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PREFACE

We were ppointed ty a decision of the Executive Board of the IMF in October 1996,
to conduct the first-ever indendent external evaluation of the Enhanced Structuijais&dent
Facility (ESAF). The evaluatiogroup was orginally made p of Dr Kwesi Botchwg - Harvard
Institute for International Deveptment (Coordinator and Convenor), Professor Paul Collier -
Centre for the Stydof African Economies, Oxford UnivergitProfessor Jan Willem Gunmgn
— The Free Universitof Amsterdam, and Professor Yusuke Onitsuka - UniweodiTokyo.
Following the unfortunate and untinyetleath of Professor Onitsuka, Professor Koichi Hamada
of the Economic Growth Center, Yale Univeysivas gpointed as the fourth member of the

group.

Our evaluation was intended to cplement an extensive internal review opexence
under ESAF-spiported arragements # the Poliy Develgpment and Review Omrtment (PDR)
of the Fund, which was egcted to be concluded in thering of 1997.

Thegroup held its first meetig in Washirgton in April 1997 to discuss administrative
arrargements, to condugdreliminary discussions with Fund staff, and with members of an
Evaluation Grop of Executive Directors chged with thegeneral overgiht of the successful
conclusion of our work; and to make all necegsaramgements, for the release to us, of all
relevant information ipossession of the Fund.

We met gain in Juy 1997 to finalize the administrative argements, reach final
agreement amamourselves on countrsanpling and othemprocedural matters, and conduct
further in-dgth meetimgs with staff of the PDR and othermatments workig on the countries
in our sarple. Most inportantly, at this time, we attended apatticipated in the meetmof the
Executive Board devoted to a discussion of the fygbreon the PDR review of @erience
under ESAF-spportedprograms.

From about Agust throgh much of Sptember and earlOctober 1997, we undertook
a program of county visits which we interrpted in the lattepart of S@tember to attend the
World Bank/IMF Annual Meetigs in Horg Kong, where we conducted further interviews with
governors and senior officials from agamumber of countries, includjisome countries outside
our sanple. We also met with a number of Executive Directors of the Fund and senior officials
from the Bank.

We resumed and concluded @oogram of county visits after the Annual Meetys and
finally corgregated at the Centre for the Syuof African Economies at Oxford to review our
findings from the field tps, debate outstandjnssues, andgaee on the form and content of our
final report, which wepresent here.

We would like to epress ougratitude and ppreciation to all those who assisted us in
various wgs. Inparticular, we would like to thank the members of the Evaluation isobu
Executive Directors, the Executive Directors of our gi@ncountries, the Director and staff of



the Office of Internal Audit and lpection, the Director and staff of PDR, the African
Department, and the Fund and Bangresentatives in the various countries we visited. Above
all, we would like to thank the ministergvernment officialsprivate sector and trade union

representatives, NGOs, and all others vgawve us so much of their time dugiour county
Visits.
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EXECUTIVE SUMMARY

The terms of reference for this evaluation gtdstinguished three coponents: social ipact,
external viabiliy, and ownerslp.

SOCIAL IMPACT

Although ESAFprograms are often criticized for the uniforgif their desin andpolicy focus,
their social inpact is hghly diverse. There are instancegeheralized initial losses in incomes
and ofgeneralized initiabains, ofprolonged reductions in social p&nditures and of sustained
increases. The same soa@abup may suffer severgl in some ESARprograms and benefit in
others: for example, ESAF radicall lowered civil service real vggs in Cote d’lvoire while
raising them in Wanda. Thus, the aveya experience across all ESAffograms conceals as
much as it reveals, while a case stoflan individual countris liable to be kghly particular.
Our gproach has been t@@dy a sinple anaytic taxonony, distinguishing a few inportant
mechanisms wherglthepoor might be affected.

We distirguish between two main channelgwhich ESAFprograms can affect thgoor: via
private incomes and via socialenditures.

PRIVATE INCOMES

Private incomes are inevitgtahffected ly ESAFprograms; indeed, their ultimafirpose is that
incomes should be increased on a sustainable basis. Howegvpoliay charge which seeks

to raise incomes in thgegregate is likey to inflict some income losses. A useful distinction in
analzing these losses is between those which arise as a result of a fall gyrdbgate income

of sociey, and those which arise as a result of redistributions within godeta well-degined
program ary aggregate losses will be teporary: policy reform is intended to raisggegate
income in the medium and Igterm. In some societies a tponaty decline in ggregate income

is unavoidable, the main instance of this befre transition economies. These economies have
a laige hgh-cost sector which reduces thaential for other sectors to gend and which must
therefore itself contract, while laclgrthe oganizations ofprivate enteprise so thagrowth
elsewhere is initiayl slow. Because the t@oraty losses in transition economies are wead,

the tageting of safey net reponses mganot be difficult; rather it is the sheer scale of need which
may pose the challege. National food-for-workypes of intervention mabe both simle and
sufficiently self-tageting. The transition economies are, however, not the main focus of this

study.

