... . . , . 

Many o f  t h e s e  c r i t i c a l  s t u d i e s  c i t e d  a s  i n v a l i d a t i n g  the  
a l l e g e d l y  expo r t - l ed  model have been e v a l u a t e d  and found 
t o  be. wanting i n  s e v e r a l  r e s p e c t s .  Fo r  example,, t h e  ' 

Fishlow s t u d y  ( 1 9 8 4 ) , . a l s o  makes t h e  mi s t ake  of  e q u a t i n g  ' 

t h e  r e l a t i o n s h i p  between e x p o r t s  and i ncomes . t o .  one o f  . 
p r o v i d i n g  n e u t r a l  i n c e n t i v e s  f o r  e x p o r t s  and import  
s u b s t i t u t e s .  

I n  summary, World Bank SAL l e n d i n g  is  based  on a  model pro-  
v i d i n g  i n c e n t i v e s  t h a t  a r e  n e u t r a l  toward p roduc t i on  f o r  domes t ic  
u se  and t h a t  f o r  e x p o r t  use  (which i s  t e c h n i c a l l y  d i f f e r e n t  from 



an export-oriented market model), and is buttressed by consider- 
able Bank experience with the structure and sequence of appropri- 
ate policy change in this context. Limited evidence suggests 
that the Bank's conditionality is generally appropriate. Diffi- 
culties sometimes have been encountered in countries adopting 
such policies, and a body of critical.literature is growing. 
However, in practice, World Bank conditionality is widely acknow- 
ledged to be useful. At the same time, there is as yet no intel- 
lectually definitive criticism of Bank policy-based lending that 
suggests that this approach is fundamentally flawed. The most 
useful literature is that which suggests improvements in this 
approach, rather than its abolition. Such suggestions concern 
the theoretical assumptions underlying policy reform, the manner 
in which it is administered, and the methodologies on which fav- 
orable past evaluations of conditionality lending have been 
based. 



APPENDIX C 

INTERNATIONAL MONETARY FUND CONDITIONALITY 

E s s e n t i a l l y ,  t h e  I n t e r n a t i o n a l  Monetary Fund (IMF) approach 
t o  c o n d i t i o n a l i t y  i s  d e r i v e d  from t h e  monetary approach t o  t h e  
ba l ance  of payments. The approach u s e s  a f low-of-funds method- 
ology and i s  concerned s o l e l y  w i t h  nominal magnitudes,  a s  ex- 
p l a i n e d  by Khan e t  a l .  (1986) . ' The IMFt s emphasis  i s  on mea- 
s u r e s  t o  reduce  ba lance  of  payments de f ic i t s  i n  the s h o r t  run,  
whereas t h e  World Bank's c o n d i t i o n a l i t y  i s  d i r e c t e d  more toward 
r a i s i n g  growth r a t e s  t o  r a i s e  l i v i n g  s t a n d a r d s  and avo id  b a l a n c e  
o f  payments d e f i c i t s  i n  t h e  medium and l o n g  run .  

The b a s i c  model may be  l a b e l e d  " i n t e r n a t i o n a l  monetarism"* 
and i s  based on an account ing  i d e n t i t y :  t h e  b a l a n c e  o f  payments 
d e f i c i t  e q u a l s  t h e  change i n  i n t e r n a t i o n a l  r e s e r v e s ,  which i n  
t u r n  e q u a l s  t h e  growth i n  t h e  money supp ly  minus domest ic  c r e d i t  
c r e a t i o n .  I n  viewing t h e  b a l a n c e  o f  payments d e f i c i t  i n  t h i s  
way, t h e  r a t e  of domest ic  credi t  c r e a t i o n  i s  s e e n  a s  c e n t r a l  t o  
c o n t r o l l i n g  t h e  ba l ance  of  payments a t  a  g i v e n  exchange rate. I n  
s h o r t ,  b o t h  t h e  ba l ance  of  payments and i n f l a t i o n  a r e  viewed as 
monetary phenomena, and t h e  model d e a l s  w i t h  bo th .  Th i s  i s  hard-  
l y  t h e  f u l l  c o n t e n t  of  t h e  model, b u t  it s u g g e s t s  t h e  power 
thought  t o  r e s i d e  i n  t h e  model. 

Khan e t  a l .  n o t e  t h a t  w h i l e  c o o p e r a t i o n  between t h e  IMF and 
t h e  World Bank has  i nc r ea sed ,  " t h e r e  i s  ... a s i g n i f i c a n t  l a c k  o f  
unde r s t and ing  about  how t h e  two i n s t i t u t i o n s  f o r m u l a t e  programs 
t h a t  suppo r t  t h e i r  l end ing ,  and i n  p a r t i c u l a r  on t h e  a n a l y t i c a l  
underpinnings .  of : t h e  Bank.and Fund approaches"  (p .  1). According 
t o  Khan, IMF programs 

a r e  de s igned  t o  ach i eve  a s u s t k n a b l e  b a l a n c e  . o f  pay- 
ments p o s i t i o n  w i t h i n  t h e  c o n t e x t  o f  improved long-term 
growth performance and i n t e r n a l  p r i c e  s t a b i l i t y .  
C l e a r l y ,  sho r t - run  demand r e s t r a i n t  t h r o u g h  c o n t r o l .  o f  . 
domest ic  c r e d i t  expansion,  supp1emented.perhaps  by 
exchange r a t e  a c t i o n ,  :w.ould no t . .  be , ; suff . i .c ient  t o  . . . . . , . . . 
ach i eve  t h e  m u l t i p l e  o b j e c t i v e s  o f  a  program. A t y p i -  
c a l  Fund program, would, t h e r e f o r e ,  a l s o  c a l l  f o r  fis- 
c a l  measures,  such a s  r e d u c t i o n  .in government expendi-  
t u r e s  and i n c r e a s e s  i n  t a x a t i o n ,  ' i n c r e a s e s  i n  domest ic  
i n t e r e s t  r a t e s  and p r o d u c e r ' p r i c e s  t o .  r e a l i s t i c  l e v e l s , . '  
p o l i c i e s  t o  r a i s e  iiniestment.  .and '  improve. i t s  . .. 

