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INTRODUCTION

1. This paper examines selected issues by way of background for the review of the
2002 Guidelines on Conditionality. It examines program implementation, program goals
and strategies, the breadth of coverage of conditionality, some issues in the use of the tools of
conditionality, prior actions, conditionality in capital account crisis cases, and the process of
program development. Annexes explain how the conditionality data used in various chapters
were derived and provide a list of programs included in the analysis.

2. This review examines developments since end-2000 and, where relevant,
compares them to earlier developments. The terms “pre-““ and “post-guidelines” are used
hereafter to refer to this cutoff date of end-2000. The cutoff date is chosen because an Interim
Guidance Note on Streamlining Structural Conditionality, which foreshadowed the main
changes in the conditionality guidelines of September 2002, was issued in September 2000.
Moreover, the Poverty Reduction and Growth Facility (PRGF), which shares some of the
objectives of the new guidelines, replaced the Enhanced Structural Adjustment Facility
(ESAF) in September 1999. Because the new policy was thus, essentially, phased in over
several years, and also because data for every arrangement are assigned to the year in which
it was approved, even if the arrangement stretched into later years (see Annex I), a clear
cutoff point is somewhat artificial.

3. The review comes at an early stage of experience with the new guidelines and
caution must be exercised in interpreting its results, given the small samples involved
and the inherent difficulty of comparing program-related conditions. Even though the
review draws in part on case studies, no substitute exists for cross-country analysis for
identifying broad trends, and at this stage such analysis is hampered by small sample sizes—
typically, about 10 arrangements a year under each of the GRA and PRGF. Moreover, the
analysis must be cognizant of the fact that program-related conditions can be of quite
different import. Nevertheless, there is no good way of controlling for these differences
without creating new—and in many respects more problematic—weaknesses in the analysis.
Hence, in what follows conditions are weighted equally, regardless of whether they entail
small or sweeping policy changes.

I. PROGRAM IMPLEMENTATION '
A. Introduction

4. Implementation of Fund-supported programs was expected to improve with the
new guidelines. The guidelines explicitly put greater emphasis on parsimony of conditions,
national ownership of policies, and implementation capacity, all of which were expected to
improve the prospects for successful program implementation—and ultimately lead to better

! Prepared by Steffen Reichold, with Alun Thomas contributing the section on waivers of performance criteria.



economic outcomes. While it is still too early to assess economic outcomes, a preliminary
assessment can be made on implementation of Fund-supported programs since the advent of
the new guidelines.

5. It is useful to distinguish between implementation of the overall policy program
and implementation of specific structural conditionality. More consistent implementation
of policy programs by country authorities should be evidenced by more completed reviews
and thus more programs staying on track, and also by better implementation of conditions. At
the same time, the focus on criticality of individual conditions was expected to lead to a
decline in the number of waivers of missed conditions.

6. The assessment of program implementation is based on two main inputs: an
analysis of program reviews and an analysis of implementation of individual conditions.
For the latter, information on individual conditions is obtained from the Monitoring Fund
Arrangements (MONA) database (see Annex I), which tracks Fund arrangements based on
the initial request and completed program reviews. Thus, implementation of conditionality is
not recorded if a program goes off track and later scheduled reviews remain uncompleted. In
other words, this data source only allows the analysis of implementation conditional on
programs remaining on track, or having been brought back on track after a temporary
interruption. By contrast, the analysis of program reviews—including uncompleted ones—
captures developments in all arrangements through to expiration.

7. Only a few years have passed since the streamlining initiative began and the
results therefore have to remain tentative. Only 60 new arrangements were approved
during 2001-03, 27 supported from the General Resources Account (GRA) and 33 under the
Poverty Reduction and Growth Facility (PRGF). Of the latter, only four had expired by end-
June 2004, the cutoff date used for much of the following analysis, and seven by end-
December 2004.% The average number of structural conditions per arrangement (not adjusted
for program length) is 14 structural benchmarks (SBs), five structural performance criteria
(PCs), and nine prior actions (PAs). Reflecting the small sample sizes, the observed changes
since end-2000 are often not statistically significant.’

B. Program Interruptions

8. A fundamental question in assessing program implementation is how much time
programs spend on track and off track. A natural metric is completion of program

? Setting a later cutoff date than end-June 2004 for the analysis of the implementation of structural conditionality
was not feasible due to the lags involved in reporting implementation, verifying the inputs, and analyzing the
data. A later cutoff date would have biased the sample since complete data were not available for all
arrangements as of a later time. However, lags are shorter for the analysis of program reviews and the cutoff
date was therefore extended through end-December 2004 for this analysis.

3 Statistical tests were attempted but are not reported here as they typically are not significant.



reviews. Completion of a review implies that the overall program remains broadly on track,
despite possible slippages that may have occurred. Conversely, failure to complete a
scheduled review generally indicates that overall implementation is not sufficient to ensure
achievement of the program objectives.”

9. It is useful to distinguish between temporary and permanent program
interruptions:
o A temporary interruption is defined as a delay in completing a scheduled review

of at least six months, provided that the review is eventually completed. Previous rephasing
and rescheduling of reviews are taken into account, in the sense that a delay is assessed
relative to the most recent review schedule. To make ESAF and PRGF arrangements
comparable, each ESAF-supported program is treated as one three-year program by
combining the individual annual arrangements. The approval of the 2" and 3" annual
arrangements are treated as reviews, and are generally presumed to be scheduled six months
after the mid-term review.’

o A program interruption is considered permanent if the program went off track
and was not brought back on track before the arrangement expired. This means that
scheduled program reviews were left uncompleted at the end of the arrangement.®

10. In line with expectations, more programs have been completed successfully since
2000. The share of expired programs that were permanently interrupted has declined
significantly from its peak in 1998-2000 (Figure 1, left panel).” This trend is particularly
pronounced for arrangements in the General Resources Account (GRA). While permanent
interruptions have also declined among PRGF (and ESAF) arrangements, the corresponding
sample size is small, as only seven arrangements approved in the post-guidelines period have
expired as of end-December, 2004. Nevertheless, an improvement is also visible among
PRGF arrangements, at least relative to 1998-2000.

4 Although reviews also have a forward-looking component, it is uncommon for reviews to be delayed or
prevented solely by a fundamental disagreement over the right strategy and measures for the future.

> In the few cases where ESAF reviews were scheduled more frequently, the presumed schedule for the
approval of the next annual arrangement is adjusted accordingly.

% One exception is made in the case of immediate successor programs. Sometimes, especially after a new
government takes office, the authorities prefer to negotiate a new arrangement rather than continue the old one,
which should not be regarded as poor program implementation. Therefore, if the new arrangement is approved
within three months of the first uncompleted review, the old arrangement is treated as having been on track until
it was cancelled and replaced by the new arrangement.

7 As of December 31, 2004.



11. Similarly, fewer programs remain completely unimplemented. Some programs go
off track shortly after approval, that is before completing the first review, and remain off
track until the program expires. As expected from the greater focus on ownership and
implementation capacity, the share of such completely unimplemented programs has also
declined, although for GRA arrangements it was somewhat above the share in 1995-97
(Figure 1, right panel).

Figure 1: Permanent Program Interruptions

Permanent Program Interruptions Permanent Interruptions before 1st Review
(in percent of expired arrangements) (in percent of expired arrangements)
60 25
sob ~ EGRA OPRGF | ol ____HEGRA OPRGF _
40
15
30 4 — B e - -
10
20 + - -———- - - - - -
5
T S - ] l 0
0 4 T T 0 T T
1995-97 1998-00 2001-03 1995-97 1998-00 2001-03
12. Notwithstanding these improvements, temporary program interruptions and

review delays have continued as previously. Temporary interruptions of at least six months
are frequent and occur in more than half of PRGF arrangements and roughly one third of
GRA-supported arrangements (Figure 2, left panel). Moreover, no recent improvements are
evident (and temporary interruptions in PRGF-supported programs even increased slightly in
the post-guidelines period). Average delays in completing reviews also remained stable
recently at about three months (Figure 2, right panel). Compared to 1995-97, temporary
interruptions are more frequent and delays have increased.




Figure 2: Temporary Program Interruptions and Review Delays
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13. Overall, full program implementation in line with the initially envisaged timing
is still the exception rather than the rule. Almost two thirds of all expired post-guidelines
arrangements were off track for a significant period of time—i.e., they were interrupted for at
least six months (Table 1). And only about one fourth of arrangements had all reviews
completed broadly on time.

C. Implementation of Structural Conditionality

14. A key question is whether the decline in permanent program interruptions
reflects better underlying implementation, or the granting of waivers and completion of
reviews when implementation has been weak. The Fund’s decisions on reviews and
waivers are of course constrained by the respective policies, but—just as the initial program
design requires judgments on the consistency of policies with program goals—require the
use of judgment in cases where there have been implementation slippages. A look at
implementation of individual conditions may help answer the above question.

8 However, it will be difficult to give an unambiguous answer. Data on program implementation are available
only for programs judged to be on track, and hence mix elements of the authorities’ as well as the Fund’s
behavior—in the latter case, decisions whether to judge the program on track and therefore complete reviews,
which involve judgment if there have been implementation slippages. To capture country behavior alone—i.e.,
the extent to which agreed programs are implemented regardless of Fund actions—would require
implementation data for both on- and off-track programs. These data are not available, and in any case the
Fund’s behavior is also of interest.



Table 1. Program Interruptions

Percent of Arr with: 1/ Average Delay of
Permanent Interruption Temporary Interruption of more than Any Interruption of more than Completed
Reviews 2/
Approval Number of in Ist2/3 inlIst1/3 before 1st (in days)
Year Arrangements Any Time _ of Arr. of Arr. Review 3 Months 6 Months 12 Months 3 Months 6 Months 12 Months

All Arrangements

1995-1997 79 42 32 14 9 35 19 8 66 54 46
1998-2000 63 56 35 24 16 63 41 13 89 76 59
2001-2003 26 27 27 8 8 54 38 8 73 62 35
PRGF and ESAF
1995-1997 26 38 19 12 12 62 42 15 85 69 46 85
1998-2000 31 58 26 23 10 81 52 16 94 84 61 100
2001-2003 7 43 43 0 0 86 57 14 100 86 57 101
SBA and EFF
1995-1997 53 43 38 15 8 23 8 4 57 47 45 45
1998-2000 32 53 44 25 22 47 31 9 84 69 56 85
2001-2003 19 21 21 11 11 42 32 5 63 53 26 78

Source: MONA, Staff Reports
1/ Only expired arrangements as of December 31, 2004.
2/ Only reviews scheduled before 7/1/2003. Reviews still pending as of 31/12/2004 are assumed to never be completed.