Most ESAF countries are not transition economies, affnaufew of them have one or other of
the transition econoynatype features. Hence, in most ESpiegrams unavoidable income losses
arise mainy or exclusivey from redistributions between socio-economuoups. Whereas the



aggregate income losses in transition economies are inhgreartporaty in a well-desgjned
program, the losses arigirfrom redistributions are likglto be lomg-lasting because theare
caused b relativeprice chamges which are intrinsic tpolicy reform. Such income losses are
thus both moreparticular, hittig pockets of pegole in the midst of moregeneralized
improvements, and more Igrasting.

Safey net interventions are thus likelo need more tgeting, and to last for loger periods.
However, ly no means should all logigroups warrant safgtnet intervention. The central issue
is whether the losers are concentrated antioa initially poor. Overall we concur with the main
academic studon thisquestion, which concludes that reform wileéheraly havepositive
effects orgrowth and income distributiort”. That is, on the whole,gfoeips which lose from
reform are concentrated angpte initially better off rather than amgnhepoor. However, this
does not mean that there is no ovebatween th@oor and those who lose from the reforms.
In some contexts income redistributions wodaiast inportant subgroups of thepoor: we
found this for maizgrowers in the remote geons of Zambia, estate workers in Malawi, and
urban informal sector workers in Cote d’lvoire.

The vey particularity of thesegroups indicates that it is ngossible to devisa priori safey net
interventions which will work across ESA¥ograms. There is no substitute for detailed cguntr
level work usiig socio-economic suryedata. Usuall, however, there is sufficient information
availableprior to ESAFprograms for safgt nets to be built into therogram desyn. To date this
has not been done. We recommend that the Fund draw fpupah the householdoverty
expertise of the World Bank, ineating projections of social inpact intoprogram desgn and
monitoring the outcomes.

In some non-transition ESAF economies there have nevertheless bgen tésporary
contractions in @gregate income, Zambia and Zimbabwe lggine main cases in our spi@.
While there were copticating circumstances due to dight, we conclude that aggiificant part

of the decline in income was avoidable, lgetue to errors in the geencirg of the reform
program. In both countries financial liberalization was, in our vignemature in that preceded
fiscal stabilization and considerghdelayed its attainment. We are also concerned about the
sajuencirg of some structural reforms. Some reforms which would have enhanced tlye abilit
of the poor to benefit from the ESAprogram should have beegiven earlierpriority. We
recommend that at the g&aofprogram degyn, seuencirg issues be glicitly anal/zed.

The main scpe for poverty reduction throgh rising incomes occurs in thaost-stabilization
phase of ESArograms. Whereas in the stabilizatiomase it is usuatlgppropriate and indeed
essential that fiscal and external deficits should be reduced, poshstabilization sige the

!D.E. sahn (ed.Economic Reform and the Poor in Africaxford:Clarendon Press, 1996,22.



most inportant olpective mg be to increase the investment rate so as to achieve sustainable
rapid growth. In low-income ESAF countries both thegedor, and the desirabyitof, financirg
increased investment thigludomestic savis is limited. A successfybost-stabilization ESAF
econony is likely to have ghase in which deficits teporarily increase gain as investment is
financed ly increased aid artivate foregn caital. Since it now ppears that aid effectiveness
requires that aid be tgeted ongood macrgpolicy environments, there @tentially a serious
conflict between the common Fuptactice ofplanning for a rapid tapering off of total aid in
post-stabilization situations, and the donorjeative of increased aid effectiveness. We
recommend that ESAF should have a contiguate in stabilized low-income countries, but that
a shaper distinction be drawn between tiphase in whichpolicy is oriented towards
stabilization and the@hase in which it is oriented towardsowth. In the latter, it mabe
appropriate for the investment rate to become a monitorptaigram obective. The oginal
purpose of ESAF as stateg the Board on December 15, 1987 wasgftamote in a balanced
manner” the ojectives ofpayments viabiliy andgrowth. This balance should, in our view, be
achieved throgh a chaging enphasis over the duration pfograms.

Partly as a result of the success of ESAF, there are now several low-income African economies
which have recentlachieved a satisfactopolicy environment. These countriesgdhda in our
sanple) are currenyl growing rapidly. However, their investment rates remain low: curregtt hi
growth is the terpory pay-off to policy reform. This cojunction of hgh growth and low
investment is not sustainable: either investment must rig@wth will decelerate. The increase

in investment cannot be financpedominanty from domestic savige because incomes are so

low: both enhanceprivate andpublic caital inflows will be needed until incomes have risen.