 h he d i s c u s s i o n  i n  t h i s  appendix  i s  based  on t h e  Khan e t  a l .  
paper .  

2 ~ h i s  term and t h e s e  comments a r e  adap t ed  from ~ i s c h e r  (1987) .  



efficiency, trade liberalization, and wage restraint 
(P. 2)  - 
In brief, World Bank and IMF programs are complementary, 

with the difference being one of emphasis. As stated, the IMF 
stresses the balance of payments, whereas the World Bank focuses 
more on raising growth rates. 

The policy content of 30 IMF-supported programs in 1980 is 
shown in Table C-1. Monetary and public sector policies were 
stipulated in all 30 countries; various reforms in tax structure, 
rates, and administration were stipulated in 27 countries; and 
external debt policies were stipulated in 25 countries. In 24 
countries, exchange and trade policies and wage and prices poli- 
cies were stipulated. Policies related to nonfinancial public 
enterprises were stipulated in 23 countries, and overall public 
sector policies were stipulated in 22. 

The policy content of IMF programs3 is summarized by Morris 
Goldstein (1986) as follows:. 

A typical Fund-supported program encompasses a compre- 
hensive set of measures, with emphasis usually laid on 
credit ceilings, restraint of public expenditure (espe- 
cially of public wages and salaries), increases in tax 
rates and improvements in tax administration, adjust- 
ment of tariffs and administered prices, reduction in 
the ratio of the public sector deficit to GDP, formula- 
tion of an investment plan, control of public or pub- 
licly guaranteed debt commitments and disbursements, 
exchange rate reform, export promotion, and overall 
wage and price policies (p. 8) . 

The central fact in understanding IMF programs is that the 
IMF, in the words of Richard Erb, Deputy Managing Director of the 
IMF,~ is not an aid agency, in that it does not provide long-term 

. . balance. .of payments fhancing. The IMF' s advantage .over a ;devel- , . . 
opment agency or development bank is tha.t it can provide a coun- 
try with fairly large-scale, quick-disbursing, and untied resour- 
ces in,a short period. This gives development institutions time 

- - - 

%ection 5 (of the main report) on beneficiary impact examined in 
more detail typical IMF programs, with emphasis on the question 
of whether IMF conditionality unduly compresses consumption. 
This appendix notes some general concerns with the IMF. 

4 ~ e e  Erb (1986). This is excerpted from an interview with Erb. 



Table C-1 .  Po l i cy  Content  of 1980  Fund-Supported Programs 
( i n  number of  programs) 

S h d - B y  Extcndcd Fund F ~ ~ l i t y  
POIICY ~ n q c m e n t s  Arrangements Total 
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Hote: Tbc mlal n u *  of p m v s  i s  30. of which 17 arc stand-by m g c m c n t s  and 13 extended m g c m e n t s .  

Source :  :,:orris Goldstein ( 1 9 8 6 ,  9 )  . 



to mobilize more resources so as to provide medium- and longer 
term financing on a sustainable basis. In this context, "the 
policy analysis, the policy advice, and the short-term financing 
that the Fund provides can be extremely important in helping 
countries achieve their development objectives. The Fund's anal- 
ysis . . .  is very much growth-oriented." 

. . 
In recognition of short-term adjustment costs, the IMF cre- 

ated a Structural Adjustment Facility (SAF) in March 1986. In 
December 1987, the IMF established the Enhanced Structural Ad- 
justment Facility (ESAF), which "is expected to provide resources 
totaling Special Drawing Rights (SDR) 6 billion ($8.4 billion) to 
low-income developing countries engaged in economic and struc- 
tural adjustment. These resources will supplement the SDR 2.2 
billion that remained to be disbursed under the SAF" at that time 
(IMF 1988, 5-6). Also, to protect countries against sustained 
higher interest rates or destructive droughts, negotiations have 
been completed on a new contingency lending facility, thus widen- 
ing further the 1ME"s role in helping debtor countries. The 
contingency facility builds on the Compensatory Financing Facili- 
ty, which has provided $20 billion to 80 countries since 1962. 
Under this program, loans are provided to countries that experi- 
ence unexpected shortfalls in exports as a result of conditions 
beyond their control. 

The IMF has sometimes been criticized for seeming to have a 
"cookie cutter" approach to policy reform, making the same recom- 
mendations around the world without regard to country differ- 
ences. Richard Erb of the IMF denies this and suggests that if 
IMF policies appear to be rather uniform "ic may fie because the. 
problems that countries face are very similar." Also, the IMF 
focuses on macroeconomic policy, with little involvement in 
mlcroeconomic problems (partly at the insistence of developing 
countries, Erb notes). This means in effect that the IMF can 
focus only on a rather narrow range of policy questions. Thus, 
it might appear that in making recommendations on exchange rates, 
for example, every country hears the same message. Aspects of 
the microeconomic message would often be more varied (Erb 1986). 