15. Implementation of individual conditions was clearly expected to improve with
the new guidelines. First, better ownership should make it more likely that the overall
programs—and thus individual conditions—are implemented as envisaged. Second, the focus
on criticality was expected to reduce waivers for missed conditions. And third, more
flexibility in modalities—e.g. through more outcomes-based conditionality—aimed at
reducing the need for waivers in cases where acceptable alternative measures are taken. As a
result, measured implementation while programs are on track was expected to improve. The
following sections take a look at all three types of structural conditions (performance criteria
(PCs), structural benchmarks (SBs), and prior actions (PAs)) separately, with a focus on PCs
and SBs. Prior actions for initial program approvals and completed reviews have by
definition a high implementation score.

Structural Performance Criteria

16. Despite expectations, the rate of waivers for nonobservance of structural PCs
has not declined.” Table 2 shows summary indicators of implementation of structural
conditions.'® For PRGF arrangements, waiver rates have remained broadly stable, while

9 . .
References to waivers below refer to waivers for nonobservance.

10 Al averages presented below give equal weight to each arrangement irrespective of the number of conditions
or the length of the arrangement. Thus, they are simple averages across arrangements approved in a given year
of the respective averages within each arrangement. This is different from calculating simple averages across all
conditions, which would tend to over-represent programs with a large number of conditions, or from calculating
averages across arrangements outstanding, which would give PRGF arrangements a higher weight in the
Fundwide average.
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waiver rates appear to have risen for GRA-supported arrangements (Figure 3)."' For
comparison, PC waiver rates for quantitative conditions—which are much lower than for
structural conditions—have actually declined slightly over time in GRA-supported
arrangements, while remaining broadly flat in PRGF arrangements (Figure 3, right panel).
The failure of the waiver rate for structural PCs to decline raises the question whether the
Fund has actually increased its focus on criticality or if too much flexibility is provided ex
post and the Fund is accommodating slippages that threaten the achievement of the program
goals. Ultimately, economic outcomes will provide an answer, but a closer look at the waived
PCs can already provide important insights at this time.

17. Waivers for structural PCs can be decomposed into three sub-categories, based
on whether the measure was replaced by an alternative (or slimmed down) measure, whether
it was implemented late (including alternative delayed measures), or whether the measure
was not implemented at all during the period of the Fund-supported program (i.e. the
measure “lapsed”). This breakdown is presented in Figure 4."

1 However, some caution should be applied in interpreting the results. Waiver rates can vary substantially
across individual programs, which frequently only have few structural PCs. Consequently, some missed PCs in
programs with a small total number of PCs can significantly increase the average waiver rate.

12 The decomposition in Figure 4, based on developments subsequent to the granting of waivers, does not
exactly parallel the reasons given for waivers at the time they are granted.



-11 -

Table 2. Implementation of Structural Conditionality

1995-1997 1998-2000 2001-2003

1995

1996

1997

1998

1999 2000 2001 2002 2003
Performance Criteria 1/
Average Implementation Index
SBA/EFF 1.39 1.36 1.35 1.46 1.47 1.25 1.03 1.65 1.46 1.50 1.33 1.29
PRGF/ESAF 1.37 1.37 1.44 1.31 1.34 1.47 1.14 1.51 1.57 1.41 1.42 1.53
Waiver Rate (in percent)
SBA/EFF 35 44 50 34 28 42 67 29 35 33 53 54
PRGF/ESAF 42 40 42 48 43 36 49 38 29 40 50 35
Lapsed Rate (in percent)
SBA/EFF 26 20 15 20 25 33 30 6 19 17 13 17
PRGF/ESAF 20 23 14 20 22 17 37 11 13 18 8 12
Structural Benchmarks 2/
Average Implementation Index
SBA/EFF 1.29 1.36 1.34 1.37 1.30 1.14 1.48 1.31 1.31 1.52 1.45 1.03
PRGF/ESAF 1.43 1.35 1.42 1.60 1.36 1.42 1.31 1.41 1.34 1.46 1.40 1.32
Implied Waiver Rate (in percent) 3/
SBA/EFF 47 47 49 41 53 50 40 48 52 43 41 65
PRGF/ESAF 44 51 43 33 47 48 53 42 57 42 46 43
Lapsed Rate (in percent)
SBA/EFF 24 17 18 22 18 36 12 21 18 9 14 32
PRGF/ESAF 13 14 15 7 17 10 16 17 8 12 14 25
Prior Actions
Average Implementation Index
SBA/EFF 1.59 1.85 1.92 1.54 1.50 1.82 1.77 1.82 1.94 1.96 1.99 1.83
PRGF/ESAF 1.82 1.83 1.97 2.00 1.68 1.94 1.95 1.71 1.81 1.96 1.97 2.00
Implied Waiver Rate (in percent) 3/
SBA/EFF 31 11 4 36 33 16 14 12 6 4 1 9
PRGF/ESAF 12 11 2 0 21 4 4 16 14 3 2 0

Source: MONA, Staff Reports

recorded in MONA.

3/ Percent of conditions not fully met by the specified test date.

1/ Conditional on programs being on track, i.e. excluding PCs with test dates after the last completed review.
2/ Based on all SBs. A restriction to SBs with test dates prior to the last completed review is not possible because test dates for SBMs are not consistently

Figure 3: Waiver Rates for PCs
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Figure 4: Composition of Structural PC Waiver Rate (in percent of all structural PCs)
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18.  Delayed measures account for the bulk of waived structural PCs:
. Some of these delayed measures are implemented quickly—indeed, as prior actions

for a program review and thus for the granting of a waiver. While MONA does not permit
precise identification of missed PCs that become prior actions, a comparison of PCs recorded
as “met with delay” with prior actions recorded in MONA suggests that a growing proportion
of PCs (from 3 percent in 1995-97 to 7 percent in 1998-00 and 14 percent in 2001-03) is
waived but then converted into prior actions to be implemented before purchases or
disbursements can proceed.'* Indeed, these rough estimates suggest that the increase in

13 As noted above, implementation is tracked only up to the last completed review, not the expiration date of the
arrangement.

' This increase may be overstated to the extent that recording of prior actions has become more thorough since
their inclusion under the misreporting policy in 2000 (see Chapter V). Inconsistent recording of prior actions
would tend to make the quoted levels underestimates, but an offsetting bias stems from the fact that MONA
does not record the timing of prior actions, so that delayed measures that become immediate prior actions cannot
be distinguished from delayed measures that become prior actions some time later, e.g., after the PC has been
reset for a subsequent date and has again not been observed.
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measures that become prior actions may account for all or most of the increase in delayed
measures. Such a development would be consistent with an increased focus on criticality in
setting PCs.

o At the same time, some measures can take a long time to be implemented, with
waivers granted on the basis that action is in train to ensure implementation at a later date."
This is consistent with the fact that structural reforms are seldom short-term measures and
that their specific timing is often less important than whether they are implemented.

19. Alternative measures play a more, and increasingly, important role in GRA-
than PRGF-supported programs. These are measures that are implemented on a modified
basis acceptable to the Fund. Though they seem to be largely absent from PRGF-supported
programs, they contributed about 10 percent of conditions in stand-by and extended
arrangements over the 2001-03 period, well above their share in 1995-97. Examples of
alternative measures include an increase in the electricity price by 15 percent together with
efficiency improvements in the sector, together equivalent in cash flow terms to the
condition's requirement of a 20 percent electricity price increase (Serbia), the establishment
of salary coefficients and associated wage ceilings in most rather than all ministries
(Croatia), and a reduction in the specific number of branches of two banks slightly below the
numerical target set in the Fund condition (Turkey).

20. Lapsed measures have declined in both GRA- and PRGF-supported programs,
suggesting that Fund-supported programs have become more focused on criticality.
Lapsed rates in GRA-supported programs have declined from 26 percent over 1995-97 to
15 percent over 2001-03; the corresponding figures for PRGF-supported programs are

20 percent and 14 percent respectively. Of course, this lapsed rate does not give a picture of
conditions the arrangement could have “done without:” it is calculated for all arrangements,
including programs that went and stayed off track, and some structural PCs that are recorded
as lapsed may indeed have been the cause of a permanent program interruption. Restricting
the sample to expired and completed programs captures more precisely those structural PCs
that arrangements were able to “do without,” and in this sample the lapsed rate declines for
GRA-supported programs from 31 percent to 17 percent over the same period.'® A similar
calculation cannot yet be done for PRGF-supported programs, since the sample of expired
post-guidelines PRGF arrangements is too small. But the lapsed rate in expired and
completed PRGF-supported programs has probably declined alongside, or even more than,
the unadjusted lapsed rate shown in Figure 4, since the inclusion of continuing programs in

15 See Chapter IV, Section B.

1% The common practice whereby conditions not met under one arrangement become conditions—often prior
actions—for a follow-up arrangement does not alter the fact that the earlier arrangement was judged to be
achieving its objectives without observance of the lapsed conditions.
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the post-guidelines period imparts an upward bias to the lapsed rate.'” Increasing insistence
on implementation—despite the higher waiver rate—could also help explain why delays in
completing reviews and temporary program interruptions have not declined.

Structural Benchmarks, Prior Actions, and Overall Implementation

21. The trends described above for structural PCs also broadly apply to SBs. While
SBs do not require waivers when missed, an “implicit waiver rate” can be calculated for SBs
as the share of conditions that was not fully met on time—analogously to the treatment of
PCs. The same holds for the “lapsed rate.” Figure 5 clearly shows that differences between
measured implementation of PCs and SBs are minimal in the post-guidelines period. The
observed trends are also broadly similar, which is to be expected given that the focus on
ownership and criticality applies to SBs as well as PCs. Implicit waiver rates for SBs have
also not declined significantly. For GRA-supported programs, they remained very stable
across the subperiods, while in PRGF-supported programs an increase in 1998-00 was
followed by a subsequent reversal, leaving the rate at the level observed in 1995-97. The
decline in the lapsed rate for SBs, however, is only evident in GRA-supported programs, and
only between the 1995-97 and the 1998—-00 periods. The lapsed rate for SBs is broadly stable
in PRGF-supported programs, although as noted above its most recent measurement is likely
to be biased upward.