Private investment is curreptiieterred because these environments are rateghfsiisky. The

risk ratings for the newy reformed economies are pmoving, but from a vey low base, and it
will take another decade before the rgsimeach the level of the current NICs at whichana
investment inflows become likel Recent research has shown that in the reforpodidy
environments aid acts as a cgsaforprivate investment: each dollar of aid induces almost $2
of investment. Hence, investment inflows can be increased batlerieased aid inflows ang/b

a reduction in th@erceived risks. In both of these the Fund hasyadie.

The Fund can redugerceived risks Y signalling that a countr has reached thghase in which
the macroeconomioolicy environment is satisfactpfor private investment. In thighase, the
key role of the Fund is the surveillancepaficy maintenance thrai the monitorig of a few
key variables, rather than the godiation of furtherpromises ofpolicy charge. However,
surveillance in itself manot be sufficient to achieve credible certification. To bey/fatedible,
the Fund shoulg@ut its own resources at stake and so have gr&ro However, it is essential
that such grogram be cleay distinguished from those which are dgrsed to cpe with crisis
recovey. Countries would be seengoaduate out of a crisjgeriod, into a seconpghase of



rising investment, before tlyegraduated completely out of Fundorograms. Thegraduation into
this secongbhase would constitutegwerful sgnal to the investment commuyitt would also
constitute a gnal to the donor commuryit There is now copelling evidence that aid is
effective in, and omnlin, satisfactoy macroeconomipolicy environments. The Fund has g ke
role in certifying that such an environment has been attained. €l@agintained Fund finanan

in these environments adds crediilib the messge that donor funds shoulgaopriately
increase. The Fund itself is not a deypeh@nt finance institution and should not become one.
Rather, its new role for thgroup of graduated, but investment-scarce countries ipoeany,

in the initialphase of a reformed environment. The recent wave of reforms apdreaynhigh
growth in Africa has thus created a window pportunity. The Fund is instrumental in whether
this goportunity is seized.

SOCIAL PROVISION

Theprovision of social services can be affectgdah ESAFprogram in four distinct wes. First,
if ESAF raises or lowers GDP then, if all other ratioy staaltered, regter caita social service
provision will chamge accordigly. Secondl, ESAF mg charge the share ofjovernment
expenditure in GDP. Thirgl ESAF mg charge the corposition ofpublic expenditure. Finall,
relativeprice chages mg chamge the amount of serviggovision which agiven value ofpublic
expenditure willpurchase. Each of these four routes for gedmas been iportant in one or
other of the countries in our spla, and for each of the routes there are etamboth of
improvements and deteriorations in so@alvision. We are, however, concerned that there has
been excessive focus on one of the channels, gathelconposition ofpublic expenditure. In
our sanple often the most iportant chages in socialprovision arose from chaes in its
relativeprice, yet this gpears to havgone unremarked. We recommend that the Fuesent
data on th@rovision of social services in a standardized format which deases chages into
the four conponents set out above, so thgavernments can more read#ee what is hgpening
and wly.

A further factor affectig socialprovision is the volatily imposed on certain comonents of
public expenditure ly the geration of the cash bgdt. There is no egssolution to this
problem. However, in some countries there is a clear trade-off betweproteelures which
have proved effective in controllig expenditure in ggregate and the efficierycof public
expenditure. A mechanism such as the cashyéinghich substantiatireduces the efficienc

of expenditure, should be garded as a teporaty stqp-gap rather than as constitugja solution.
Better forecastig of the intrayear pattern of revenues and a morngpapriate pattern of
expenditure smoothigwill be necessgras countriegraduate from the circumstances of fiscal
crisis.

While in our view there is noystematic tenderycof thepoor to lose digroportionatey from
ESAFprograms, there are iportant subgroups of thepoor which are so weakintegrated into



the econom that thg are left behind durgpgrowth. In Wgandagrowth has beepredominanyy
urban-based, and subsistence farmers have not begasitian to benefit. In the medium term,
re-integration of thesegroups into the market econogmwill raise their incomes. In some
countries there is a conflict between this medium-terjaative and the short-run jetive of
revenue maximization. In ganda, both the currentdh level of petroleum taxes and the
previous windfall coffee tax work to slow igeation of rural households into the market. There
are @ain no eag solutions to suclproblems, bugovernment choices should be made in the
context of a more informedgareciation of the costs of taxation. In the short term, the best wa
of improving the living standards of these economigatlietached households is thgbu
increase@rovision of basic social services. In the context pfd@rowth, risirg rural social
provision is likel to be affordable and could reasoryabave been included as monitorable
program obectives.