The IMFfs own interpretation of the measurement of program 
effects can perhaps best be summarized as'.fol.l.ows (Golds.tein . 

, 1986, 45-47): 

-- Actual results in program countries should be com- 
pared with what would have happened in these count- 
ries in the absence of Fund programs. 

-- In forming a judgment about what would have hap- 
pened in the absence of programs, the Fund's direct 
and indirect catalytic role in providing additional 



f i n a n c e  t o  program c o u n t r i e s  must be  cons idered ;  
t h i s  means t h a t  any compression of  e x p e n d i t u r e  and 
impor t s  d u r i n g  t h e  program p e r i o d  needs t o  be  
weighed a g a i n s t  t h e  ( l a r g e r )  expend i tu r e  and import  
changes t h a t  a r e  l i k e l y  t o  have occu r r ed  i n  t h e  
absence of t h i s  program-induced f i n a n c i n g .  

-- Fund-supported programs shou ld  be  c h a r a c t e r i z e d  by 
t h e  f u l l  r ange  of p o l i c y  measures i n c l u d e d  i n  t y p i -  
c a l  p a s t  programs and n o t  j u s t  be  government budget  
t a r g e t s ,  domest ic  c r e d i t  c e i l i n g s ,  and exchange 
r a t e  changes a lone ;  s i m i l a r l y ,  g iven  t h e  adve r se  
i n i t i a l  p o s i t i o n  of  most program c o u n t r i e s  and t h e  
f a i l u r e s  of  p o l i c y  i n  t h e  pre-program p e r i o d ,  it 
s h o u l d  be  recognized  t h a t  c r e d i b i l i t y  and c o n f i -  
dence  may produce a  d i f f e r e n t  r e s u l t  from a  g iven  
p o l i c y  package w i t h i n  t h e  c o n t e x t  o f  a Fund program 
t h a n  wi thou t  it. 

-- The e f f e c t s  of Fund programs, p a r t i c u l a r l y  on 
growth, shou ld  be  a s s e s s e d  i n  t h e  medium- t o  long- 
term ( c e r t a i n l y  over  more t h a n  a  y e a r )  r a t h e r  t h a n  
i n  t h e  s h o r t  run; an e x c e s s i v e l y  s h o r t - r u n  frame- 
work w i l l  a lmost  i n e v i t a b l y  exc lude  any p o s i t i v e  
growth e f f e c t s  of supp ly-s ide  and s t r u c t u r a l  mea- 
s u r e s  i n  programs, and w i l l  make it ve ry  d i f f i c u l t  
t o  d i s t i n g u i s h  between t h e  ad jus tment  t o  a s u s t a i n -  
a b l e  i n t e r n a l  and e x t e r n a l  p o s i t i o n  and t h a t  sus -  
t a i n a b l e  p o s i t i o n  i t s e l f .  

, . . .  

I n  a d d i t i o n ,  Go lds t e in  e x p l a i n s  t h e  IMF approach i n  t h r e e  
c r i t i c a l  a r e a s .  F i r s t ,  it i s  r ecogn ized  

t h a t  Fund-supported programs do l e a d  t o  changes i n  
expend i tu r e ,  o u t p u t ,  and import  volumes i n  program 
c o u n t r i e s ,  [and] one shou ld  , expec t  t h e s e  change t o  

: . . .  induce  changes .in..  t h e s e  same. macroeconomic. va r iab1e . s  i n  .. , . . , . . .  . . .  
t h e  r e s t  of  t h e  world and i n  t h e  same d i r e c t i o n .  But . 
perhaps  t h e  more t e l l i n g  p o i n t  is t h a t  even w i th  rough- 
l y  35,. deve lop ing  c o u n ~ r i e s  unde r t ak ing  programs sup- . . 
p o r t e d  by t h e  .Fund, t h e  s i z e  .of  t h e s e '  g l o b a l  t r a d e  a n d . .  ' 

:.. , . . 



economic a c t i v i t y  e f f e c t s  i s  l i k e l y  t o  be r e l a t i v e l y  
smal l  (Go lds t e in  1986, 45-47) . 5  

Second, whi le  " t h e  concern t h a t  t h e  s imul taneous  exchange 
r a t e  d e p r e c i a t i o n s  b y  program c a u n t r i e s  cou ld  have s e r i o u s  and 
d e l e t e r i o u s  e f f e c t s  on p r i c e s  of t h e  e x p o r t s  o f  program c o u n t r i e s  

... is  c e r t a i n l y  a  reasonaldle one i n  t heo ry ,  i n  p r a c t i c e ,  how- 
e v e r ,  t h e  r i s k s  of  adve r se  agg rega t e  e f f e c t s  on e x p o r t s  p r i c e s  
a r e  much reduced .... 11 6 

F i n a l l y ,  t h e  IMF p u t s  c o n s i d e r a b l e  and s y s t e m a t i c  c a r e  i n t o  
i t s  p o l i c y  adv i ce ,  which i s  based on an a t t e m p t  t o  a s s e s s  "the 
agg rega t e  ef fects  of  t h a t  adv ice ,  a s  w e l l  a s  t o  . . .  [ ensu re ]  i t s  
c o n s i s t e n c y  and  f e a s i b i l i t y  a c r o s s  c o u n t r i e s . "  Go lds t e in  n o t e s :  

