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The following conventions are used in this publication:

In tables, a blank cell indicates “not applicable,” ellipsis points ( . . . ) indicate
“not available,” and 0 or 0.0 indicates “zero” or “negligible.” Minor discrep-
ancies between sums of constituent figures and totals are due to rounding.
An en dash (—) between years or months (for example, 2005-06 or January—
June) indicates the years or months covered, including the beginning and
ending years or months; a slash or virgule (/) between years or months (for
example, 2005/06) indicates a fiscal or financial year, as does the abbrevia-
tion FY (for example, FY2006).

“Billion” means a thousand million.

“Basis points” refer to hundredths of 1 percentage point (for example, 25
basis points are equivalent to !4 of 1 percentage point).

As used in this publication, the term “country” does not in all cases refer
to a territorial entity that is a state as understood by international law and
practice. As used here, the term also covers some territorial entities that are
not states but for which statistical data are maintained on a separate and in-
dependent basis.

Some of the documents cited and referenced in this report were not avail-
able to the public at the time of publication of this report. Under the current
policy on public access to the IMF’s archives, some of these documents will
become available five years after their issuance. They may be referenced as
EBS/YY/NN and SM/YY/NN, where EBS and SM indicate the series and
Y'Y indicates the year of issue. Certain other documents are to become avail-
able 10 to 20 years after their issuance, depending on the series.






Foreword

Against the backdrop of continuing debate over the use and effectiveness of struc-
tural conditions, the Independent Evaluation Office undertook an evaluation of the use
of structural conditionality in IMF-supported programs. It focused on two distinct issues:
the effectiveness of structural conditionality at bringing about lasting economic change
and the impact of the 2000 Streamlining Initiative to achieve greater focus in the use of
conditionality in Fund arrangements.

The report finds that a significant number of structural conditions are very detailed,
not obviously critical, and often felt to be intrusive and to undermine domestic owner-
ship of programs. Most programs failed to explain how so many conditions, and at such a
level of detail, are needed to bring about the desired long-lasting reforms. The report also
finds that compliance with structural conditionality, at about 50 percent, is low compared
to about 85 percent for macroeconomic conditionality. In these circumstances, it is dif-
ficult to see how structural conditionality contributes to ensuring adequate safeguards for
the use of Fund resources or how it provides assurances to borrowing countries regarding
the conditions under which Fund resources would be available to them —the roles envis-
aged for conditionality in the Fund’s Articles of Agreement.

The evaluation finds that the average number of structural conditions in IMF-supported
programs has not declined since the launching of the streamlining initiative in 2000 and
remains at about 17 conditions per program year. However, progress has been made in
that the composition of structural conditionality has changed, showing a significant shift
toward core areas of IMF expertise, with marked declines in the share of conditions in
trade and privatization and increases in tax policy, public expenditure management and
financial sector issues. Yet, about one-third of structural conditions continue to fall in
non-core areas. The report finds that the absence of a marked decline in the number of
conditions can be attributed in part to the significant room for discretion provided by the
conditionality guidelines introduced in 2002 (and the difficulty of applying in practice
the criticality criterion it sets) together with the lack of clear guidance provided to staff
by Management and the Executive Board.

Improving the design of structural conditionality in IMF-supported programs remains
a key challenge for the Fund. The overarching message of the report is that efforts need
to concentrate on changing incentives within the institution so that programs are better
tailored to countries’ technical capacities and political realities and to achieve greater
parsimony in the number of conditions and greater focus on core areas of IMF expertise —
the original goals of the streamlining initiative. Management and the Board need to pro-
vide new impetus to the streamlining initiative by restating their commitment to the
achievement of its goals.

Thomas A. Bernes
Director
Independent Evaluation Office
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Executive Summary

his evaluation examines factors influencing the

effectiveness of IMF structural conditionality
in bringing about structural reform, and assesses the
impact of the streamlining initiative launched in 2000
and of the 2002 Conditionality Guidelines. These
aimed at reducing the volume and scope of structural
conditionality by requiring “parsimony” in the use
of conditions and stipulated that conditions must be
“critical” to the achievement of the program goals.