Our recommendations on social impact are as follows:

First, in our view the Fund should not invest in building up expertise in poverty analysis. Rather,
we recommend that at the stage of program design the Fund formally asks the Bank to identify
ex-ante which groups, among the poor, are likely to lose from the proposed reforms. The Bank
would then provide the Fund with projected time paths of the real incomes of the main groups
of the poor and also with projected outputs of social services. The output projections for social
services would take into account the relative price changes which we have identified as so
substantial that they can radically change the conclusion from social indicators. The projected
time paths would be incorporated in program documents, along with the traditional fiscal and
monetary monitoring variables. Whether a program would be considered in need of revision
would be decided in part on the basis of a comparison of outcomes with these projections.
Clearly, the time lag for income data is much longer than for financial targets. However, its use
in assessing whether the outcome of a program was consistent with the initial projections would
be salutary since major deviations would require explanation.

Second, in program design, trade-offs between the short and the long run should be explicitly
analyzed. This analysis would address sequencing issues, the efficiency costs of revenue
measures, the need for front-loading of slowly-maturing structural reforms and the
appropriateness of cash budgets.

Third, in the area of fiscal policy, where the macroeconomic concerns of the Fund and the
microeconomic concerns of the Bank currently overlap, collaboration between the Bank and the
Fund should be increased. Specifically, boundaries need to be more clearly delineated and
where overlaps are accepted a more formalized requirement for joint analysis and decision
should be negotiated so that country-level staff are clear about their respective powers and
duties.



Finally, in already-stabilized economies the Fund should shift from ex-ante negotiation of short-
term targets and policies to an ex-poste evaluation over a longer period. This would help
reforming governments in building reputations and would enable the Fund to play a useful role
in potential ESAF countries which now reject the instrument. In post-crisis economies the Fund
would focus on encouraging and managing increased external inflows, public and private.

Except in the transition economies, ESAF funds would taper in with adjustment rather than taper
out. Conversely, the Fund would be more circumspect in providing support in stabilization

contexts where the commitment of the government is in serious doubt.

EXTERNAL VIABILITY

ESAF as an instrument is unusual in that it is not used agebagport (excet in the Franc
Zone). It therep directly affects ony private incomes and not socialgenditures. Its irpact
onprivate incomes is thrah the exchage rate. Inadvertent] this has the effect of ipficitly
taxing exports. While this is an inevitable feature of@lblic transfers, it is usuglloffset ky
the beneficial effects of increas@dblic service deliver. We recommend that ESAF be
provided as bugkt sypport, as indeed alregidpplies in the Franc Zone.

Since an ESARrogram mainy consists of th@rovision of a concessional loan, it should be
analzed from an interteporal pergective. The current account of the balancpagfments

is the difference between saggand investment, as well as the difference betwegoreand
import. It can alsde regarded as the difference between sgsiand investment, which is an
intertenporal concet. As Yusuke Onitsuka demonstratedypidal nationgoes throgh a
dynamicpattern that starts from a debfaosition and then@proaches a creditor ga in its
process of economic devg@ment. In this gnamicpath ofgrowth, or in the ptimal growth
path, such indicators as the debt service ratio and the debt/GDP ratio do not ngcsagaril
constant. Accordimto modern macroeconomics, current accourgigsiemeges for a nation
that expects a decline in the futurpgrmanent) income.

There are manindicators of the external viabyibf a nation. As the numerators, we take debt
service (flow variable), at one time, and debt outstapdmthe nefpresent value (NPV), at
another. For the denominator, we uspoeikand GDP. The combination of these creates debt
service ratio, for exapte, which is gual to debt service dividedybexport.  All the
combinations are static in nature, ptde concpt of NPV, which is the discounted sum of all
future oblpations.

In this rgport, wepropose the use of moreydamic concpts: Real External Burden of Debt
(REBD) develped ly Obstfeld and Rgoff (1996), and the Debt Dpening Index (DDI).
REBD indicates the rate of the clgenin the Debt/GDP ratio in the absence of the current
account deficit (or syfus), and DDI indicates the rate of clgann the Debt/GDP ratio under
the actual current account balance.
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In particular, we consider that the ratios withpest to eyort are overemphasized in the
practices of the ESAprogram and the HIPC initiative. For exgl®, the debt service ratio (i.e.,
the ratio of debt service to ports) and debt service/GDP ratio copldduce aquite different
ranking in the viability of nations because of the difference in thgrele of genness of nations.
We sggest that gual orpossibly more weght begiven to the indicators related to GDP, than
those related to @ort.