A t  t h e  b r o a d e s t  l e v e l ,  t h e s e  e f f e c t s  a r e  ana lyzed  by 
t h e  s t a f f  and d i s c u s s e d  by t h e  Fund's Execu t ive  Board 
a t  l e a s t  t w i c e  each  y e a r  d u r i n g  t h e  World Economic 
Outlook e x e r c i s e s .  Program c o u n t r i e s  a r e  of cou r se  
i nc luded  i n  t h a t  a n a l y s i s  and d i s c u s s i o n ,  a lbei t  a s  
p a r t  o f  more s t r u c t u r a l  c o u n t r y - c l a s s i f i c a t i o n  groups  
(major e x p o r t e r s  o f  manufactures ,  low-income c o u n t r i e s ,  
o r  25 major borrowing c o u n t r i e s )  r a t h e r  t h a n  a s  a  sep-  
a r a t e  e n t i t y .  A t  t h e  l e v e l  of i n d i v i d u a l  c o n s u l t a t i o n  
miss ions  and program n e g o t i a t i o n s ,  c ross -count ry  
e f f e c t s  a r e  ana lyzed  a s  p a r t  of  normal miss ion  p repara -  
t i o n  and of  normal program d e s i g n .  The waivers  and 

, . . * .  . . . . . .  . . . . . .  a .  .:. . 
 his is  because  (1) program c o u i t r i i s  s t i l l  account  f o r  ra ther .  
s m a l l  s h a r e s  (7-8 p e r c e n t )  o f  world impor t s  and o f  world expoi-tai  
( 2 )  r e l a t i v e l y  l i t t l e  (8-9 ~ e r c e n t )  o f  program c o u n t r i e s f  trade is 
wi th  o t h e r  program c o u n t r i e s ;  and (3 )  t h e  average  s i z e  o f  t h e  . 
i n i t i a t i n q  changes i n  import  volumes i n  program c o u n t r i e s  h a s  . 
been r a t h e r  s m a l l  (3-6 , p e r c e n t )  over  the p a s t  decade" ( G o l d s t e i n  
1 9 8 6 ) .  

. . . . .  . . . . . . . . . . . . . .  . .  . : . . .  . . . . . .  . . . . . .  . . .  . ,  . 
   his is t h e  c a s e  f o r  f i v e  r ea sons :  " (1) pr imary c o & o d i t i e s  now. 
r e p r e s e n t  a  much s m a l l e r  s h a r e  of t h e  e x p o r t s  o f  non-oi l  develop-  
i n g  c o u n t r i e s  t h a n  t h e y  d i d  two decades  ago; ( 2 )  .n 'on-oil  develop-  
i n g  c o u n t r i e s  now account  f o r  .only  about  30 p e r c e n t  of wor ld  

' 

e x p o r t s  o f '  fion-energy pr imary commodities; (3 )  supp ' ly-pr ice  elas- 
, t i c i t i e s  f o r  most pr imary commodities a r e  r a t h e r  l o w . i n  t h e  s h o r t  
run; ( 4 )  t h e  s h a r e  o f  program c o u n t r i e s  o f  wor ld  p roduc t i on  o f  
v a r i o u s  pr imary commodities is much below t h e  s h a r e  f o r  a l l  
deve lop ing  c o u n t r i e s ;  and (5 )  n o t  a l l  program c o u n t r i e s  change 
t h e i r  exchange rates d u r i n g  t h e  same p e r i o d ,  and t h o s e  t h a t  do 
w i l l  u s u a l l y  no t  e x p o r t  i d e n t i c a l  bund le s  of  pr imary commodities" 
(Go lds t e in  1986) . 



m o d i f i c a t i o n s  p r o v i s i o n s  i n  Fund programs a l s o  r ep re -  
s e n t  a  w e l l - e s t a b l i s h e d  mechanism f o r  a s s e s s i n g ,  and i f  
neces sa ry ,  r e d r e s s i n g  t h e  consequences o f ,  i n t e r  a l i a ,  
unforeseen  in te rdependence  e f f e c t s .  

Go lds t e in  concludes  h i s  s t u d y  of  IMF programming by  n o t i n g  
t h a t  

none of t h i s  means t h a t  t h e  e v a l u a t i o n  of  t h e  g l o b a l  
e f f e c t s  of Fund-supported programs w i t h i n  t h e  Fund 
s t a f f  i t s e l f  i s  u n e r r i n g .  But it does  sugges t  t h a t  
s e r i o u s  e f f o r t s  a r e  b e i n g  made t o  c o n s i d e r  t h e  r epe r -  
c u s s i o n s  of  t h e s e  Fund programs on o t h e r  c o u n t r i e s  and 
on t h e  o p e r a t i o n  o f  t h e  world  economy as a  whole. 

What can be  s a i d  about  coun t ry  e f f e c t s  of  IMF a c t i v i t i e s ?  
These have been summarized i n  an  IMF r e p o r t  by Khan and Knight 
(1985, 24-25). They sugges t  i n i t i a l l y  t h a t  whi le  IMF-supported 
ad jus tment  programs have been s t r o n g l y  c r i t i c i z e d  a s  reduc ing  
growth and employment, ve ry  l i t t l e  e m p i r i c a l  s u b s t a n t i a t i o n  of  
t h i s  p o s i t i o n  is e v i d e n t .  On t h e  b a s i s  of  l i m i t e d  a v a i l a b l e  
e m p i r i c a l  s t u d i e s ,  t h e  r e p o r t  n o t e s  t h e  f o l l o w i n g  p a t t e r n  of 
effects .  