The evaluation finds that during the period
1995-2004 there was extensive use of structural
conditionality in IMF-supported programs, with an
average of 17 conditions per program/year. Most of
these conditions had little structural depth and only
about half of them were met on time. Compliance
was only weakly correlated with subsequent prog-
ress in structural reform. Ownership of the reform
program by the economic team and by the line min-
istries in charge of the specific measures was neces-
sary both for compliance and for continuity of the
reform. Compliance and effectiveness were higher
in the areas of IMF core competency, such as public
expenditure management and tax-related issues, and
lower in areas such as privatization and reform of the
wider public sector.

The streamlining initiative did not reduce the
volume of conditionality, partly because structural
conditions continued to be used to monitor other
initiatives such as donors’ support programs and
the European Union (EU) accession process. But it
helped to shift the composition of conditionality to-
ward IMF core areas and new areas of basic fidu-

ciary reform. At the same time, the IMF moved away
from controversial areas where it had little impact
and that largely fall within the World Bank’s areas of
expertise. Nonetheless, Fund arrangements still in-
cluded conditions that seem not to have been critical
to program objectives.

Recommendations include reaffirming the need to
reduce the volume of structural conditionality. As a
practical first step, a notional cap could be set, pos-
sibly at four or five conditions per year—half the
current average for performance criteria and prior
actions. The use of structural benchmarks should be
discontinued and measures with low structural con-
tent should not be part of conditionality. Normally,
conditionality should be restricted to the core areas
of IMF expertise. In other critical areas such as the
wider public sector, the IMF should play a subsid-
iary role to that of the World Bank, which has greater
expertise in these areas. Explicit Board guidance
would be needed when reforms in non-core areas
are deemed critical but effective cooperation with
the Bank is unlikely to crystallize in time. The Fund
should develop a monitoring and evaluation frame-
work linking conditions to reforms and goals, which
would provide a more robust basis for assessing pro-
grams results. Program documents should explain
how the proposed conditionality is critical to achieve
explicit objectives. For PRGFs, in particular, pro-
gram requests should be accompanied by an opera-
tional roadmap covering the length of the program,
explaining the proposed reforms, their sequencing,
and expected impact.



CHAPTER

Introduction

1. Beginning in the mid-1980s, IMF lending
was increasingly made conditional on structural re-
forms that aimed to strengthen the sustainability of
macroeconomic adjustment, foster growth, guide
the transformation of transition economies, and,
more recently, reduce poverty. This trend was asso-
ciated with the emergence of longer-term facilities
for low-income countries and with the challenges
being posed by transition economies. The sectoral
and thematic coverage of structural conditionality
(SC) expanded over time and covered changes in
legislation, policies, and the structure of economic
incentives, as well as institutional reform.

2. The increased use of SC evoked considerable
criticism, including that SC is intrusive and under-
mines national ownership of policies; that SC lacks
prioritization and overwhelms local capacity; that
SC is not useful because with strong ownership of
reforms it is unnecessary, and without ownership
it is unlikely to work; and that the conditions im-
posed in areas such as trade reform and privatiza-
tion are ideologically based and often misguided.!
Also, many stakeholders, both within and outside
the IMF, are opposed to the IMF becoming too in-
volved in reforms that are outside its core areas of
competence, and that they argue have resulted in
mission creep.

3. In response to these criticisms, in Septem-
ber 2000 the IMF’s Managing Director issued an

IBackground Document Chapter I discusses the case for, and
main criticisms of, structural conditionality.

Interim Guidance Note (IGN) aimed at streamlining
SC (IMF, 2000). The IGN emphasized the need for
member countries’ ownership of the policies sup-
ported by Fund arrangements and introduced the
requirement that structural conditions be “macro-
relevant.” Two years later, the Executive Board ap-
proved new Conditionality Guidelines (CG) which
require “parsimony” in the use of conditions and
stipulate that conditions must be “critical to the
achievement of program goals” (IMF, 2002). The
CG were expected to lead to fewer and more fo-
cused structural conditions and to greater involve-
ment of national authorities in program design.
Hereafter, the issuance of the IGN and the approval
of the CG are together referred to as the streamlin-
ing initiative.