Our recommendations on the issue of external viability are as follows.

As indicators of external viability of a nation, one should rely more on debt service/GDP and

debt/GDP ratios since the former ratios are less affected arbitrarily by the degree of openness
of a nation than the latter ratios. In order to supplement the static nature of the above ratios,

one should also refer to the Real External Debt Burden (REDB) as well as to the Debt

Deepening Index (DDI). Net Present Value (NVP) of debt is indeed a dynamic concept, but it
should be matched not only with the current GDP, which is a static concept, but with the net
present value of the national income of a nation or the net present value of the savings-
investment balance.

As discussed above, debt service ratio to export ratios and debt/export ratios are less reliable
indicators than debt service ratio to GDP and debt/export ratio, because those ratios to export
are overly sensitive to the openness of the economy.

OWNERSHIP AND GOVERNANCE ISSUES

The one common theme that runs tlgloperceptions at the counyrlevel is a feelig of a loss
of control over thegolicy content and thpace of inplementation of refornprograms. On the
one hand, there is broagraement that ownerghis a necessgicondition of successfyolicy
reform andprogram inplementation. This much is acknowtgd in official declarations of both
donor and regientgovernments, andybmost multilateral institutions, includiythe Fund, the
Bank and the igonal develpment banks. Academic writers who have researched tlecsub
also find,predictaby in our view, that lgh conditionaliy programs do nogeneraly do well, and
the PDR’s recent review confirms this viewglnitl y in its finding that a substantigroportion

of program interrygtions is attributable tgolicy disagreements between the staff and
governments.

Our review of countr experiences also shows a correlation between theedef ownersipiand

successfuprogram inplementation. Vietnam, pscially before the ESAprogram, Uganda,

Ghana, and to a lesser extent, Cote d’'lvoire andjlBdash before the instabylibf the Ershad
period, aregood exarples.



-11 -

On the other hand, irpge of thegeneral consensus, it has not bpessible to move matters
beyond mere thegr On the donor side, dev@lment cogeration ministries and officgmint
to the need to gkain to taypayers how their moneis used abroad. This is a real egiou
political problem, althogh it must be noted, it is ipractice often ggravated ly public
misconcetions about the size of aid in relation to nationaldats, the role of aid in domestic
economic crises, and the extent of true chanitaid flows.

On thepart of the multilateral institutions, there is the sheerghteand convenience of
establishegbractice and the commandjauthoriy that comes with controllgnthepurse, to sa
nothing of thegenuine difficulties that coplicate atterpts atgiving operational meanmto the
concet of ownershp.

The challege therefore is how to foster stgpoounty ownershp and at the same timgrovide
adeyuate assurances to both multilateral and bilateral sources of financial assistance that their
resources will not be wasted. The solution, in our view, lies not in reglognershp to
persuadig the county to adgt what others want, but to find a middjeound that enables the
county to develp and build consensus behingiagram cgable of achievig sustainable
growth. This rguires actions both at the countevel to inprove the decision-makgnand
consensus-buildo processes, andybthe Fund to make the gatiation process and
conditionaliy regime more spportive of county ownershp.

Accordingly, we make recommendations for country initiatives, as well as for modifications in
the Fund’'s operating procedures. Without prejudice to our general and country-specific
analysis on ownership and to the suggestions we make by necessary implication, we propose the
following specific recommendations:

i) Initiatives at the Country Level

The country itself should, first and foremost, take steps to define its medium to long-term vision,
and the policy agenda that goes with it before it begins formal negotiations with the Fund, the
Bank and other agencies. For this purpose, the country should avalil itself of all possible sources
of technical assistance, including those of its nationals abroad and technical assistance from the
Fund which many countries acknowledge is particularly helpful in such circumstances. The
country then should take steps to build a body of national consensus behind such a national
program.

It is obviously for each country to decide how national consensus can be built in the most
effective way, and no iron laws can be laid down in these circumstances. Moreover, the idea is
not to make this yet another conditionality, as it is tending to become with particular regard to

donor demands for civil society participation. However, on the basis of the experiences of
countries that have managed to create space for sustained policy reform through national
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dialogue, we recommend, for the consideration of the countries themselves, (i) the creation of
economic management teams (EMTs) made up of the economic and social sector ministries and
political leaders to oversee the reform process so that it does not become the exclusive business
(and burden!) of the Minister of Finance, and (ii) the holding of national conferences where
alternatives and trade-offs can be openly debated.

ii) Initiatives by the Fund

Side by side with what we propose should be done by the country to develop ownershp, we
recommend that the following steps be taken at the level of the Fund to enhance national
ownership in negotiating agreements.