-- E f f e c t s  a r e  ana lyzed  a s  p a r t  of  normal miss ion  p repara -  
t i o n  and of  normal program des ign .  The waivers  and 
m o d i f i c a t i o n s  p r o v i s i o n s  i n  IMF programs a l s o  r e p r e s e n t  
a  w e l l - e s t a b l i s h e d  mechanism f o r  a s s e s s i n g ,  and i f  
neces sa ry ,  r e d r e s s i n g  t h e  consequences o f ,  among o t h e r  
t h i n g s ,  unforeseen  In te rdependence  ' e f f ec t s ' . .  ' ' . * . .  . 

-- The s t u d i e s  reviewed g e n e r a l l y  i n d i c a t e d  t h a t ,  whi le  t h e  
s i z e  o f . t h e  e f f e c t  y a r i e d , ' t i g h t e r  monetary and c r e d i t .  
p o l ' i c i e s  would r e s u l t  i n  a  f a l l  i n  the  growth r a t e . i n  ' 

t h e  f i rs t  y e a r  a f t e r  t h e y  were implemented. Fu r the r -  
more, if t h e s e  r e s t r a i n t s  took  t h e  form of  a  r e d u c t i o n  . 
i n  t h e  f low of  c r e d i t  t o  t h e  p r i v a t e  s e c t o r ,  t h e n  p r i -  
v a t e  c a p i t a l  , format ion .,and. p o s s i b l y  t h e  .. long-run . r a t e  .of . . . 

'growth would be  a d v e r s e l y  a f f e c t e d .  

-- N o . s t u d i e s  showed any c l e a r  e m p i r i c a l  r e l a t i o n  between 
growth and: f i s c a l  p o l i c y .  There a r e '  c l o s e  l i n k s  between 
monetary and f i s c a l  p o l i c i e s  i n  deve lop ing  c o u n t r i e s ,  . .  . . 
arid'. it . i's d i f f i c u l t '  t o  ineasure.' t h e .  .hdepende .n t  . ro1.e'. 'of. .  ' . .  - 

f i s c a l  p o l i c y . .  

-- There i s  some ev idence  t h a t  supp ly - s ide  p o l i c i e s ,  par-  
t i c u l a r l y  p o l i c i e s  t o  i n c r e a s e  p roducer  p r i c e s  and 
domest ic  i n t e r e s t  r a t e s ,  have f a v o r a b l e  e f f e c t s  on pro- 



d u c t i o n  and sav ings ,  a l t hough  t h e  e f f e c t s  of  v a r i a t i o n s  
i n  r e a l  i n t e r e s t  r a t e s  on s a v i n g s  i s  q u i t e  s m a l l .  

There i s  a  c l o s e  r e l a t i o n s h i p  between t h e  growth r a t e  
and c a p i t a l  fo rmat ion .  There fore  p o l i c i e s  d i r e c t e d  a t  
i n c r e a s i n g  inves tment  and improving i t s  e f f i c i e n c y  w i l l  
t e n d  t o  have a  b e n e f i c i a l  e f f e c t  on long-term develop- 
ment. 

A v a i l a b l e  e m p i r i c a l  ev idence  i s  c o n s i s t e n t  w i th  t h e  view 
t h a t  d e v a l u a t i o n  would, on ba lance ,  e x e r t  an  expansion- 
a r y  r a t h e r  t h a n  a  c o n t r a c t i o n a r y  e f f e c t  on domest ic  
o u t p u t ,  even i n  t h e  s h o r t  term. 

Th i s  s t u d y  s u g g e s t s  t h a t  a  p o s s i b l e  r ea son  f o r  con t inued  
c r i t i c i s m  o f  IMF programs a s  c o n t r a c t i o n a r y  i s  t h a t  c r i t i c s  f o c u s  
on r e d u c t i o n s  i n  agg rega t e  demand th rough  c o n t r a c t i o n a r y  monetary 
and f i s c a l  p o l i c i e s .  However, t h i s  i s  f a r  t o o  narrow an i n t e r -  
p r e t a t i o n  o f  IMF programs, a c c o r d i n g  t o  t h e  r e p o r t ,  because  it 
i g n o r e s  t h e  o t h e r  growth-inducing measures o f  IMF programs. 

Genera l ly ,  t h e  r e p o r t  s u g g e s t s  t h a t  t h e r e  a r e  " s e r i o u s  l i m i -  
t a t i o n s "  i n  e x i s t i n g  e m p i r i c a l  a n a l y s i s  of  IMF-supported a d j u s t -  
ment programs and t h e i r  r e l a t i o n s h i p  t o  .economic growth.  The 
r e p o r t  conc ludes  t h a t  t o  e v a l u a t e  t h e  d e f l a t i o n a r y  impact of  I M F  
programs w i l l  r e q u i r e  a  case-by-case approach.  Such s t u d i e s  

would a l s o  have t o  be  supplemented by some t y p e  of  
modeling and s i m u l a t i o n  a n a l y s i s  s o  as t o  hand le  t h e  
i s s u e s ,  t h a t  arise i n  comparing ' t h e  s e t  o f  . p o l i c i e s '  .. . .  . . 

i n c l u d e d i n  a  Fund program w i t h  'a h y p o t h e t i c a l  a l t e r -  
n a t i v e  package of  measures o r  i n  comparing t h e  e f f e c t s  
o f *  a  Fund program wi th  t h e  outcome' t h a t  would o c c u r . i n  . . .  
t h e  absence of  a  program (Khan and Knight  1985, 2 5 ) .  