4. The evaluation covers programs approved in
1995-2004 and focuses on two sets of issues. First,
how has SC worked in bringing about structural re-
form, i.e., what design characteristics and country
conditions make SC more effective? Second, what
has been the impact of the streamlining initiative
on the number of conditions and on their composi-
tion?

5. The report is organized as follows. Chapter
IT briefly describes the methods and data used in
the evaluation. Chapter III provides background on
IMF programs and on the use of structural condi-
tions, and presents the main evaluation findings
on the effectiveness of SC. Chapter IV discusses
the streamlining initiative and examines its impact,
and Chapter V concludes with recommendations.



CHAPTER

Methods and Data

6. A detailed description of the data sources and
analytical methods used for the evaluation is given in
Background Document Chapters I1I-V; a brief out-
line follows here.

7. For this evaluation a structural condition is de-
fined as any program condition that is not a quanti-
tative target related to the financial programming of
the arrangement. The analysis is based on informa-
tion from three overlapping sources:

i) The MONA database. The analysis of com-
pliance with conditionality, and of the numbers
and sectoral distribution of SC, was done using
the database employed by the IMF for tracking
the evolution of arrangements. This database,
known as MONA, includes data covering the
7,139 structural conditions for the 216 IMF pro-
grams in 94 countries that were approved in
1995-2004.

ii) Desk studies, 1999-2003. Data on a sample of
43 programs approved between 1999 and 2003
were used to analyze the structural depth of
conditions, i.e., the degree of structural change
that they would bring about if implemented, and
their effectiveness in bringing about follow-up
reforms. These programs account for 1,567 of
the 3,652 conditions in the 103 programs that
were approved during that period, and the

analysis was based on the 1,306 conditions
for which there was information on all the rel-
evant variables. Thirty of the 43 programs were
chosen randomly and the remaining 13 were
selected from a stratified sample, in order to
provide a representative set of countries for the
in-depth case studies described below.

iii) In-depth case studies, 1999-2003. In-depth

case studies of Fund-supported programs in
13 countries were prepared, to learn about pro-
gram design, to examine the determinants of ef-
fectiveness, and to gather the authorities’ views
on the process. The 13 case studies were based
on interviews with the authorities, other stake-
holders in the countries, and IMF and World
Bank staff, as well as on a detailed review of
a broad set of program-related documents. In
addition, country authorities’ views were elic-
ited on various aspects of program design, such
as negotiation style and the number, detail, and
scope of structural conditions. Views from civil
society organizations and academics were also
sought.

8. A staff survey was undertaken covering issues
related to the streamlining initiative and IMF-World
Bank cooperation (see Background Document
Chapter V).



CHAPTER

Structural Conditionality:
Structure and Effectiveness

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

A. Characteristics of
Structural Conditions in
IMF-Supported Programs

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

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

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

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

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

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

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

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

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

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

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

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

tions calling for one-off measures that can be

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

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

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

High SD (2). This category includes conditions
that, by themselves, would bring about long-
lasting changes in the institutional environment.
Most of the conditions in this category entail
legislative changes (e.g., approval, adoption,
or enactment of legislation by a parliament).
This category also includes conditions requir-
ing that certain fiduciary measures be taken on
a regular and/or permanent basis, even when
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Chapter 3 ¢ Structural Conditionality: Structure and Effectiveness

Table 2. Distribution of Structural Conditions by Depth, Program, and Type of Monitoring Instrument

in the 43 Case Studies!