First, we recommend that at the earliest opportunity and at a sufficiently high management level,
the Fund engage in intensive and informal policy dialogue with the country’s political leadership
in order to understand the country’s political constraints and possibilities and, in this way, be
able to form the right political judgement for determining the mandate for formal negotiation
with the country.

Second, we recommend that the timing and duration of missions be arranged to allow adequate
time for country preparation in advance of negotiation and consensus-building during the
negotiation process itself.

Third, and perhaps most importantly, we recommend that steps be taken to relieve the
widespread concerns about the Fund’s perceived inflexibility in negotiations through the
introduction of an element of choice in the negotiation and conditionality regime. We
accordingly recommend that some flexibility be built into the mandate for negotiations in the
current essentially ex- ante negotiation and conditionality regime. One of the ways, but by no
means the only one, in which this could be done is to formulate alternative program paths
through the negotiation process, leaving it to the country to decide, with the advice of the staff,
what best (or better) suits its particular circumstances. We recognize and discuss some of the
operational problems and risks associated with such a flexible regime more fully in the text of
our report. At the very minimum, each alternative program path would need to satisfy a
minimum condition of viability in order not to saddle the Fund with uncceptable risks of
program failure but more importantly, to guarantee the country sustainable growth.

Next, we recommend that the Fund develop a more systematic mechanism for providing ex-poste
support for country-initiated, or home-grown, programs. We believe that this will enable the
Fund to play an important role in countries with balance of payments need but where agreement
is impossible or delayed although the areas of convergence between the Fund and government
are substantial, or where a government feels unable to accede to formal agreement with the
Fund for mainly political reasons. We believe that an essential element of such a mechanism
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of ex-poste support for home-grown programs would be the provision of technical assistance to
the countries wishing to develop such programs as this will improve program quality and
commensurately, the need for exiting for reasons of default. Such a system will need to have
entry and exit points to make it workable. The point, however, should be to strive to reduce the
prospect of such programs breaking down and therefore, to minimize the risk of exits which can
be disruptive and costly to the country in the end. The entry point could be triggered, for
instance, by a major reform initiative by the government, such as a strong budget or a major
adjustment to an overvalued exchange rate.

We also recommend that ways be found to both humanize and de-mystify the Fund’s image, so
as to assuage the political hazard that countries perceive to be associated with dealing with the
Fund. Here, we have in mind, not so much the dramatic new initiative by the Bank to send staff
members on missions to villages (presumably with knapsacks containing bottled water and
frozen food on their backs!), but simpler ways in which Fund staff can have more systematic and
interactive contact with a broad cross-section of stakeholders in the countries. In our view, the
PFP process rather than the Article IV consultative mechanism could provide a convenient
forum for these broad-based contacts because of its forward-looking policy focus.

In the area of Fund/Bank cooperation, we note that against the background of increasing
overlap in the work of the Fund and the Bank, with the Fund becoming more “structural” in
focus, while the Bank gets more “macro”, it is particularly important that Bank/Fund relations
be better coordinated because they have an obvious bearing on country ownership. Policy
choice by the country is not helped when the Fund, the Bank (and donors) pull the country in
different directions. We recommend therefore that urgent steps be taken to develop, through
close consultation between the two institutions, more effective and operational instruments of
coordination.

Finally, in order to reinforce these strategies to foster country ownership, we strongly
recommend that resident missions be established in all ESAF countries. We recommend further
that resident missions be strengthened by the devolution of more authority to them, especially
in matters that are dependent on knowledge of the concrete domestic situation, and also through
the selection of high-flying, technically strong, and politically mature staff to head them. We
believe that a strengthened resident mission is a more effective way of addressing concerns
about program interruptions than intensified monitoring and frequent visits by headquarters-
based staff.



-14 -

INTRODUCTION



-15 -

INTRODUCTION

After over a decade of ESAF and, before it, S@Bgrams in low-income countries, in Africa,
Asia, and Latin America, andjainst the baaround of uneven outcomes, it is understandable
that there should be so much debate in dewedmt circles about their effectiveness as
instruments for briging about sustainablpoverty-alleviating growth. In the Ight of this
continuirg debate, and gsrt of its ownprogram of internal evaluation, the Fund has conducted
two mgor reviews of egerience under the ESAF. The first one, discusyeithd Executive
Board in March 1993, covered therformance of 19 countries thighumid-199Z. The second
one, discussedybthe Board in Jyl 1997, covered countries thatga@ ESAF-spported
programs before December 31, 1994, numlzgB6. But the debate on counperformance
under the ESAF has continued, witlparticular focus on its effectiveness in lgimg about
poverty-alleviating growth. In the circumstances, the Executive Board decided that the second
internal review donebthe Poliy Develgpment and Review Omartment (PDR) should be
conplemented §p an external evaluation, also to be gteted in 1997, usmmmainly a case styd

approach.