22. As expected, implementation is much better for prior actions than for other
forms of conditionality. Implied waiver rates are very low since all prior actions usually
have to be done before a review is completed or a new arrangement approved. Moreover,
implementation is measured as having improved significantly over time. This improvement
is likely related to the increased formality of prior actions following their inclusion under the
misreporting policy in 2000. Additional uncertainty also remains regarding the data quality
and especially consistency over time.'® Nevertheless, arrangements are occasionally
approved and reviews completed despite the non-observance of prior actions. This explains
why prior actions still do not register full implementation.

17 Unexpired programs still have time to implement missed measures. There is an offsetting bias in the
unadjusted data in that Fund-supported programs are terminating prematurely less frequently, so that recently
more of the lapsed measures may be in programs without permanent interruptions. But the former effect is likely
to be quantitatively more significant, especially among the—largely unexpired—PRGF arrangements.

'® 1 the earlier years of the 1995-2003 sample, MONA was sometimes updated after a scheduled review was
not completed. In that case, prior actions could be recorded as not met. The frequency of such MONA updates
without a completed review, however, decreased over time limiting comparability. Additionally, some prior
actions that are recorded as “met with delay” may still have been implemented before the review was completed
(or program approved) but after the initially scheduled date, limiting the information content in the implicit
waiver rate.
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Figure 5: Implementation of Structural PCs versus SBs
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23. An implementation index can be constructed to summarize the implementation
record of specific program conditions.'’ The implementation index is constructed as
follows: all “lapsed” conditions get the value 0; all conditions that were partially met, met
with a delay, or for which some alternative action has been taken get the value 1; and all
conditions that were fully met on time get the value 2. Figure 6 shows the results for PCs and
SBs combined.”” Overall implementation in GRA-supported programs is almost unchanged
compared to the three years preceding the new guidelines: the increase in the waiver rate was
offset by the decline in the lapsed rate.”’ PRGF-supported programs, however, displayed a
significant improvement—admittedly compared to a relatively low level in 1998—00—driven
by the reduction in the lapsed rate for PCs and the reversal of the rise in the implicit waiver
rate for structural benchmarks. (The observed increase of about 0.1 in the implementation
index for PRGF arrangements is equivalent to 5 percent of conditions changing from
“lapsed” to “fully met.”)

Figure 6: Implementation Index, excluding PAs
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19 See Chapter III for an analysis of the implementation index by sector.

2% prior actions are excluded for the purpose of calculating the overall implementation index, as they have, by
design, a much higher average implementation index. Thus, if prior actions were included, composition changes
between the relative number of prior actions vs. PCs and SBs would have a large effect on the average
implementation index and would limit the usefulness of this indicator. Moreover, some measures that effectively
serve as prior actions may not always be formally reported as such once their implementation has been secured.

2! It should be noted that the same potential biases affecting developments in the lapsed rate also affect
developments in the implementation index—specifically, a downward bias from the inclusion of unexpired
arrangements, and a (likely smaller) upward bias from the reduction in permanent program interruptions.
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D. Regional Differences

24.  Regional differences in program implementation can be examined by grouping
countries by area departments, although the results should be treated with caution.
Since for most of the sample period (1995-2003) the European II (EU2) department still
existed, this distribution is maintained. Of course, the characteristics of countries that turn to
the Fund for support vary widely across area departments—and even within an area
department over time—and observed differences in implementation may well be due to
differences in this country mix. In addition, the samples obtained by classifying
arrangements by department as well as by three-year period are often small.

25. The decline in the frequency of permanent program interruptions is robust
across regions. In almost all regions, permanent program interruptions have declined since
the advent of the guidelines (Figure 7, upper panel).**

26. Regional differences regarding average delays in completing reviews have
increased (Figure 7, middle panel).”> While most regions showed some moderate shortening
or remained stable, average delays increased in EU2 and especially in APD. To some extent,
the increase in these two regions can be explained by a shift in the composition of
arrangements away from GRA-supported arrangements, which generally show shorter
delays, toward PRGF arrangements.

27. The implementation index improved significantly in the African department
(AFR), while it declined in APD (Figure 7, lower panel).”* Other regions remained broadly
unchanged, with the Middle Eastern department (MED) also registering some improvement.
This suggests that the general post-guidelines increase in the implementation index of
PRGF-supported programs is primarily driven by African countries. Other regions now

2 The post-guidelines observations of permanent program interruptions for APD, MED, and AFR are based on
only very few expired arrangements (two each in APD and MED, and three in AFR), and so should not be taken
as individually meaningful.

3 Samples sizes for this analysis are larger than for that of permanent program interruptions, since ongoing
arrangements are included. Here the observation based on the smallest sample size in the post-guidelines period
is that for APD, with ten completed reviews in four arrangements.

* Samples again include ongoing arrangements. The smallest sample size is again for APD, whose post-
guidelines average implementation index is based on 56 SBs and PCs in five arrangements.
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dominated by PRGF arrangements (EU2—where the implementation index was already
high—and APD) do not show similar recent improvements. In APD the decline in the
implementation index has accompanied a marked shift in the composition of the group of
program countries, from predominantly emerging markets to exclusively low-income
countries, which experienced significant difficulties during their programs.”

E. Conclusions

28. While the decline in permanent program interruptions is in line with the
expectations of the 2000-02 conditionality review, the analysis of individual conditions
shows a mixed picture. Permanent interruptions have become less frequent and this
development is evident broadly across types of arrangements and regions, providing some
confirmation that the result is robust and that a significant change has taken place since the
advent of the guidelines. The evidence on implementation of individual conditions, however,
shows a different picture. On the positive side, more conditions are implemented, as
evidenced by the declining lapsed rate. However, waiver rates have not declined as expected
across Fund-supported programs.

29. A full assessment of these developments must await availability of outcomes
data, but the current evidence is consistent with an increasing focus on criticality.
Generally, the analysis has been hampered by the fact that only a few years have passed
since the adoption of the guidelines. Consequently sample sizes are often small and some of
the results may not prove robust in the long run. Nevertheless, some clear trends have
emerged regarding certain measures of implementation, although without an unambiguous
interpretation. On the one hand, fewer permanent program interruptions could be the result of
better country ownership of the policy programs, and the high waiver rate may be an
indication the persistence of difficulties in formulating the precise timing and modalities of
measures. On the other hand, the same developments could also mean that criticality is
compromised and judgments stretched too far in the direction of accommodating slippages
that threaten the achievement of the program objectives. The decline in the lapsed rate
suggests that the Fund is actually “giving up” /ess on conditions it sets, and thus points to the
former interpretation, and to a greater focus on criticality in setting conditions. Ultimately,
economic results will reveal if program outcomes have improved or not.

% 1t bears emphasizing that measured program implementation cannot be unambiguously interpreted as
reflecting either country behavior or Fund behavior (see footnote 8).



-20 - APPENDIX I

Comparison with Waiver Rates in “Modalities of Conditionality—
Further Considerations”

30.  The waiver rates presented in this study differ from those presented in the paper
“Modalities of Conditionality—Further Considerations” (hereafter “Modalities of
Conditionality”) (1/8/02,
http://www.imf.org/External/np/pdr/cond/2002/eng/modal/010802.htm) owing to several
methodological changes. In “Modalities of Conditionality” waiver rates are presented by
decision year, whereas in this study they are presented by program approval year. This explains
some differences across individual years. The overall lower average waiver rate in “Modalities
of Conditionality,” on the other hand, is the result of two main methodological changes—the
exclusion of PCs related to uncompleted reviews and the exclusion of continuous PCs—as well
as a few minor ones.

31. Contrary to “Modalities of Conditionality,” the waiver rate in this study is based only on
completed reviews. Thus, PCs that had been set for a review that was not completed are
excluded from the denominator. If all PCs were included, as in “Modalities of Conditionality,”
the waiver rate would be lower since no waivers are ever granted for uncompleted reviews. The
disadvantage of that approach is that PCs that are recorded as not waived comprise both PCs
that were fully met and PCs that just never had the opportunity to be waived (or met) because
the program went off track. In “Modalities of Conditionality,” PCs that are not waived thus
include conditions with very good as well as with very poor implementation. The approach used
in this study, on the other hand, allows a more direct link to program implementation. PCs that
are not waived comprise only PCs that were observed, and the waiver rate is thus the opposite
of the observance rate.

32. The second important difference is the exclusion in this study of the standard continuous
PCs, such as “non-accumulation of external arrears” or “no contracting of non-concessional
external debt.” These PCs are sometimes (though not consistently) recorded in MONA as
structural PCs, but generally have high implementation and thus low waiver rates. They are not
included in the waiver rates presented in this study because their implementation rates require
different interpretation. (MONA also records other continuous PCs, different from the standard
ones—such as “no granting of new tax exemptions.” These are left in the database because it is
not always clear that they are continuous, and because the fact that the staff chooses to include
them suggests their waiver rates should be more comparable to those of other PCs.)

33. Another difference is the method used to calculate the waiver rate. “Modalities of
Conditionality” gives greater weight to programs with many PCs, as it calculates the waiver rate
as a simple average across all PCs. The rate presented in this paper is the average of the waiver
rates in each individual arrangement; thus it is an average across averages, which deemphasizes
individual PCs in programs with many PCs.

34.  Finally, while both studies rely on MONA for the number of PCs, the earlier study had a
different source for the number of waivers, which were identified individually in the Board
decisions of the program reviews. In contrast, this study derives the number of waivers from
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MONA. A comparison of the total number of waivers, during the time period of full overlap
between the two studies (1995-1996), shows no systematic over or under-counting, although it
does show some differences in individual years.
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II. GOALS AND STRATEGIES IN FUND-SUPPORTED PROGRAMS 2°
A. Introduction

35. Implementation of the guidelines’ principles of parsimony and criticality requires
the specification of clear and explicit program goals, and can only be helped by the
identification of clear and explicit economic strategies. The guidelines, as part of the effort to
focus program conditionality, indicate that “Fund-supported programs should be directed
primarily toward the following macroeconomic goals: (a) solving the member’s balance of
payments problem without recourse to measures destructive of national or international
prosperity; (b) achieving medium-term external viability while fostering sustainable economic
growth” (guidelines, §6).%” To these goals, the PRGF Instrument adds “fostering durable
growth, leading to higher living standards and a reduction in poverty.”*® Measures critical to
program goals can only be identified if goals are clearly and explicitly defined, and clear
program goals should also encourage greater focus on identifying the strategies by which those
goals could best be achieved, and serve to center program design on a set of conditions critical
for their attainment. Parsimony would follow, as conditions external to the stated strategies
would be unnecessary.