Sector Description

Number of Conditions

Share of Total

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

2 PEM 273 97 169 7 21 36 62 3 0.67

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

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

5 Privatization 83 53 21 9 6 64 25 Il 0.47

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

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

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

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

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

GRA 335 167 143 25 26 50 43 7 0.58

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

SB 646 310 306 30 49 48 47 5 0.57

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

PA 400 149 237 14 31 37 59 4 0.66

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

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

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

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

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

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

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

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

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

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

B. Compliance with Structural
Conditions

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Degree of
Progress

Stand-By Arrangements

PRGFs

Satisfactory

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

Romania (2001): Addressed successfully major quasi-fiscal

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

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

access, completed)

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

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

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

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

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

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

Little Effect

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

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

completed)

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

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

D. The Determinants of Effectiveness

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

10The lack of a roadmap in PRGFs was also noted in the IEO
evaluation of the IMF’s role in PRSPs and the PRGF (IEO,
2004).
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CHAPTER 3 « STRUCTURAL CONDITIONALITY: STRUCTURE AND EFFECTIVENESS

Box 2. Structural Conditionality: Views from Civil Society

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

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

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

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

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

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

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

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

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



CHAPTER

The Impact of the Streamlining

Initiative

37. This section reviews the effects of the stream-
lining initiative. It introduces the Interim Guidance
Note (IGN) and the 2002 CG, the two main docu-
ments that have regulated the Fund’s approach to SC
since 2000, and discusses their goals and main require-
ments. It then examines the factors that affected their
implementation in regard to the volume and composi-
tion of conditionality.

A. The 2000 Interim Guidance Note
and the 2002 Conditionality Guidelines

38. In 2000, largely in response to the proliferation
of SC in the mid-1990s and the criticism that this drew,
IMF management issued an IGN. The IGN aimed at
strengthening country ownership of reforms and at-
tempted to lay out principles for narrowing the scope
of SC through the requirement that structural condi-
tions be “macro relevant.” A review of conditionality
was subsequently launched and in September 2002
the Executive Board approved the 2002 CG, which re-
placed both the 2000 IGN and the 1979 Guidelines on
Conditionality.

39. The CG re-emphasized the importance of na-
tional ownership and of effective coordination with the
World Bank, and called for “parsimony” and “critical-
ity” in the use of conditions. It stated that conditions
would be established only if they were “of critical
importance for achieving the goals of the member’s
program” and that they “will normally consist of mac-
roeconomic variables and structural measures that are
within the Fund’s core areas of responsibility.”

40. The CG was generally expected to lead to a
reduction in the number of conditions.!2 From the

12For example, the “Operational Guidance Note on the Con-
ditionality Guidelines”—issued in 2003 and amended in 2006 —
stated that the 2002 CG would “replace the somewhat weaker
standard of macro-relevance in the earlier [IGN]” by a test requir-
ing that any variable selected for formal conditionality must be
of “critical importance” in that “if it were not implemented, it is
expected that the goals [of the program] would not be achieved.”
Also, during the most recent review of conditionality, staff noted
that “The guidelines were also expected, broadly speaking, to

start, however, there was some debate about what
criticality implied for the sectoral composition of
SC. Though the CG left some room for conditions
to be established outside the Fund’s core areas of re-
sponsibility, it set the expectation that such instances
would be exceptional and it required that in these
cases staff provide a more detailed explanation of
the conditions’ critical importance. The CG called
for the application of a “lead agency framework”
when dealing with reforms outside the Fund’s core
areas of responsibility. In particular, it stressed the
need for close collaboration with the World Bank
in establishing and monitoring these reforms. The
language of the CG, therefore, left some discretion
to allow the Fund to deal with country-specific cir-
cumstances.

B. Volume and Composition of
Conditionality: What Happened
in Practice and Why?

41. There is no evidence of a reduction in the
number of structural conditions following the intro-
duction of the streamlining initiative (Figure 2). The
average number of structural conditions per pro-
gram/year remained at around 17, when comparing
the four-year period following the start of the stream-
lining initiative (2001-04) with the four-year period
that preceded it (1997-2000). In PRGF arrange-
ments, this average declined slightly from around
16 to 15 conditions, while in SBAs it rose from 18
to 19. But none of these changes is statistically sig-
nificant. Neither did significant changes take place
in the shares of PAs, PCs, or SBs in the total num-
ber of conditions. These findings are somewhat sur-
prising because the CG argued that “arrangements
supporting longer-term programs will have more

lead to reduced numbers of structural conditions” (IMF, 2005a, p.
14). As for expectations outside the IMF, Abdilina and Jaramillo-
Vallejo (2005) note that “The streamlining effort entailed reduc-
ing the number of conditions in programs while sharpening their
focus” (p. 85).
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Figure 2. Average Number of Structural Conditions Per Program Year, 1995-2004
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Source: MONA database and IEO staff estimates.

extensive SC [. . .] because structural reforms are
more likely to be critical for the achievement of lon-
ger-term goals,” and it also explained that excessive
reliance on PAs could tax implementation capacity
and hinder effectiveness.