Our terms of reference geested us to conduct an evaluation based on pipr®ach, and to
present unified conclusions for the dgsand inplementation of ESAF-gportedprograms and
the ESAF instrument focuggron three kg topics, namey:

1. Develgpment in countries’ externgbsitions durig ESAF-sypportedprograms;

2. Socialpolicies and the coposition ofgovernment gending during ESAF-syported
programs;

3. The determinants and influence of differidegrees of national ownerghof ESAF-
sypportedprograms.

Our terms of reference alsagrered us to select a saiing of countries, numbergmbetween
four and seven, that wasagraphically diverse and included both stgoand wealperformers
for each of the three pecs, allowirg for as much overfaaspossible.

Accordingly, we areed to evaluate Cote d’lvoire, Malawigahda, and Zimbabwedether; we
covered the external viabyiand ownerslpissues for Bagladesh and Vietnam, the ownefshi
issues ont for Bolivia, and the social issues gribr Zambia. Our method of evaluation was
based both on surys in the field, in which we ppke to a vey wide cross-section of
stakeholders in each countand also on a thorgh readirg of internal Fund documents, as well
as other available literature. Althgiu the three tpics we were asked to focus on are not

2Economic Adlustment in Low-Income Countries; erience under the Enhanced Structurgluatiment
Facility. IMF Occasional Raer No. 106, Sagtember 1993. The conclusions of the Executive Board discussion
of this evaluation arpublished in the 1993 Annual Bert of the IMF,pp. 61-64.
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exhaustive of all the concerns that have beg@ressed in the continurdebate, we believe that
they are amog the mgor ones.

In the area of external viabilitsavirgs performance has been digainting in relation to rising,
even if modestgrowth and inproved macroeconomipolicies in ESAF countries. Current
account deficits have therefore seen little reduction on the gevexeer the decade of ESAF-
supported reforms, while the stock of debt of ESAF users has about doubled operitite
1985 to 1995.

The issue, therefore, is how can thpsiblems be addressed, and what trail should a search for
solutions follow. We note first that the current account of the balangayofents reflects a
process of the inter-tgporal choices of a nation. The main qmnent of the current account

is a trade balance which is essengiabport minus inport. Throwgh national income identit
export minus inport equals savigs minus investment. The latter isymdmic concpt and can

be intepreted as a result of inter-tporal gotimization, a factor which has been relatyel
neglected in the discussion of external vialilit

As is alreagt shown ly Onitsuka (1974), the normal anptional process of gaital accumulation
of agrowing econony is notproportional to itsgrowth. First, external borrowgnincreases,
domestic cpital accumulation follows, ggayments of borrowig starts, and finafl the county
conveges to a steadborrower or a stegdender state where the debt and Gip#w more or
lessproportionally. Whether the countrends p with a borroweposition or a lendgposition
depends pon whether itpegle are morgoatient or lespatient than the avega peagple of the
world.

From thesgergectives, we have to reexamine various cpteef external viabilg. The ratio

of exceptional finance is good measure because it shows thgreketo which a coungrshould
rely on non-market forces. Aaratios to eport, like debt-service/gort ratio, and debt/gort
ratio, are under spiion because thyeare too sensitive to thggenness of the econgm Debt-
service ratio to GDP has better characteristics, but it is a staticptdrsmause it does not take
into account thgrowth cgoacity of a county. Wepropose the use of Real External Debt Burden
(REBD) prepared ly Obstfeld and Rgoff, and the Debt Dgening Index (DDI) which built on
REBD. REBD is the chaye in the debt/GDP ratio if the current account is balanced, or the
equivalently current account splus as a fraction of GDP that is needed tqokbe debt/GDP
ratio constant. DDI is the chgain debt/GDP ratio that dev@®from the assetyamics, and
the orgoing current account, orgeivalently the current account that is short of the current
account corrgsonding to REBD.

The netpresent value (NPV) is aydamic concpt. If one matches it with static corpts like
export and inport, the corparison is between two different dimensions, stock and flow.
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The social inpact of ESAFprograms has also been controversial. Critics ofplograms have
claimed that thg have accentuatgmbverty, whereas quporters have claimed theposite. There
are two broad mechanismsg Wwhich thepoor can be affectedytadustmentprograms: throgh
charges in their incomes and thigluchames in social ependitures. The PDR Rert did not
give priority to anayzing the social costs, leawgrthis exlicitly as an area for the external
review althowgh it did investgate the effect on social panditures, findig that the were on
averge protected.