The a u t h o r s  f u r t h e r  n o t e  t h a t  it 

. . h a s  t o  be  recognized  t h a t  a IM.F.,program may lead t o  a ,  . . .  . . 
lower growth i n  t h e  f i r s t  yea r ,  b u t  c an  pave t h e  way t o  
a  recovery  i n  succeed ing  y e a r s .  , T h e  c e n t r a l  q u e s t i o n  
is ,  would an a l t e r n a t i v e .  f e a s i b l e  s e t  o f  p o l i c i e s  t h a t  
d i f f e r e d  from Fund programs i n  e i t h e r  t h e  emphasis  
e l a c e d  .on c e r t a i n  i n s t rumen t s  o r  i n  t h e  c h o i c e  0.5 i n -  . s t r u m e n t s , '  o r  both,~ ' :have ach i eved  t h e  saine o b , j e c t i v e s  
a t  l e s s e r  c o s t ?  (p.  25) . 
F u r t h e r  e f f o r t  must be made t o  add re s s  q u e s t i o n s  of t h i s  

t y p e  b e f o r e  conc lu s ions  can be  drawn on t h e  e f f i c a c y  of IMF-sup- 
p o r t e d  programs v e r s u s  a l t e r n a t i v e s  t h a t  might  have been a v a i l -  
a b l e  t o  t h e  r e c i p i e n t  coun t ry .  



Zambia's repudiation in May 1987 of the reform pa.ckage that 
it had adopted at the insistence of the World Bank, the IMF, and 
other donors illustrates a growing concern with IMF and other 
~onditionality.~ Zambia's President Kaunda said that debt repay- 
ment would ruin his country, although if the debts are not repaid 
on schedule or rescheduled, then further IMF or World Bank assis- 
tance apparently is barred. Western economists are quoted as 
characterizing recent large IMF loans, most of which are to be 
repaid in 3 years, as llcriminal,ll llillogical,ll and "a, mission 
impossible from the start." The IMF is said to hzve recently 
conceded that it made serious miscalculations in determining 
Zambia's ability to repay the loans. As recently as 1986 the 
reform package was cited by the World Bank as a model in Africa. 

The irony is that the reforms seemed to be working. Higher 
agricultural prices apparently stimulated production. Availabil- 
ity of foreign exchange to buy spare parts boosted factory use 
sharply. The crux of the problem was that IMF and other donor 
requirements essentially required a reduced standard of living 
for Zambians whose economy has suffered from a long-run decline 
in the world price of copper, that countryfs major export. Newly 
instituted price controls (which are contrary to adjustment pack- 
age conditionality) already have resulted in the disappearance of 
such items as soap and cooking oil from stores, although they are 
now again widely available on the black market. Several facto- 
ries closed in May and June of 1988 for lack of foreign exchange 
to buy raw materials. A Swedish economist, summing up the prob- 
lem, said, I1tile IMF medicine was correct, but the dosage was too 
strong. The time .frame was too short. 

In summary, the IMF provides short-term balance of payments 
assistance under emergency conditions and tries (not.'always suc- 
cessfully) to give the recipient countries time to adjust and 
rcobilize resources for long-term development. While IMF condi- 
tionality attached to such assistance is sometimes criticized as. ' 

harshly compressing consumption, the' basic evaluation problem is 
in establishing. the . c.ount.erfa.ctual,. co.ndition,s,: ., what wou1.d have.. , 
been the situation without IMF assistance or with an alternative 
set of policy changes? 

. . . . 
. . 

7~hese comments are based on The Washinqton Post, June 29, 1987, 
which is quoted and paraphrased for this discussion. 



The current effort to assess the impact of:' pol..i.cy rctorm 
efforts in Africa, and in this case in MaLj, has de~nonut:rat:cd thc 
difficulty of conducting this exercise given l:hc f r c q u e n t  lack of 
necessary data and studies. Here we reflect on some of thc meth- 
odological lessons which may be gleaned frcm the Malian cxpcci- 
ence and help in future assessmsnt. 

The lessons from Mali will be generally applicable to the 
French-speaking countries of the Sahel, which share an ecological 
similarity and a common institv,tional and policy heritage (see 
Wilcock 1978). There also may be application elsewhere in Africa 
but more caution would have to be exercised. 

Attempts to conduct this type of assessment will always face 
unusual measurement difficulties in the Sahelian environment due 
to two basic factors. One, data collection will always be a 
scarce luxury in this environment. TWO, extreme variability will 
continue to characterize supply and demand conditions in the 
cereals subsector because of (a) highly variable, weather-induced 
supply conditions for the primary dryland sorghum and millet 
crops, and (b) continued instability in world grain prices and 
food aid availability. This variability simply means that it 
will always be difficult to trace causality. 

Assessment is always easier when there is a clear definition 
of reform program object;ives, program actions, and predefined . -  
impact indicators. ~hese'should be ca.refully defined at the 
beginning of the program. In ~ a l i ,  we have seen that the objec- 
tives of the Cereals Market Restructuring Program (PRMC) were not 
defined particularly clearly in its first phase. However, the 
donors do. seem to be. making a c1ea.r eff0r.t to remedy this 
situation for Phase I1 of the joint P W C  program. 