42. The streamlining initiative did affect the the-
matic and sectoral composition of structural condi-
tions. Both in PRGF arrangements and SBAs, SC
shifted out of privatization of SOE and trade reform
toward tax policy and administration, PEM, and fi-
nancial sector reform. These findings are consistent
with internal IMF studies (IMF, 2005a, b) that show
that the number of conditions did not decline and
that SC shifted toward Fund core areas: economic
management and the financial sector. Some of
these sectoral shifts reflected a change in approach
rather than a response to the underlying economic
situation. For example, the analysis in Background
Document Chapter II indicates that the number of
conditions in financial sector and privatization was
correlated with the corresponding level of distortions
in the sector. It appears that this relationship shifted
at around the time the initiative was launched, i.e.,
for a given degree of distortion, the number of con-
ditions increased in the financial sector and fell in
privatization. In some sectors the CG reinforced
shifts that had begun earlier. For example, in the fi-
nancial sector the number of conditions began rising

20
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in 1998, linked to the growing attention being paid
to financial sector surveillance after 1997.

43. The streamlining initiative did not lead to
better explanations of why conditions, either core
or non-core, were critical, nor of how these condi-
tions would contribute to program objectives. Well-
specified medium-term roadmaps were present in
PRGFs only in countries whose Poverty Reduction
Strategy Paper (PRSP) contained a well-developed
medium-term policy assessment. To examine how
program documents have justified the conditions
being imposed, the evaluation compared documents
from a sample of IMF arrangements approved dur-
ing 2004-05 with those for the 13 in-depth case
study programs (approved in 1999-2003). It found
that the use of specific structural conditions was
no better explained in the recent programs than in
the earlier ones.!3 In most cases, program goals
were very broad, the specific measures subject to
conditionality were far removed from the ultimate
objective they were supposed to serve, and the in-
termediate goals or mechanisms through which the

13Good justifications were provided in three of the ten pro-

grams (Ukraine, Bulgaria, and Mozambique), but only moder-
ately good explanations were given in another two (Burundi and
Georgia), and fairly poor ones in the rest (Republic of Congo,
Gabon, Honduras, Peru, and Zambia).



measures would affect the goals were not specified.
The more recent PRGFs continued to fall short of
providing clear policy roadmaps. Only for Mozam-
bique, whose PRSP has a well developed medium-
term policy assessment framework, was it found that
the PRGF documentation conveys an adequate multi-
year perspective.

44. The World Bank’s sectoral distribution of con-
ditionality changed in the same direction as the Fund’s
over the same period, and indeed the Bank’s shift
away from conditionality on privatization and SOE
restructuring was more pronounced than that of the
IMF (World Bank, 2005). Fund arrangements often
included detailed PC and PA in areas of core World
Bank competency while the Bank imposed only vague
or no conditions at all. At the same time, both orga-
nizations increased their involvement in the financial
sector and in basic fiduciary issues. Given the above-
mentioned lack of roadmaps in program documenta-
tion, it is difficult to judge whether these developments
reflect serious problems in Bank-Fund cooperation or
better prioritization of structural reforms by both insti-
tutions. In any case, these developments run contrary
to the expectation that the Bank would lead the work
in non-macro core areas, while the Fund would reduce
its involvement. This finding raises questions on how
the Fund should address critical reforms in IMF non-
core areas, particularly when the World Bank is not
addressing them.