Policy charge can reduce or increase incomes, either of goaeta whole or oparticular
groups. The transition economies are the most extreme @gashsociey as a whole beann
short-term costs for l@aterm benefits. Since there is no doubt about the need for radicgechan
in these economies, tipelicy issue is the extent to which social safeets can beut in place.

In the more usual ESAF case, the main social affects arise not becauspasatgnsociey-
wide losses but because of ¢plasting redistributions consgient ypon relativeprice chages.
Here, one controversial issue is whetgeyups which lose consist gdoor pegle since the
conpensation of better-off losggroups need not be @riority. A second controveyshas been
whether ESARprograms have, as a result of either sypkiroal seuencirg or public expenditure
reductions, imosed avoidable teporaly contraction on the econgm

Policy charmge can also reduce or increase the defivar basic social services. The most
controversial issue has been whether E#dgrams have unnecessgrisqueezed social
expenditures, either as a side-effecgeheralized reductions public expenditures, or because
of an adverse chge in the corposition of eyenditures. This is the issue on which the
adustment literature has focused. However, there are otlyasriwvavhich sociaprovision can
be affected thragh ESAFprograms, notalyl through relativeprice chaiges. Theprovision of
social services macharge substantiayl during agustment, not because of a charin budjet
allocations but as a result of induced alein the cost gbrovision.

In the area of ownerghiin gite of near unanimytamory all concerned governments in both
recipient and donor countries, the international andioraal financial institutions, the
Develgpment Assistance Committee (DAC) of the OECD, and the overwhglwgight of
public gpinion in develped and develang countries alike, that reforprograms should be
“owned” by the reformiig countries - the debate on the @db has continued unabated. On the
one hand, the DAC and its members, and th@pating financial institutions have continued
to profess theigood intentions while repient countries have, for theart, continued tprotest
their frustration.
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Theproblem has been to define the cqrtadf ownershp for operationalpurposes. While it is
indeedpossible, as a number of academic writers@nadtitioners have demonstrated, to define
ownershp with a reasonable deee of intellectual gor, it has been difficult, for reasons of
domesticpolitical considerations and the deadghdi of tradition and habit in devgdment
cogperation offices and in the Fund and Bank alike, to reconcile the declared intentions with
practice.

Donors tend to see ownerglais an acgeance ly the regpient county of donor-driverpriorities
andprograms, and the same sentiment often lurks behind affirmations of the need foy countr
ownershp by Fund and Bank staff. For the externggiats then, it is as if the whole gigle is
aboutgetting the countries to “volunteer to gotd donor-drivenprograms.*

Thus, a number of issues still need to be addressed in order to move the nyatterthe
domain ofpolitical correctness to actualization. These include the follgwin

)] What does ownerspimean? What are its digguishing determinants, and what are their
relative weghts and influences gorogram sustainabilt?

i) How can ownerslp so defined be reconciled with ayi@e of conditionaliy that trggers
access to resources, notyifilom the Fund and the Bank, but also from all other official
develpment assistance sources?

i) To the extent that a igetiatedprogram is alwgs aproduct of a lagely lopsided
conmpromise, epecially for countries that have no alternative sources of fingncinder

what circumstances can it still be “owned”, if at ail,tbe county?

iv) Given the lgitimate need to ration scarce resources ppst of “correct” or
“appropriate” policies that have a reasonglgiood chance of success, and in a situation where
there are no arbiters nopellate bodies, what sort of conditiongliegime can both achieve
efficiengy in the use of external resources and also address the concerns about national
ownershp?

In this review, we have attgaed to test, thragh the case studies, a number gbdtheses,
including a definition of ownersipibased on the “rootgi or “anchorirg” of the reform
program in county sypport, and determinants of such ownepsthiat relate tgrogram
authorshp or origination, the scpe of societal soport, the level ofjovernment commitment,
the role of pecific initiatives ly government andythe Fund irpromoting ownershp, and
the role of the Fund’sperating methods in fostergpor inhibiting county ownershp. We

3See, for instance, Helleiner, G. K. (forthcom)ir‘External Conditionalit, Local Ownershg and
Develgoment”, in Jim Freedman (edlransforming Developmentniversiy of Toronto Press. Also K
Botchwey, “Obstacles to Continued Reform: An African Rexdive” in Laura Wallace (ed.peveloping
Structural Reform in Africa: Lessons from East A¥i@shimgton, D.C.: IMF, 1996.

4 Helleiner.,p. 7.
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then make some recommendations for dguefpcountly ownershp on the basis of common
themes derived from the coupxperiences and lessons thatytlodfer.