36. This chapter examines how clearly goals and strategies are articulated in staff
reports for requests for use of Fund resources (UFR), whether they are in line with the
guidelines, and the process by which they affect conditionality. It looks at whether and how
program goals and strategies for their achievement are specified in staff reports for
arrangements approved since 2001, what these goals and strategies are, and whether their
identification has led to focused conditionality since the adoption of the new conditionality
guidelines (and the creation of the PRGF). The articulation considered is that of the staff; the
way the authorities set out program goals and strategies in letters of intent, memoranda of
economic and financial policies, and poverty reduction strategy papers is beyond the scope of
this chapter.

37. At the outset, it is worth noting that goals and strategies are distinct elements; still,
identifying either of these elements in staff reports is not straightforward. Staff reports
should ideally indicate whether the program is focused on any or all of the macroeconomic
goals outlined in the conditionality guidelines. Beyond that, some discussion of the strategy
contemplated toward that goal is warranted. For example, in a PRGF-supported program with
the stated goal of higher growth, structural measures might focus on removing obstacles to

26 Prepared by James P. Walsh.

*7 These goals apply equally to programs supported by stand-by arrangements (SBAs) and arrangements under the
Extended Fund Facility (EFF), though the latter may be expected to include conditionality focused more on longer-
term sustainability issues, and thus to focus more on growth issues.

%% Annex to Decision No0.8759-(87/176) ESAF, as amended.
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private sector development or reducing crowding-out caused by excessive domestic financing of
the government’s imbalances. In practice, however, the statements about program goals and
strategies made in staff reports reflect imperfectly the underlying process by which critical
reforms are identified. Indeed, exploring how decisions are made about the conditionality set in
a Fund-supported program inevitably requires drawing conclusions on general intentions from
frequently imprecise statements made in staff reports. As a result, the risk exists that
presentational issues may be mistaken for real problems in the formulation of conditionality. To
minimize this risk, statements are interpreted liberally. It should be noted, however, that a weak
presentation can itself be problematic if it makes program proposals difficult to understand or
Interpret.

38. The following rules are thus followed in classifying the goals and strategies that can
be identified in staff reports. Any statement focusing attention on at least one of the
macroeconomic goals in the guidelines is deemed to represent consistency with the guidelines,
as drawing finer distinctions would second-guess the prioritization among different goals.
Further, any area described in program requests as a focus of discussions or a priority for the
near- to medium-term agenda is interpreted as a strategy. Ideally, conditionality would also in
practice be focused in those areas defined here as strategies. As some statements cite only
strategies, it seems reasonable to impute an underlying goal:* for instance, citing fiscal
sustainability as a program focus reasonably leads into macroeconomic sustainability as an
overarching goal. While this liberal imputation of strategies may err on the side of attributing
more process than may actually have occurred, a more rigorous interpretation of goals
statements might reject strategies that underlay program discussions, even though they were not
explicitly presented as such in staff reports.

B. Goals

39. Almost all requests for new arrangements include some statement of goals

(Table 3).*° Staff reports in almost all cases do include some statement of the focus of either the
authorities’ program or of the ultimate objective of Fund conditionality in requests for
arrangements. In only about one in thirteen staff reports is no such clarifying statement made.
About two-thirds of staff reports specify the goals of the Fund-supported program, which are
either explicitly or implicitly expressed as a subset of the authorities’ overall goals. Another
twenty-five percent of staff reports cite only the authorities’ goals, without specifying whether
the program supported by the Fund encompasses all or only a subset of these goals. Finally, in

2 . .. .

? Ideally, both goals and strategies statements should be clear and explicit. However, as it might be seen as
redundant to state, for example, that a program focusing on improvements in financial sector policies aims at
securing external sustainability, some flexibility in interpretation is called for.

3% This chapter includes arrangements supported by a PRGF/EFF blend under PRGF-supported arrangements.
Other EFF-supported arrangements are included with SBAs in the GRA; there is only one such arrangement in the
sample.
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the remaining five percent, the staff report is not clear whether the goals described are those of
the Fund-supported program or the wider goals of the authorities.

40. Separating the goals of the Fund-supported program from the authorities’ wider
set of goals is not merely a semantic difference. Circumscribing goals focuses discussions in
critical areas. Thus, distinguishing program goals from the larger goals of the authorities leaves
the authorities wider policy space. It is a good sign that two thirds of staff reports state clearly
the program goals that the Fund is supporting. Presentational issues—in particular, the wish to
emphasize the authorities’ ownership of the program—may account for the remainder of staff
reports where such goals are not distinguished. Program requests are clearer, however, when
this distinction is drawn. To be sure, in some cases program goals may be implicit from the staff
report in its entirety, though a clear statement remains preferable.

Table 3. Frequency of Stated Goals and Strategies in Staff Reports for
Requests for Fund Arrangements
Goals 1/ Strategies 1/

PRGF2/ GRA3/ Total PRGF2/ GRA3/ Total
Macroeconomic stability 23 16 39 Fiscal policy 14 18 32
Growth 19 17 36 Pro-growth policies 11 4 15
External stability 4 10 14 Banking sector 4 5 9
Poverty reduction 36 4 36 Monetary policy 2 5 7
None cited 3 2 5 Governance 5 1 6
Unfinished structural agenda 1 4 5
Exchange-rate policy 0 4 4
Inflation 2 2 4
Programs in Sample Central bank reform 3 0 3
Privatization 1 1 2
PRGF 2/ GRA3/ Total Public expenditure management 2 0 2
Institutional reform 1 0 1
36 31 67 Trade policy 1 0 1

1/ Programs often cite more than one goal or strategy.
2/ Includes PRGF/EFF blended arrangements.
3/ Includes arrangements under the EFF.
41. In general, program goals in UFR requests that indicate an overarching goal, as

distinct from an area in which to focus conditionality, fall into five categories: external
stability, macroeconomic stability, growth, employment, and poverty reduction. While external
stability is contained in the concept of macroeconomic stability, the reverse is not true; in some
cases, measures to ensure stability in the domestic economy may be crucial for program success
while, in other cases, external shocks may have caused a dislocation in an otherwise
well-functioning economy and external stability is a sufficient goal.

42. Much of this falls easily within the guidelines, though growth is to some extent a
gray area. As noted in section II.A, macroeconomic and external stability are appropriate goals
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for any Fund-supported program, and poverty-reducing growth is an explicit goal of the PRGF.
While growth is likely to be a goal of the authorities in any country, and indeed, is often a
crucial component in improving external sustainability, the guidelines indicate that
conditionality in a GRA-supported program should aim at external sustainability while fostering
sustainable growth. That is, external sustainability should be pursued with the help of pro-
growth measures; but measures that would be aimed at increasing economic growth, but not
having a substantial impact on the sustainability of the balance of payments (or where the latter
is not at issue), would not be appropriate.’' By focusing conditionality on areas closely linked to
external viability—and such conditionality in general will support improved long-term
growth—the guidelines aim at focusing the Fund’s attention on issues central to its mandate
(and where its expertise is greatest), while leaving maximum policy space to the authorities in
other areas.

43. Poverty reduction (in GRA-supported programs) and employment are other
objectives that do not obviously delineate appropriate areas for Fund conditionality. While
poverty reduction is clearly a goal of PRGF-supported programs, the only guidance in this
regard for GRA-supported programs is the proposition in the staff statement that sustainable
growth should be (inter alia) equitable (96). Poverty reduction can thus be seen as an issue to be
kept in mind in the design of GRA-supported programs, rather than an intended focus of them.
Employment promotion is not mentioned in the guidelines as an appropriate goal and focus for
conditionality for Fund-supported programs; it is presumably a feature or consequence either of
growth or of poverty reduction, since measures beneficial in these areas are likely also to
increase employment.

44, In line with the guidelines, a large majority of requests for use of Fund resources in
the GRA cite macroeconomic stability as a goal, while most requests for PRGF-supported
programs cite stability, growth, or both. About one-half of GRA-supported programs and
three-fifths of PRGF-supported programs cite macroeconomic stability as a goal, with one-third
of the former and only one in ten of the latter specifying external stability.** ** Growth is cited
as a goal in about half of PRGF-supported programs.

31 Consistent with this, in their discussion of the real-time assessments of structural conditionality (PIN No. 02/42,
4/19/2002, http://www.imf.org/external/np/sec/pn/2002/pn0242.htm), “Directors agreed that, in PRGF
arrangements, structural measures oriented primarily toward achieving growth and poverty reduction objectives can
be considered macro-critical,” while “[sJome Directors considered that growth-enhancing policies may also be
macro-critical to restoring medium-term balance-of-payments viability and debt sustainability in the context of
Stand-By and Extended Arrangements.”

32 .
Some programs cite more than one goal.

33 The fact that relatively few PRGF-supported programs cite external stability as a goal is reminiscent of the
finding in the recent study of program design that such programs have generally not been associated with progress
in external sustainability (see Fund-Supported Programs—Objectives and Outcomes, 11/24/04,
http://www.imf.org/external/np/pdr/2004/eng/object.htm). It may also reflect an increased focus on medium-term
growth issues, as might be expected under the PRSP process.
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45. Many requests for use of Fund resources in the GRA also cite growth as a program
goal. Indeed, the share of GRA-supported arrangements citing growth is as high as that for
PRGF arrangements—about half. In all but three GRA-supported programs (Brazil, Croatia,
and Peru), growth is cited along with external or macroeconomic sustainability as the program
goal—as would be expected since growth is often a critical element in improving debt
sustainability—and thus the overall goals are in line with the guidelines. Moreover, inclusion of
growth as an independent program goal does not seem to lead to differences in the formulation
of conditionality, suggesting that citing growth as a separate goal is likely to be a statement of
solidarity of the Fund-supported program with the authorities’ wider goals, rather than
representing a failure to focus specifically on areas critical to external viability.**

46. Some GRA-supported programs also cite poverty reduction or employment as
goals, though without an effect on the conditionality being set. Poverty reduction is cited in
a few GRA-supported programs, all in the Western Hemisphere department (WHD), and
employment in a slightly wider group. Conditionality in these cases does not differ in any
significant way from conditionality in most other GRA-supported programs, and, for the
poverty reduction cases, is less focused on fiscal reforms than conditionality in PRGF
arrangements in WHD. It therefore seems likely that inclusion of poverty reduction or
employment in goals statements signals the concern that both the authorities and the Fund place
on poverty reduction as a long-term objective, rather than a focus for Fund conditionality.