45. The evaluation findings are not fully consistent
with the aims of the CG, since (i) the number of struc-
tural conditions did not diminish; and (ii) arrange-
ments continued to include conditions that do not ap-
pear to have been “critical to the program objectives,”
while some critical issues, particularly in non-core
areas, may have been ignored.

46. Several factors contributed to the lack of prog-
ress in reducing the number of conditions. A review
of directors’ discussions on arrangements submit-
ted to the IMF Board during 2003-04, as well as the
discussions during country programs and the bi-an-
nual reviews of conditionality, shows that the lack of
progress was not of great concern to the Board or to
management.!# In specific country programs, objec-
tions to excessive conditionality by some executive
directors were offset by the interest of other direc-

4The sample includes all programs requested in 2004 and
some requested in 2003 —split in half between SBAs and PRGFs.
The overall group includes Argentina (SBA, 2003), Bangladesh
(PRGF, 2003), Bolivia (SBA, 2003), Ghana (PRGF, 2003), Kenya
(PRGF, 2003), Nepal (PRGF, 2003), Paraguay (SBA, 2003),
Macedonia (FYR) (SBA, 2003), Gabon (SBA, 2004), Bulgaria
(SBA, 2004), Croatia (SBA, 2004), Peru (SBA, 2004), Roma-
nia (SBA, 2004), Ukraine (SBA, 2004), Burundi (PRGF, 2004),
Georgia (PRGF, 2004), Honduras (PRGF, 2004), Mozam-
bique (PRGF, 2004), Republic of Congo (PRGF, 2004), Zambia
(PRGF, 2004), and Mali (PRGF, 2004).
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tors, usually from donor countries, in the role that
these conditions could play in monitoring their
own initiatives. Generally, directors calling for
more conditions had a much stronger interest in the
programs in question.!s A similar example relates
to the support by many EU members for multiple
and wide-ranging conditions in arrangements with
countries that are in the EU accession process. In
a few cases, the authorities themselves asked to
add conditions that they expected would help them
signal to donors a change in their commitments to
specific reforms. Moreover, during the 2005 re-
view of the CG, directors noted that the number of
conditions had not been reduced, but they agreed
that numbers were “at best a crude metric.”

47. The Executive Board, management, and staff
have argued that the shift of conditionality toward the
core areas is consistent with the implementation of
the CG. But views differ on whether programs have
sufficiently addressed criticality. In particular, Board
signals have been mixed, with some directors arguing
that there is scope for further streamlining, and oth-
ers expressing regret that streamlining conditionality
might have gone too far and calling for greater cover-
age of growth- and efficiency-related reforms.

48. The staff survey conducted for this evaluation
found widely differing views among staff on what the
CG require in terms of focus (and numbers) of struc-
tural conditions, and on how the criticality test is being
interpreted. About two-thirds of the staff surveyed be-
lieved that being within a core area of Fund expertise
was a necessary condition for a measure to be subject
to conditionality; while about 20 percent thought that
the measure needed to be critical for the achieve-
ment of the program’s stated objectives independently
of whether it was in the core. Notably, a majority of
survey respondents felt that the streamlining initia-
tive had weakened some programs, and about half
believed that critical non-core conditions were being
left out either “often” or “very often.” During focus
group discussions, staff noted that in designing condi-
tionality they paid close attention to the CG, as well as
to executive directors’ past reactions to conditionality
and program design—but that these had not provided
clear guidance on the issue of criticality.

I5About half of directors’ interventions did not call for either
more or less structural conditionality, and several indicated sat-
isfaction with the proposed volume of structural conditionality.
Of the remainder, those calling for more structural conditionality
outnumbered those calling for less by a wide margin. In some
cases, directors acknowledged that the number of conditions was
very large but accepted it nonetheless, due to country-specific
circumstances—particularly in EU accession countries and coun-
tries with poor past records of implementation. This finding is in
line with staff responses to a survey, where one-third noted that
directors had raised concerns about insufficient structural condi-
tionality. In contrast, only 6 percent indicated that directors had
expressed reservations about excessive conditionality.
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49. The Fund’s internal review process's empha-
sized the need to strengthen critical reform policies
in IMF core and non-core areas alike. Sometimes
reviewers called for additional conditionality, but
they very seldom suggested dropping other specific
conditions. The review process pointed out weak-
nesses in program documentation, sometimes re-
questing greater clarity of program objectives and
of the strategies to achieve them, and calling for
a longer-term outlook in the design of PRGF. But
the review process had little impact on the qual-
ity of program documentation; for the ten PRGFs