Finally, in introduction, the Mali case presents a unique . . 
. . opportunity to examine agricultural policy. reform assessment; 

, ,  this ,,i,s the objectiv,e'~of an., ongoing Michigan State University . . . . .. , .  . 
i " . . ,  , 

' . [MSU] ,Food "Security Project nticro.-level reseirch';.ef fort'. In . '. , . ' . . ' 

fact, the two principal investigators in this effort, Professor 
John Staatz and field research supervisor Josue Dione, are plan- 

 t his appendix is from the A. I.D. report by Wilcock, Roth, and 
Haykin (1987) . 



ning to produce a book describing this particular experience in 
the development of field assessment methods. 

2. METHODOLOGICAL SUGGESTIONS BY IMPACT AREAS 

2.1 Im~acts on Producer Res~onse 

In the Phase I period, the effort to assess impacts on pro- 
ducers is complicated by the virtual total lack of relevant data. 
Second, and more fundamentally, short-term planting and other 
production decisions in the highly precarious environment for 
dryland sorghum and millet in the Sahel are characterized predom- 
inantly by risk redu-tion survival strategies rather than by 
responding to market price signals. 

In Phase I1 a number of improvements could be made in this 
situation. First, the overall effort to assess impact would be 
substantially easier if the collection of basic, recurrent sta- 
tistics were improved. New approaches being tried using very 
focused, mobile team techniques in collecting basic production 
data on a sample basis would have high payoffs in the Sahelian 
environment. These methods place great reliance on simply asking 
farmers how much grain (or other crops) they produced. Various 
data collection tests have shown these methods to produce results 
that are at least as godd or better than the traditional yield . 
plot approach (and much better than the "office meetingn estima- 
tion techniques often used in the Sahel). 

Even if no improvement is made in basic agricultural data 
collec,tion, there .are low cost :'ways.,to~.get a better .picture of . 

marketing reform impacts on producer'incentives. First the prob- 
lem needs to be simplified and subdivided by time period and by 
crop. By time period we need to distinguish between short-term 
reactions to recent prices on the next season's production deci- 

. sions and longer term changes ..(over. a 3-. .to...5.-year .period) ,to 
adopt higher yielding technologies. Next, the investigations 
need to distinguish among crops: dryland sorghum and millet, 

. . maize (either traditional compound maize oremaize grown with 
chemical fertilizer 'for the cash market) , and finally different 

. . . types :of rice. production Jt:o.tal 'water control a's in .'the "Office 
. , du ~ig 'k? . ; ; "  rainfed rice,, andflooded 'floating rice such' as is.. . : 

planted along the Niger and which may only produce a crop In 1 
year out of 4). Response to market price changes would be only 
one of a number of factors affecting technology adoption to be 
examined. The follgwing are four types of production response 
studies which could be done in Mali (most could be done in other 
Sahelian countries as well) in the future. 



Short-Term Plantinq Intentions for Sorqhum and Millet. A 
one-shot survey could be done which would directly ask farmers 
questions on how they determine acreage of grain to plant, and 
how mid-season weeding and post-harvest marketing decisions are 
made. The current USAID/Mali farming systems.project or the MSU 
data collection team cculd do such a small study. 

(CMDT) Malian Textile Development Company Hi.qh-Input Maize 
Study. A short study should be done of available secondary data 
on CMDT farmers growing and marketing high-input maize. The 
analysis of secondary [data] could be followed with a rapid 
reconnaissance type survey of a sample of CMDT maize growers 
stratified by use of animal traction, whether cotton is grown, 
etc. It would be easy to do this in the high extension coverage 
area of CMDT in the dry season. 

Rice Production and Marketinq Study (If this has not already 
been done). Basic information [should.be collected] on the major 
rice production systems in Mali: total water contro.1 irrigation, 
rainfed rice (particularly in the Sikasso area), and riparian, 
flosting rice along the Niger. Existing .information and studies 
need to be consulted first (such as work of the WARDA [West 
Africa .Rice Development Association] group in Mopti), then rapid 
reconnaissance survey could be done in the major production 
areas. Key questions: rough cost of production and yields, 
marketing patterns, response to market prices. WARDA might . . .  ,... help 

. . . . . . . . . .  'with 'this on:'a low-cost" contract basis i' " " .  ' . ' 

Longer Term :Producer Adoption of Improved ~ r ~ l a n d  .-sorqhuk. . ' .  . . . . . .  
Millet Technologies. It would be useful to sort out, perhaps 
with the help of the A.1.D.-funded ICRISAT [International Crops 
Research Institute for the Semi-A,rid Tropics]:/.Mali research :team, . ' 

to what extent Malian producers seem to have adopted any improved ' 

techniques for producing sorghum and millet under dryland condi- 
tions. This could involve mechanical technologies (animal trac- 
tion-update S ~ U ~ ~ ~ ~ / U S A I D  study; different agr0nomi.c ,techniques, 
green manuring, etc ..) ; biolo.gica1.. technologi.es.: (any improved.. . . .  :. . . .  
varieties, with or without fertilizer?); and chemical technolo- 
gies (including fertilizer and herbicides). If there has been 
some. adoption, how and why did producers start. using .the. technol- 
ogies? (Direct questions to adopter farmers.) 