C. Strategies

47. About two-thirds of requests for arrangements cite at least one strategy to achieve
program goals. Strategy here refers to an area of structural reforms where the program’s
conditionality will be focused, such as the financial sector, public expenditure management, or
governance. Strategies differ from program goals by constituting intermediate steps between
what programs expect to attain (an improved external position, higher growth) and the measures
selected to get there.*® This leaves about one program in three where no specific strategy for
reaching program goals is mentioned. Conditionality in those cases is not significantly more
scattered than in others. The lack of an explicitly specified focus for conditionality may thus be
merely an oversight. However, the absence of a presented strategy deprives the Board of a full
justification for program conditionality.*®

3% An examination of the scatter of conditionality does not reveal any differences between GRA-supported
arrangements that do and do not cite growth as a separate program goal.

35 As stated above, in some cases, the citation of a program strategy has already been imputed to represent the
enumeration of a program goal. For the purposes of this section, these statements are interpreted in their narrow,
explicit sense.

3% The need for better “story lines” in staff reports has also been highlighted by the Independent Evaluation Office,
notably in its study of fiscal adjustment in Fund-supported programs (9/9/03,
http://www.imf.org/External/NP/ieo/2003/fis/index.htm).
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48.  Not surprisingly, most programs cite more than one strategy. Consistent with the
fact that countries rarely face obstacles of only one sort in the path toward external stability or
higher growth, only about one-third of programs that enumerate any strategy cite one focal
strategy (perhaps unsurprisingly, in most of these the focus is fiscal). Indeed, most programs
cite two or three strategies, and two programs (Brazil’s 2001 Stand-By Arrangement and
Tajikistan’s 2002 PRGF arrangement) cite four strategies each. Multiple strategies raise
concerns about whether such far-ranging tasks can be reconciled with parsimony and focus.
However, conditionality for Brazil and Tajikistan was more focused than implied by the
statements on economic strategies.

49. The strategies laid out in Fund documents to achieve program goals vary widely,
with areas of concentration lying both in and out of the Fund’s main areas of expertise.
Statements of program strategies can be fairly easily grouped into a small number of categories.
Three-quarters of strategies fall into five areas: fiscal policy, monetary policy, financial sector
reform, governance, and private sector growth. The first three are also areas of concentration of
conditionality (see Chapter III); the last two are explored in more detail below. The remaining
areas cited are exchange rate policy, inflation, public expenditure management, privatization,
central bank reform, trade policy, and the vague categories of “institutional reform” and
unspecified “structural agendas.”

50. Of these, fiscal reform is the most commonly cited strategy, particularly among
GRA-supported programs, and this focus carries over into conditionality. Of those
programs citing strategies, only two GRA-supported programs in the period analyzed (for
Bulgaria and Romania) did not cite fiscal reforms as a strategy.”’ Fiscal reform strategies extend
beyond deficit reduction commitments buttressed by quantitative conditionality. In all GRA-
supported programs citing fiscal policy as a program focus, conditionality included at least
some measures in revenue enhancement, expenditure control, or other fiscal areas. A smaller
share of PRGF arrangements cite fiscal strategies (14 of 25 indicating any strategy), and again
in all cases structural conditionality included fiscal reforms.

51. PRGF-supported programs frequently cite improvements in the business
environment and other “pro-growth” reforms—more frequently than do GRA-supported
programs. Almost half of PRGF arrangements cite this strategy, while only about one in five
GRA arrangements go the same route. It is not clear, however, how citing this goal affects
program conditionality. Indeed Figure 8, which summarizes the distribution of the number of
growth-related conditions in programs that do and do not cite a growth strategy, suggests that a
growth strategy does little to predict conditionality in this area (defined according to the
classification presented in Chapter I1T).*® For example, Tanzania’s 2003 PRGF arrangement

37 Both programs, however, did include conditions in the fiscal sector, as well as other areas.

3% Box-and-whiskers charts, such as those presented in the text charts, provide information on the distribution of
the number of conditions. The boxes in these charts represent the range of the 25-75 percentiles in the number of
conditions and the vertical line in each box represents the median values. The whiskers (lines extending beyond
each end of a box) reflect the low and high adjacent values. These adjacent values are calculated as a multiple of
(continued...)
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request cites improvement of the business climate as a strategy, but includes only a benchmark
on business licensing in that area. The implicit assumption may be that the stability afforded by
quantitative conditionality and progress in structural reforms (particularly in governance and the
financial sector) will lead to an improved climate for growth, and indeed the recent study of
program design confirmed the importance of macroeconomic stability for growth.”” But, as
noted in Chapter III, it is also possible that the increasing concentration on the Fund’s core
areas has begun to usher in a lesser focus on growth.

Figure 8: Distribution of Growth-Related Conditionality
(Number of conditions per program year)
GRA-supported programs PRGF-supported programs
NoGrowthStrategies NoGrowthStrategies b
GrowthStrategies GrowthStrategies
0 2 4 6 8 0 2 4 6
52. Some PRGF-supported programs cite governance as a focus, but seem to include

no relevant conditionality, and the opposite is also quite common (Figure 9).
Governance-related reforms are widespread in PRGF-supported programs (about two-thirds of
all programs include at least one condition in the area), but far fewer programs cite governance
as a strategy—five out of 25 PRGF-supported programs citing strategies.*” Programs citing
governance as a strategy tend to have slightly more conditions in this area than programs that do

the difference between the upper and lower quartiles, P75 and P25, also known as the interquartile range (or IQR =
P75 - P25). The adjacent values are the highest value not greater than P75 + 1.5 * IQR and the lowest value not less
than P25 - 1.5 * IQR (Tukey, J., 1977, Exploratory Data Analysis (Reading, Massachusetts: Addison-Wesley
Publishing Company)). Outliers in each category are represented by dots and reflect observations that are farther
away than the calculated adjacent values.

39 Macroeconomic and Structural Policies in F und-Supported Program—Review of Experience (11/24/04,
http://www.imf.org/external/np/pdr/2004/eng/macro.htm).

40 . .
Governance-related reforms are uncommon in GRA-supported arrangements, and are equally uncommon as cited
strategies.
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not do so, but some appear to include no conditions in the area.*' Conversely, programs that do
not cite governance as a strategy still tend to have conditions in this area. In sum, this strategy is
sometimes cited but not followed, or alternately, followed but not cited. This disconnect may
point to something of a gap between, on the one hand, the widespread perception of the need to
improve governance in many PRGF-eligible countries, and, on the other hand, the difficulty of
identifying measures that will both make a real difference and will be monitorable by Fund
staff.

Figure 9: Distribution of Governance Conditionality

(Number of conditions per program year)
PRGF-supported programs

NoGovStrategies

Go\VStrategies

53. Financial sector reforms are also frequently cited as a focus, though not as
frequently as they are included in conditionality. As discussed in Chapter III, financial sector
measures have become very common in GRA-supported programs, although they are cited as a
strategy in only 25 percent of programs indicating strategies. Despite their less-developed
financial systems, the percentage of requests for PRGF arrangements citing financial sector
reforms as a focus is only slightly below the share of GRA-supported programs. Conditionality
in this area generally tracks stated strategies, in both GRA- and PRGF-supported programs.
However, consistent with the increasing focus on conditionality in the area of vulnerability,
more programs seem to have conditions in financial sector reform than include it in statements
of strategy: arrangements as varied as Nicaragua’s PRGF arrangement and Ukraine’s SBA
include conditionality in the financial sector, but do not cite it as a specific focus. Figure 10

Mtis possible that a governance strategy is given effect through conditions not identified here as governance-
related. For instance, the sectoral classification used here—which is the same as in chapter [II—classifies all
customs administration reforms as linked to fiscal revenue objectives, even though they may have a governance
component. However, the prevalence of governance-related conditionality in the PRGF makes it unlikely that this is
the sole explanation for the observed strategies without conditions.
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confirms the widespread nature of conditionality in the financial sector, with very few programs
including no conditionality in this area, even among those that do not cite this strategy.

Figure 10: Distribution of Financial Sector Conditionality

(Number of conditions per program year)
GRA-supported programs PRGF-supported programs

NoBkgStrategies NoBkgStrategies

BkgStrategies BkgStrategies

54. The inclusion of conditions in areas not cited as program strategies raises the
question of how conditions were chosen. Such cases do not seem to identify strategies to
attain program goals, and then determine the critical reforms. Strategy statements presumably
represent the broad focus and most crucial areas for conditionality, and do not describe all
conditions. Clearly, some reforms outside of a program’s broad-stroke strategy may
nevertheless be critical to program goals. At the same time, programs in which strategies are
laid out and addressed, but extensive conditionality is included in other areas, raise questions
whether strategies were properly presented, or whether the program had a broader focus than
stated.

55. Moreover, program documents do not generally explain how strategies are chosen.
In the request for Lesotho’s 2001 PRGF-supported arrangement (Country Report 01/79,
6/12/01, http://www.imf.org/external/pubs/cat/longres.cfm?sk=4086.0), the program goal of
supporting Lesotho’s return to external sustainability is laid out, accompanied by a box
explaining the connection between Lesotho’s untenable fiscal position and its worsening
current-account deficit (see Box 1). This analysis, explaining how particular strategies have
been chosen and why, is not often presented. In many cases, such analysis may not be
necessary: the causes of a particular balance of payments imbalance may be clear and explained
in background sections of staff reports. But in many cases, particularly in countries with PRGF
arrangements, the move toward more parsimonious conditionality is likely to raise the issue of
why particular strategies have been chosen.
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Box 1: Justifying Strategies: The Case of Lesotho

Lesotho’s 2001 request for a PRGF-supported arrangement included a box explaining the
relationship between the fiscal and external balances in the country. The text, shown below,
was accompanied by a chart showing the high correlation between the (declining) fiscal
surplus and the worsening current-account deficit in the country.

Lesotho is a small, open economy; there is a close correspondence
between the fiscal balance and the external current account balance (see
figure below). In the 1990s, movements in the current account balance
(excluding flows on account of the Lesotho Highlands Water Project), in
percent of GDP, mirrored those in the fiscal balance. The relationship
between the two appeared to have weakened in the late 1990s. However,
this reflected the fact that the deterioration in the fiscal balance in this
period stemmed mainly from noncash expenditures (issue of bonds in
1999 to the bank that took over the deposit liabilities and good assets of
the Lesotho Bank) and higher debt-service payments on behalf of the
Muela hydroelectric power project. When these two factors are taken into
account, the close relationship between the two variables is maintained.

The strong relationship between the fiscal balance and the external
current account balance reflects the important role of the government in
the economy, the high proportion of traded goods in the economy, and the
high degree of capital mobility. Government expenditure is a major
component of domestic demand, the bulk of which is satisfied through
imports, while monetary policy has been unable to sterilize fiscal
operations. One of the objectives of the program is to develop the central
bank’s capacity to influence liquidity conditions and thus the balance of
payments.