16The internal review is conducted by staff in departments
other than the corresponding area department. The analysis of
the internal review was based on documents for ten arrangements
approved in 2004.

approved in 2004-05 that were examined for this
part of the evaluation, most of the documents had
objectives that were too broadly stated, weak ex-
planations of the intermediate strategies to reach
them, and no thorough explanation of why certain
conditions were included. One important cause
for these shortcomings was raised by the reviews
themselves —programs appeared to be rushed and
premature. Sometimes the rush may have only af-
fected the quality of the documentation, but in other
instances it may have also hindered the program
design and its effectiveness, particularly in coun-
tries with a weak track record in reform. The rushed
timetable was often set by exogenous processes,
e.g., meeting deadlines for the HIPC process, while
in other instances it was determined by an attempt
to support a reformist group within the government.
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Main Findings and
Recommendations

Main Findings and Conclusions

50. The following are the main findings and con-
clusions of the evaluation, which motivate its
recommendations.

D

2

3)

4)

The number of structural conditions in Fund
programs remained stable at about 17 per
program-year, contrary to expectations when
the streamlining initiative was launched. This
was so, in part, because of a strong demand by
donors and others to include SC in Fund ar-
rangements as a monitoring tool for their own
programs and initiatives, such as for HIPC or
the EU accession process. Also, in some cases,
members of the economic team requested spe-
cific conditionality to help them leverage their
domestic policy goals.

The bulk of structural conditions had only lim-
ited structural depth: more than 40 percent of
them called for preparing plans or drafting leg-
islation and about half called for one-off easily
reversible changes. Fewer than 5 percent re-
quired actual changes in legislation or other du-
rable structural changes, and within this group
fewer than one-third were complied with.

In spite of these factors, the large number of
conditions was widely criticized as intrud-
ing in the policymaking process and detract-
ing from society’s sense of ownership of pro-
grams. Resistance to and stigma linked to
IMF conditionality reflect in part the public’s
lack of knowledge and understanding about
the different sources and types of conditions.
Only about half of the structural condi-
tions were complied with on time. Moreover,
there was only a weak link between compli-
ance with SC in a Fund program and subse-
quent additional reforms in the corresponding
sector—a weak measure of the effectiveness of
conditions in bringing about reform.

5)

6)

7)

8)

9)

Ownership of the reform program by a strong
economic policymaking team is critical for the
implementation of conditionality. But to sus-
tain the reforms at the country and the sectoral
levels, broader government ownership—at
least ownership of the specific conditionality
by the corresponding implementing bodies—
seems to be a precondition.

Both compliance and effectiveness differed
across sectors; they tended to be higher in the
areas of core competency of the IMF, such
as PEM and tax administration, and lower in
non-core areas, such as privatization and re-
form of the wider public sector.

After the streamlining initiative was launched,
the composition of SC shifted significantly
toward IMF core areas, e.g., PEM and tax
administration, as well as to new areas of
basic fiduciary reforms, e.g., financial man-
agement and controls, which became impor-
tant for donors trying to move their aid away
from project-based to general budget support.
At the same time, the IMF moved away from
controversial areas where it had little impact
and that largely fell within the World Bank’s
core competency.

There is a lack of clarity on whether the shift
was fully consistent with the “criticality” re-
quirement set by the CG. Many of the condi-
tions do not appear to have been critical to the
program objectives, while some policies that
were not covered by conditionality may have
been critical.

World Bank conditionality has moved away
from issues such as privatization and restruc-
turing of SOE that are considered part of the
Bank’s core competency. The simultaneous
shift by both organizations raises questions
as to whether some critical reforms were not
addressed.
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CHAPTER 5 « MAIN FINDINGS AND RECOMMENDATIONS

10) Progress has been uneven in ensuring that pro-
gram documents are clear about criticality, i.e.,
about how specific structural conditions would
support program objectives. Moreover, in most
PRGFs the program documentation does not
specify a roadmap for the intended reforms.