: . . . .  . . .  . . 1  . . . . .  . . . . . . .  i 
.:t . , . . . .  , - :  ... . .  . . . . . .  , . . . . .  . . . .  . . . . . . . . . . .  ., . . .  ..::. . .  . . I .  . . . . 

. . .  . . . . . . .  . . 
. . 

2.2 Impacts on ~ffi'=ienc~ in ~arket channels '. 

There are indications of major cost reduction in the market 
channels between the farm gate and the consumer due to the liber- 
alization portion of the P W C  reform package. These need to be 



examined more systematically, first by the MSU team currently in 
the field and perhaps by some well-focused follow-up studies. 
These approaches would have wide applicability across the Sahel. 
There are two reasons why the impacts occurring in market channel 
efficiency have not received much attention. First, there is 
almost no reliable information on real costs of grain marketing 
through the channels (in Mali, private trade was illegal and 
[therefore] could not be studied) and secondl.y, views of transac- 
tions are often just partial: farm gate to wholesale or the cost 
of distribution from wholesale bulk stocks to consumers. What is 
needed is to look across the whole grain marketing channel over 
time (are there changes between deficit and surplus years?) and 
over space (do channels serving Bamako, Gao, and Mopti work sub- 
stantially differently?). 

2.3 Residual Functions for State Tradinq Aqencies 

The subsidy reduction impacts within OPAM [Mali Grain Mar- 
keting Board] are perhaps the most visible and easiest to quanti- 
fy of all impact areas examined in this assessment. As we have 
seen, care must be taken in attributing causality, even with 
these clearer indicators. For example, it was easier for OPAM to 
cut expenses in the first 3 or 4 deficit years when a major func- 
tion was to distribute food aid. Once conditions changed to 
surplus, the gains made rapidly disappeared. In cther words, 
measures of'efficiency and cost. reciuctioh'need-to be defined with. 
respect to alternative market conditions. . .  . . . .  . , . , .  . , ,  , . .. . . . . . . . . 

Currently, OPAM needs assistance in'defining alternative 
decision rules and, procedclres to respond to different possible 

. ,. supply and demand situations. both within. and outside Mali. . Much 
of this can be done on a relatively informal, accounting model.. 
basis, which would simply take.account of production, public and 
private stocks, '~ommercial pipeline imports, food'aid, and. con- 
sumption figures. .Obviously close "early warningw monitoring of 
the domestic.coarse grain production situation and the worldxice . . :  . . . .  

situation would be'most important. 
. . 

. . . At the regional, ~ahelian. level., there is a great opportu-. 
_ .  nity to examine the change which has occurred 'in grain,' marketing. 

' 

. . . . . instituti.~ns and .activities in the . ' l . O  years sin.ce..th.e .Elliot Berg : ,. ... . . . .  
. . . . . .  group' looked' at the 'subject. 'in 1'976/1'977. ... We Wow al'ready. that 

major institutional changes have occurred across.the region and. 
there may be opportunities to examine certain data series within 
a 10-year perspective. 



2.4 Consumer Iixacts 

In contrast to a developed economy where 3 or 4 percent of 
the population feed the rest and where the distinction between 
consumer and producer is somewhat clearer, these distinctions are 
often blurred in the Sahel. The first question that must be 
addressed, therefore, is which consur,:er groups we are talking 
about. The consumers who are also producers? Urban populations: 
urban unemployed or relatively. well-off civil servant groups? 
Next, the relevant performance measures which apply to these 
different groups must be more clearly defined. As in everything 
else, there are no data. The lack of consumption studies is 
perhaps even more chronic than the lack of.reasonable agricul- 
tural production statistics. Currently in Mali a group from 
Tufts University is analyzing data from an urban consumption 
survey, which may provide some interesting clues as to individual 
patterns of expenditure and incidence of benefits. Further stud- 
ies of this kind should be encouraged along with focused studies 
of food distribution by consumer cooperatives and other urban 
groups. 

2.5 Data Collection and Policy Analysis Capability Must Be ' 

Institutionalized 

.. . Perhaps 'one .of '' the. greatest'~sho~tcoinings o f  the PRMC ''p=o- 
gram, and related donor efforts, is the,lack of institutionaliza- 
tion' .of necess'ary liasic" ddta coliection and ,.pbl'icy ,ani&ysis 'capa- ' .  . . . ' . . . 
bilities. While some progress has'been made in improving data 
collection within OPAM (some market price information and im- 
provements.in management'data col~ection), most of.the key. data ': : 

which could be used to evaluate the program and to plan annual' ' " 

grain marketing strategies was being collected by ad hoc donor- 
. sponsored'efforts, such as the much praised MSU effort. Thefe . 

has been a near total lack of attention'paid to ihstitutionaliz- 
ing this capacity within the Malian. govecnment. .'This.& partbcu-. . . .  .. : 
larly true of the development of the Malian capacity to,analyze 
relevant policy options. This is in contrast to policy reform 
efforts in other countries wliere;part of the.assistance has gone 

. . , .into..'efforts to'gra,dually beef up the analytical capability, . . 

. . .. . . 
. . which ip..turn creates a demand for better data since it can be . 

9 .  . . . . . .  .. . shokn that data. collectidh': has:::d"pka~,tical. .an.d...i'mpaktkt conset .. ... . . .. ,. . . . . 
. quence. 
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