This box clearly lays out the main external vulnerability facing the member country, and ties
the focus of the Fund-supported program, in this case, fiscal reforms and capacity-building at
the central bank, to this goal.

D. Conclusion

56. Almost all program requests state clearly the program’s goals, and these are
generally in line with the guidelines. Among PRGF-supported programs, almost all requests
cite program goals as growth and poverty reduction, while almost all GRA-supported programs
cite macroeconomic or external stability. Moreover, approximately two-thirds of requests
clearly state the goals of the program supported by the Fund, which are likely to be a subset of
the broader goals of the authorities. While some GRA-supported programs include growth as a
separate goal (independent from external sustainability), and some cite poverty reduction and
employment goals, this does not seem to affect conditionality.
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57. Most programs also indicate a strategy or strategies the authorities will follow to
attain the stated goals, and conditionality often tracks these strategies, but sometimes
conditionality spreads well beyond those areas, or not into those areas at all. These
strategies, intended as foci for conditionality, are often in areas of Fund expertise, and
conditionality tends to be focused in those areas. Strikingly, those frequently cited strategies
that are outside the Fund’s core expertise—“pro-growth” reforms and governance—seem to
predict conditionality less well than do core strategies. A disconnect may exist between what is
considered important and what can be specified in terms suitable for inclusion in conditionality.
Additionally, conditionality quite often extends into areas not cited as strategies, raising the
question whether all the relevant measures are truly critical. Program requests do not generally
explain why a strategy has been chosen, thus making it more difficult to evaluate the focus of
conditionality.

III. BREADTH OF COVERAGE OF STRUCTURAL CONDITIONALITY *?
A. Introduction

58. Focused coverage of conditionality is a key feature of the 2002 conditionality
guidelines: conditions should be limited to measures critical to the success of the
program.® This chapter assesses developments in the coverage of structural conditionality
since the guidelines were adopted. To this end, structural conditionality is classified into an
institutional and an economic classification.** The first classification serves to examine
developments in conditionality that pertain to the Fund’s technical expertise. The second
classification helps to identify links between the choice of conditionality and initial economic
conditions.

59. Any classification inevitably involves an element of arbitrariness. Some structural
reform measures may fit more than one category. For instance, measures that change the tax
structure may be needed for economic stabilization, but are also likely to affect economic
efficiency. As another example, reforms in the forestry sector aim at removing bottlenecks that
affect the development of this sector; yet, in some member countries, the importance of this
sector for fiscal revenues provides these reforms with an additional motivation.

60. Equally important, the analysis of sectoral coverage suffers from the same
methodological limitations as all counts of numbers of conditions. Counting conditions is a

2 Prepared by Juan Zalduendo.

*# Conditions can also be established to implement specific provisions of the Articles or policies adopted under
them.

* The MONA data set is the source of the structural conditionality dataset reviewed in this chapter. Some

6,600 conditions were reclassified into 32 categories and then mapped into the classifications discussed in this
chapter. Included in the dataset are 203 Fund-supported programs approved in the period 1995-2003 based on the
latest available review as of June 30, 2004. The number of conditions is adjusted by program duration, as discussed
in Annex I. For convenience, the data set is broken into three 3-year periods: 1995-97, 1998-2000, and 2001-03.
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crude metric, not least because it weights equally conditions of quite different import. The
proposed classifications are a methodological construction used to examine the trend changes
over time in the share of conditionality in different categories. They do not, however, address
the limitations that arise from the lack of link between the number of conditions and the quality
of reforms.

61.  This chapter is organized as follows. A review of the distribution of conditions based
on an institutional classification is presented in Section B. The following section discusses a
classification based on the economic aspects of structural conditionality. Section D examines
the links between conditionality and initial economic conditions. Some concluding remarks
follow.

B. Institutional Classification

Distribution

62. The proposed institutional classification attempts to map structural conditionality
into the Fund’s areas of core responsibility. The implicit assumption is that reforms related to
the Fund’s mandate and technical expertise are likely to be more critical to macroeconomic
stability and external sustainability, which are the primary goals of Fund-supported programs.
Indeed, recognizing this likelihood, the guidelines state that “conditions will normally consist of
macroeconomic variables and structural measures that are within the Fund’s core areas of
responsibility.” Notwithstanding the above, it is important to highlight that the guidelines do not
preclude setting conditionality in other areas, and indeed require it if those areas are critical to
the success of the Fund-supported program. Conditionality might be necessary, for instance, in
areas aimed at reducing financial vulnerabilities, and in noncore areas that are judged crucial for
achieving specific program objectives (e.g., energy sector reforms might be required to address
a key source of fiscal imbalances and ensure a sustainable allocation of resources in the
economy).

63. More precisely, structural policies are mapped into three categories: core areas of
Fund expertise, reforms where expertise is shared with the World Bank, and structural policies
in noncore Fund areas. The content of each category can be described as follows.

. Core reform areas refer to measures linked to fiscal, monetary, and exchange rate
policy. This category covers all aspects of fiscal policy, from tax policy and administration to
expenditure control and management.*’ Policies aimed at improving the transmission
mechanism of monetary policy and strengthening the signaling role of exchange rates are also
included.

4 Although expenditure management and control is an area where the Fund shares expertise with the World Bank,
this category was kept within the Fund’s core area given its central role in almost all Fund-supported programs.
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° Shared reforms areas include measures that are linked to the Fund’s mandate, but
in which both the World Bank and the Fund have complementary technical expertise.
Included in this category are financial sector reforms and reforms that strengthen the prospects
for private sector development (from trade liberalization to policies aimed at supporting an
enabling business environment). The degree to which these are shared between both institutions
varies; there is more involvement by the Fund in financial sector issues than there is in reforms
aimed at strengthening private sector activity. Governance-related reforms are also classified
within this category, though the Fund’s role is more limited than that of the Bank.

. Noncore reforms are outside the Fund’s areas of expertise and relate to measures
where the World Bank usually takes a leading role. These structural reforms (and
corresponding conditionality) include poverty-related policies and measures that deal with weak
public enterprises and civil service reform. Measures that address structural weaknesses in
specific economic sectors (e.g., agricultural markets) are also classified within this category.

64. The classification along the above lines reveals that there has been a marked shift
toward shared and core areas among Fund-supported programs over the past few years
(Figure 11 and Table 4). The shift in GRA-supported programs has been out of noncore areas of
expertise and has led to a reduction of 17 percentage points in the share of this category in Fund
conditionality since its peak in 1995-97. This declining trend began already in the late 1990s;
initially from noncore areas toward shared areas and, more recently, toward core areas. The
shift among PRGF arrangements was similar to that of GRA-supported arrangements—a
decline of 18 percentage points, concentrated in this case in the 2001-03 period (13 percentage
points).

Figure 11: Institutional Classification of Structural Conditionality
(In percent of the total number of conditions)
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Table 4. Institutional Classification of Structural Conditionality 1/
(excluding prior actions)

Total Core Shared Non-core Total Core Shared Non-core
areas areas areas areas areas areas
GRA-supported programs ESAF/PRGEF-supported programs
1995-1997
Share of total conditionality 100 28 27 45 100 32 22 46
Average implementation index 1.34 1.42 1.21 1.25 1.41 1.41 1.51 1.34
1998-2000
Share of total conditionality 100 28 35 38 100 33 26 41
Average implementation index 1.39 1.45 1.35 1.24 1.35 1.44 1.36 1.31
2001-2003
Share of total conditionality 100 32 41 28 100 45 28 28
Average implementation index 1.39 1.44 1.30 1.23 1.44 1.48 1.43 1.36
Source: MONA database and staff estimates.
1/ The number of conditions is adjusted by program duration.

Implementation

65. The implementation record of Fund-supported programs reveals a minor
improvement in recent years among PRGF-supported programs and a largely unchanged
implementation record in GRA-supported programs—a record which is only marginally
affected by the shifts in the coverage of conditionality. Shifts from sectors with traditionally
weak implementation records to sectors with stronger implementation could strengthen
aggregate implementation substantially (and vice versa for the opposite shifts), and the core and
shared areas conditionality has shifted into traditionally have a stronger implementation record
than noncore areas, suggesting that composition effects may be important. To understand better
the forces behind the changes in the implementation index,* this index is decomposed into a
design effect and a composition effect.*’ The former reflects genuine improvements in

* Asin Chapter I, the implementation index is calculated by assigning a value 0 to conditions that were not met, 1
to conditions that were met with delay, partially completed, or implemented in another form than originally
designed, and 2 to conditions that were met on time and as originally designed.

* The change in the overall implementation index in each category is given by

In,— s, =Sa., (IAI — [AH) + 14, (SAt — SAH) , where I is the implementation index of category A and S is the

share in total conditionality of the same category. The term with differences in I represent the design effect and the
one with differences in S is the composition effect. Thus, across all categories

z (I~ L) = z |:Si,t—1 (Ii L t_1) +1i, (SLt - Si,t—l)i| , where i represents the different possible reform

categories (e.g., economic management, vulnerability, public sector efficiency, private sector efficiency, and
economic flexibility for the proposed economic classification).
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implementation after controlling for the effects that arise as a result of shifts in the sectoral
coverage of conditionality—the composition effects. As is evident from Table 5, GRA-
supported programs have registered a very small deterioration in their design (or “pure”)
implementation record (-0.02), but this deterioration is counterbalanced by an equally small, but
positive (0.01), composition effect that arises from the shifts in the sectoral coverage of
conditionality. Among PRGF-supported programs the implementation record shows some
improvement in the 2001-03 period. Composition effects explain about a third of this
improvement, and the rest can be attributed to genuine improvements in implementation; still,
both the aggregate changes as well as the individual effects are small. In sum, though neither
the composition nor the design effects are large, the decomposition into these two categories
provides a more accurate depiction of implementation, and it will be important to follow these
effects in future, as more experience accumulates.

Table 5. Decomposition of Aggregate Changes in the Implementation Index
(Changes between 1998-2000 and 2001-2003, institutional classification; excludes prior

actions)
GRA-supported programs PRGF-supported programs
Composition Design  Total Composition  Design  Total
effect effect effect effect
Cumulative effects 0.01 -0.02 -0.01 0.02 0.05 0.08
Source: MONA database and staff estimates.

C. Economic Classification

Distribution

66. The economic classification serves to assess the choice of structural conditionality.
Although data limitations preclude an assessment based on economic outcomes since the
introduction of the guidelines, the proposed classification allows an examination of the links
between conditionality and initial economic conditions.