Main Recommendations

51. Policy review. The Board should clarify what
it expects in terms of numbers and focus of structural
conditions. The findings of the evaluation suggest
that the Board would be well advised to reaffirm the
need to use SC sparingly and only when it is criti-
cal for achieving program objectives or safeguarding
IMF resources. As a first practical step, the Board
could consider setting a notional cap on the number
of structural conditions per program-year. Initially,
the cap could be set at about one half of the current
average of PCs and PAs, or some four to five con-
ditions per year. This mechanistic constraint would
force all parties (e.g., Board, management, and staff)
to justify the “criticality” of each condition. To help
implement this recommendation, the Board would
need to clarify whether and how SC in IMF arrange-
ments should continue to be used as a monitoring
tool for donor-led programs and other initiatives. To
address the demand for SC for these purposes, the
Fund should consider greater use of non-lending in-
struments such as more frequent surveillance, and
other existing or new monitoring tools.

52. Program and conditionality design. Staff
should work with country authorities to identify
clearly the main goals of each program and to set
structural conditions that contribute significantly to
these goals. Fewer prior actions and performance
criteria should be used, and they should focus on
reforms that are expected to have a significant and
sustainable impact. To ensure their relevance and
proper design, as well as to enhance their effective-
ness, the conditions set should pertain to the core
areas of IMF responsibility where staff has in-depth
knowledge: fiscal and monetary policy, and certain
aspects of finance and trade. The use of structural
benchmarks should be discontinued, and conditions
with low structural content should not be part of con-
ditionality. Generally, the Fund should accommodate
national authorities’ desire to have program-related
documents address policies that are not subject to
conditionality. But these documents should clearly
distinguish between the conditions on which IMF
financial support depends and other elements of the
authorities’ policy agenda.

53. Cooperation with the World Bank. The sus-
tainability of structural reforms and macroeconomic
adjustments often depends on changes in a country’s
wider public sector and on restructuring of quasi-
fiscal expenditures. In setting SC in these areas, how-
ever, the IMF should play a subsidiary role to that
of the World Bank, which has primary responsibil-
ity and greater expertise in these areas. The manage-
ment of both organizations should consider means to
help country authorities to diagnose constraints and
prepare homegrown strategies for reform. Explicit
Board guidance would still be needed in instances in
which policy changes in non-core areas are deemed
critical but effective cooperation with the Bank is
unlikely to crystallize in time.

54. Development of a monitoring and evalu-
ation framework. The assessment of whether SC
in Fund arrangements was effective is complicated
by the lack of an agreed framework to assess re-
sults and accountability, and the consequent lack of
some of the necessary information. The Fund should
develop a monitoring and evaluation framework
linking conditions in each program to reforms and
specified goals. This would provide a more robust
basis for monitoring the implementation and evalu-
ation of programs, as well as facilitating learning on
what works and what does not. Such a framework
would allow staff to better define what data need to
be collected before, during, and after a program. As
an interim measure, the staff needs to improve the
system used to track conditionality (MONA), with
a view to disclosing these data and thus facilitating
accountability as well as learning by authorities in
member countries.

55. Information in Board documents. Program
documentation needs to be more explicit about the
objectives being supported by the IMF and how the
measures being proposed would help achieve these
objectives. For PRGFs, in particular, program re-
quests should be accompanied by an operational
roadmap covering the length of the program, elabo-
rating on the modalities of the reforms and on their
sequencing and expected impact.

56. IMF outreach. Outside criticism of Fund
conditionality and resistance to requesting IMF
support for stabilization and economic reform
programs may stem in part from misunderstand-
ings about how structural conditions are set and by
whom. While implementation of the recommenda-
tions above would likely improve the situation, the
IMF would need a greater outreach effort to clarify
these issues. To be effective, such an effort would
need to be supported by the Executive Board and
the member countries.
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