67. The economic classification is largely the same as in Macroeconomic and Structural
Policies in Fund-Supported Programs (11/24/04,
http://www.imf.org/external/np/pdr/2004/eng/macro.htm); measures that strengthen economic
management, those that address vulnerabilities, and supply-side conditions—in turn, the latter is
broken down into three supply-side sub-categories. The main components of this economic
classification can be described as follows:

. Reforms that underpin a medium-term framework for economic management.
These policies are designed to enhance stabilization and to strengthen the functioning of fiscal,
monetary, and exchange rate policies. In particular, the aim is to ensure that adjustment efforts
are effective, credible, and sustainable. Reforms in the fiscal area include measures that
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improve the tax structure—including widening the tax base—and tax administration, as well as
policies that improve public expenditure management. Deepening markets for government
securities and expanding the menu of instruments available to the monetary authorities are also
included, as these provide a more stable environment for conducting monetary policy. Measures
that strengthen the functioning and depth of foreign exchange markets are also part of this
category.

o Policies that address economic and financial vulnerabilities. These policies are
directed at tackling unsustainable public or external debt dynamics, reducing the vulnerability
of domestic balance sheets to sharp swings in exchange or interest rates, and other financial
sector weaknesses. Strengthening prudential regulations and financial sector supervisory
capabilities form an important element of this category and are a central aspect of many new
programs.

. Measures that enhance economic flexibility and efficiency, which are important to
strengthen growth, increase adaptability to shocks, and improve the delivery of public
services. The economic flexibility category includes measures that increase the ability to adapt
to new conditions—including trade liberalization reforms and policies that affect resource
allocation across most economic sectors, such as pricing policies that affect factor markets
(labor and capital), the institutional aspects of these markets, and pricing policies with
economy-wide effects (e.g., energy sector prices). The private sector efficiency category refers
to impediments to investment and growth and reforms that affect individual sectors, such as
marketing policies in agricultural markets. Privatization of state enterprises and utilities also
falls into this category, though these measures can have other objectives as well, such as
controlling quasi-fiscal costs.*® The public sector efficiency category relates to improvements in
the delivery of public services. These three reform areas are also referred to as supply-side
conditions.

68.  As noted in Macroeconomic and Structural Policies in Fund-Supported Programs,
the distribution of structural measures in GRA- and PRGF-supported programs in the
1995-2000 period mimicked the goals of these programs. In GRA-supported programs,
reforms were evenly split across all categories, while PRGF-supported programs were slightly
more focused on economic efficiency and flexibility—albeit marginally so, as the difference
was not statistically significant except among transition economies. This alignment with the
growth goals of PRGF programs is consistent with the correlation identified in Macroeconomic
and Structural Policies in Fund-Supported Programs between growth- and efficiency-related
structural measures and the growth performance of Fund-supported programs approved in the
period 1995-2000.

* An alternative is to link privatization to public sector efficiency, reflecting its role in redefining the role of the
state. This option was not followed because the public sector efficiency category in the proposed classification is
restricted to the delivery of public services.
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69. The data for programs approved in 2001-03 suggest that the GRA-supported
programs shifted sharply away from flexibility- and efficiency-related measures since the
guidelines came into effect (Figure 12 and Table 6). This shift has been primarily toward
vulnerability conditions, though there is also an increased focus on economic management. This
shift appears to be in line with the growing understanding of the importance of addressing
financial and other balance sheet vulnerabilities in members that use Fund resources under the
GRA.

70. In PRGF-supported programs the shift has been toward economic management
and away from supply-side reforms. A possible explanation for this shift is that the improved
growth performance of recent years has resulted in a focus on economic management and less
need for additional growth-related reforms. Some evidence in this direction is presented later in
this section—namely, high growth has been accompanied by a lesser focus on some supply-side
reforms, and this correlation has strengthened in the 2001-03 period. A second plausible
explanation is that “low-hanging fruits” with quick growth returns have already been harvested,
thus leaving fewer reforms to be tackled. At the same time, the guidelines, in particular through
their emphasis on conditions that are critical, may be limiting conditionality on measures that
yield benefits over longer periods of time. Even if the near- and medium-term costs of these
reform gaps might be low (judgment must await availability of outcomes data), this shift may
have longer-term consequences. This will require watching in coming years. It is also important
to note, however, that the state of economic knowledge on measures that sustain growth is
limited. For example, while there is broad agreement that institutions are of critical importance
for growth, it is less clear what are the policies that serve to strengthen a country’s institutional
framework, particularly given the different experiences and institutional arrangements that
characterize high-growth countries. Perhaps a combination of these explanations is at play,
suggesting that the decline in supply-side conditionality warrants being kept under scrutiny.

71. The shifts described are present—with only minor differences—both among
transition and non-transition economies. Specifically, there is a marked shift toward
vulnerability-related conditions among GRA-supported programs, though the shift among
transition countries is weaker (Figure 13). Indeed, these countries end up having a slightly
larger share of economic management, rather than vulnerability-related, conditionality. The
differences between transition and non-transition economies in PRGF-supported programs are
also small: a few differences in levels exist, but these do not affect the nature of the shifts
observed in recent years—namely, toward economic management and away from private sector
efficiency.

72. The shift in the distribution of conditionality also plays an important part in the
lack of decline in the number of conditions among GRA-supported programs. In particular,
the distribution of vulnerability-related conditionality has registered significant increases as
depicted in the box-and-whiskers chart (Figure 14). Vulnerability-related conditionality has also
increased among programs with relatively low vulnerability-related conditionality—the number
of conditions in the lower 25th percentile (i.e., the whiskers to the left of the median in the
figure) have doubled in the last 3-year period compared with the previous 3-year period, while
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the median has increased by much less, suggesting an increase in the dispersion of
vulnerability-related conditionality.
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Figure 12: Economic Classification of Structural Conditionality
(In percent of the total number of conditions)
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Table 6. Economic Classification of Structural Conditionality 1/
(excluding prior actions)
Total Economic Debt and Growth and efficiency Total Economic Debt and Growth and efficiency
mgmt. financial Economic Publ. sector  Priv. sector mgmt. financial Economic Publ. sector  Priv. sector
vulnerab.  flexibility related related vulnerab.  flexibility related related
GRA-supported programs ESAF/PRGF-supported programs
1995-1997
Share of total conditionality 100 24 22 5 17 32 100 31 16 6 23 25
Average implementation index  1.34 1.40 1.21 1.37 1.23 1.33 1.41 1.41 1.53 1.37 1.37 1.22
1998-2000
Share of total conditionality 100 26 29 5 20 21 100 32 15 5 27 22
Average implementation index  1.39 1.41 1.36 1.63 1.24 1.34 1.35 1.44 1.38 1.39 1.36 1.27
2001-2003
Share of total conditionality 100 29 39 1 20 12 100 44 24 2 20 11
Average implementation index ~ 1.39 1.41 1.37 1.00 1.30 1.25 1.44 1.47 1.50 1.80 1.45 1.18
Source: MONA database.
1/ The number of conditions is adjusted by program duration.
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Figure 13: Economic Classification in Transition and Non-Transition Economies
(In percent of the total number of conditions)
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Figure 14: Distribution of Vulnerability-Related Conditionality
(Normalized per program year; GRA-supported programs only)
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The boxes in these charts represent the range of the 25-75 percentiles in the number of conditions and
the vertical line in each box represents the median values. The whiskers (lines extending beyond each
end of a box) reflect the low and high adjacent values. These adjacent values are calculated as a
multiple of the difference between the upper and lower quartiles, P75 and P25, also known as the
interquartile range (or IQR = P75 - P25). Specifically, the adjacent values are the highest existing
value not greater than P75 + 1.5 * IQR and the lowest value not less than P25 - 1.5 * IQR (Tukey,
1977). Outliers in each category are represented by dots and reflect observations that are beyond the
calculated adjacent values.

73. The evidence suggests that vulnerabilities have played a large role in conditionality
among GRA-supported programs. Vulnerability-related measures are on an upward trend
vis-a-vis all other measures, and the number of measures is increasing in complementary reform
areas among “vulnerability” programs. Table 7 presents data on the number of conditions for all
GRA-supported programs and for two groups of GRA-supported programs: “non-vulnerability”
and “vulnerability” programs—that is, programs that have a below-average number of
vulnerability conditions and those that have an above-average number of these conditions.* At
an aggregate level, vulnerability-related conditionality increased by 1.6 conditions per program
year in 2001-03 relative to the previous three-year period, while all other reform areas

* The distinction between “vulnerability” and “non-vulnerability” programs based on the average number of
financial and debt-related conditions is chosen as a proxy for the emphasis placed on vulnerabilities.
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registered a reduction of 1.7 conditions per program year. In “vulnerability” programs, the total
number of conditions has increased by as much as 35 percent—perhaps in part on account of
the extent of detail that can characterize such programs (see Box 2). These programs are,
moreover, the sole source of increase in conditions outside the vulnerability category

(3.4 additional conditions), a large share of which (2.4 conditions) is related to economic
management (including fiscal) reforms, many of which are linked to efforts to address debt
dynamics. Indeed, while conditions among “non-vulnerability” programs declined by

19 percent, even among these programs there was an increase in the number of vulnerability
conditions (0.8 additional conditions per program year, compared to a decline of 4.6 conditions
in all other reform areas). In sum, vulnerability-related conditionality and vulnerability
programs are an important reason why the number of structural conditions among GRA-
supported programs did not decline during the 2001-03 period.”

Table 7. Developments in Vulnerability-Related Conditionality
(Normalized per program year; GRA-supported programs)

Debt and financial Rest of structural Total
vulnerabilities conditionality
# of cond. Change # of cond. Change #ofcond. % increase

All programs

1995-97 2.3 10.7 12.9
1998-00 5.4 3.1 13.5 2.9 18.9 46
2001-03 7.0 1.6 11.8 -1.7 18.8 0

Non-vulnerability programs (below average vulnerability-related conditionality)
1995-97 1.2 11.6 12.8
1998-00 3.0 1.9 17.1 5.5 20.2 58
2001-03 39 0.8 12.5 -4.6 16.4 -19

Vulnerability programs (above average vulnerability-related conditionality)

1995-97 4.9 8.4 133
1998-00 9.5 4.5 7.3 -1.1 16.7 26
2001-03 11.9 24 10.7 3.4 22.6 35

Source: MONA database.

0 See Giustiniani, A. and R. Kronenberg, The Missing Link: Financial Sector Conditionality (forthcoming) for an
analysis of conditionality in the financial sector.
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Box 2. Structural Benchmarks in Brazil’s Financial Sector (2002 Stand-By Arrangement)

By end-September 2002
Develop a streamlined set of indicators from the financial data currently reported to the Off-Site Banking Supervision
Department of the central bank to assess the economic and financial soundness of banks.

Implement a systematic assessment of credit risk level of the largest borrowers in the financial system.

Develop a monitoring system to report significant changes in key accounting data such as credit levels and composition,
credit portfolio stress risks, and risk diversification.

By end-December 2002
Further progress in the auctioning of the four remaining federalized state banks.

Completion of a review of differences between Brazilian and internationally-accepted practices for the use of independent
external bank auditors, in order to evaluate the appropriateness of implementing such international practices.

Completion of the updating of existing regulations regarding licensing of financial institutions, including the adoption of a
multistage approach to the licensing process; the introduction of a requirement that firms present detailed operating plans
before licensing, including information on corporate organization and structure, internal controls, and corporate governance;
and the requirement that the licensing process include consideration of the impact of the proposed new financial institution
on market concentration and competition.

Develop a streamlined set of indicators from the financial data currently reported to the Off-Site Banking Supervision
Department of the central bank to assess the economic and financial soundness of nonbanking financial institutions.

By end-May 2003
Progress towards the passage of a new Bankruptcy Law aimed at protecting creditor rights and a quicker restructuring of
distressed businesses.

By end-June 2003
Progress towards sale of the four remaining federalized state banks.

By end-September 2003
Start of operations of the new primary and secondary dealer system and the development of the sale of public debt over the
internet through the Tesouro Direto program.

By end-March 2004

Implement the Provisional Measure to allow workers to pledge a fraction of their future wages to the repayment of
consumer loans and expand the arrangement to include retirees in the public pension system via a National Social Security
Institute (INSS) ruling.

Introduce legislation to Congress to expand the scope of portfolio adjustments that are free from the bank debit tax (CPMF).

By end-June 2004
Enable loan applicants and banks to have access to the central bank's centralized credit rating system (SCR, Cadastro
Positivo), with a view to make available to competing banks information on borrowers credit profiles.

Implement the bankruptcy law (after congressional approval) by providing training as outlined in paragraph 11 (later reset
for end-December).
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74. Moreover, reflecting in part the increased focus on vulnerability, both GRA- and
PRGF-supported programs show evidence of greater concentration in the coverage of
conditionality. This is represented in Table 8 by the average number of distinct reform
categories in which conditionality is being set. The average number of supply-side categories
with conditionality has declined, in GRA arrangements, from a peak of 3.6 categories (out of a
total of 10 possible supply-side categories) to 2.8 in the 2001-03 period and in PRGF
arrangements, from 5.2 to 2.9 categories over the same period. In sum, there are fewer and more
focused reform areas within each individual policy program—a development that points to
some “‘streamlining” in GRA-supported programs even if the number of conditions is not
declining.

Table 8. Concentration of Conditionality in Distinct Reform Categories 1/
(Average number of categories with conditionality)

GRA-supported programs PRGF-supported programs
All conditions Supply-side All conditions Supply-side
(total 14 categories) conditions (total 14 categories) conditions
(total 10 categories) (total 10 categories)
1995-1997 5.3 3.1 7.9 4.7
1998-2000 6.5 3.6 8.4 5.2
2001-2003 5.8 2.8 6.2 2.9
Source: MONA database.
1/ A total of 14 different categories; 4 related to macroeconomic and financial sector reforms, and
10 related to supply-side conditions.

Implementation

75. As was the case with the institutional classification, implementation appears to
have improved, albeit marginally, in some of the areas of increased conditionality among
PRGF-supported programs, but remains broadly unchanged in GRA-supported
programs. Specifically, the implementation of economic management and vulnerability
measures in GRA-supported programs remains as in the pre-guidelines period (Table 6), but
shows some improvement in PRGF-supported programs.’' In contrast, among reforms aimed at
strengthening private-sector efficiency, the implementation record has weakened. Although the
reasons behind this deterioration are unclear, the deterioration has been particularly strong in
reform areas outside the Fund’s areas of expertise and where it is more difficult to define
conditions given the numerous unknowns involved, in part because these reforms are both
politically as well as technically demanding. For example, implementation of public enterprise

3! As referenced in chapter I, the index for PRGF-supported programs is likely to have a downward bias in the last
3-year period owing to the number of conditions that might still be met but with delays. The share of active PRGF-
supported programs is larger—only 5 out of the 33 arrangements approved in the period 2001-03 had expired as of
June 30, 2004, as opposed to 20 out of 28 GRA-supported programs.
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reforms has deteriorated sharply, perhaps because the Fund is countenancing greater deviations
from original plans in either timing or design, though many of these reforms do eventually get
implemented.

76. The decomposition of the implementation index into its composition and design
effects provides similar conclusions as those described for the institutional classification;
namely, as is evident from Table 9, GRA-supported programs have registered a very small
deterioration in their design (or “pure’) implementation record (-0.03) and this deterioration is
counterbalanced by an equally small, but positive (0.03), effect that arises from the shifts in the
sectoral coverage of conditionality. Among PRGF-supported programs composition effects
explain about a third of the improvement, and the rest can be attributed to genuine
improvements in implementation; still, both the aggregate changes as well as the individual
effects are small.

Table 9. Decomposition of Aggregate Changes in the Implementation Index
(Changes between 1998-2000 and 2001-2003, economic classification; excludes prior actions)

GRA-supported programs PRGF-supported programs
Composition Design  Total Composition  Design  Total
effect effect effect effect
Cumulative effects 0.03 -0.03 -0.01 0.02 0.05 0.08
Source: MONA database and staff estimates.

D. Conditionality and Initial Economic Conditions

77. Conditionality is in some key respects aligned with initial economic conditions. The
regression results (Table 10) contain two interactive dummy-based variables related to initial
economic conditions; the first variable represents initial economic conditions in the pre-
guidelines period and the second those of Fund-supported programs in the post-guidelines
period. Controls are added for area department, program type, and macroeconomic variables.>
The results indicate that:

. More conditions are now specified to address vulnerabilities when the initial
external debt levels are high. This relationship is not observed in pre-guidelines programs,
perhaps denoting the recent emphasis on financial and balance sheet vulnerabilities.

52 . . . . o
All macro variables are instrumented using MONA macroeconomic projections.



Table 10. Number of Structural Measures and Initial Economic Conditions: Regression Results 1/

Initial economic condition being examined Initial debt levels Initial macroeconomic stability Initial economic growth rates

Dependent variables (number of conditions) Vulnerability Private Economic Economic Economic Economic Economic Private

conditions sector flexibility management — management management flexibility sector
efficiency efficiency

Regressors (initial economic conditions)

Debt level in pre-guidelines programs 0.000 0.002 0.001

Debt level in post-guidelines programs 0.017 * -0.012 -0.006

Inflation rate in pre-guidelines programs -0.001

Inflation rate in post-guidelines programs 0.022

Fiscal balance in pre-guidelines programs 0.004

Fiscal balance in post-guidelines programs -0.310 **

Growth rate in pre-guidelines programs 0.038 -0.026 -0.148 #**
Growth rate in post-guidelines programs 0.130 -0.084 -0.526 ***

Dummy variables '
APD 7.105 *** -0.752 0.295 -0.280 -0.414 -0.449 0.328 -0.354 3
EUl 3.704 *** 1.324 0.609 2.923 ** 2.464 ** 2.822 ** 0.562 1.628 1
EU2 2.021 * 1.052 0.682 * 1.594 1.315 1.144 0.566 0.728
MED 1.384 -0.522 1.028 ** 6.24] *** 6.190 *** 6.169 *** 1.079 ** -0.203
WHD 2.902 *** -0.622 -0.051 0.089 -0.456 0.083 -0.226 -0.904
Program type 2/ -0.125 -0.197 -0.049 0.770 ** 0.643 * 0.664 * -0.048 0.084

# observations/programs 136 136 136 138 138 138 138 138

R’ 0.37 0.18 0.14 0.23 0.26 0.23 0.14 0.29

F-statistic 3/ 6.7 *** 2.4 HEx 1.9 * 3.4 **x 3.9 Hkx 3.4 *x* 1.8 * 4.7 HEx

Sources: International Monetary Fund, MONA; and IMF staff estimates.

Note: * = significant at 10% level, ** = significant at 5% level, *** = significant at 1% level.

1/ Regressions based on a dataset of programs approved during the period 1995-2003. Controls for initial economic conditions are included; these controls are instrumented using WEO

actuals regressed on MONA projections (current account, fiscal balance, inflation are among the list of instrumented macroeconomic indicators).

2/ Equal to 1 if a PRGF-supported program.

3/ F-statistic for null hypothesis that all explanatory variables (other than the constant) are jointly equal to zero.
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o High debt levels do not affect the prevalence of supply-side conditions, such as
economic efficiency conditions. While the latter is surprising in that growth can be a crucial
component of a country’s efforts to maintain (or reduce) debt to sustainable levels, some of
the same reasons that underlie the decline in growth-related conditionality in PRGF-
supported programs (see §70) may be at play—including perhaps the difficulty of identifying
actions that can be confidently predicted to make a real difference to growth.™

o Since the guidelines were introduced, a strong fiscal performance prior to the
program year has resulted in fewer structural conditions in the economic management
category. This could reflect increased selectivity in conditionality. In contrast, high inflation
in the pre-program period does not affect the number of economic management conditions
(either in the pre- or post-guidelines period).

o Pre-program growth rates affect the choice of conditionality. Specifically, poor
growth performance is correlated with more conditions directed toward private sector
efficiency. Interestingly, the link between pre-program growth rates and efficiency
conditions appears to be quantitatively stronger in the post-guidelines period (the coefficient
increased from -0.15 to -0.53). The link between growth and growth-related conditionality is
also consistent with the decline in growth-related conditions in PRGF countries, as their
growth performance has improved in recent years.

E. Conclusions

78. The distribution of conditionality has shifted over the past few years. The shift
has been out of noncore reforms and toward areas of greater Fund expertise. The shift has
also been toward economic management and vulnerability categories. The shift toward
economic management has been more pronounced for PRGF-supported programs, while
GRA-supported programs have witnessed a greater shift towards vulnerability-related
conditionality. In addition, conditionality has been set on fewer reform categories than in
earlier periods.

79. Supply-side conditionality in PRGF-supported programs has declined. Several
explanations are possible. For example, higher growth has typically resulted in fewer
efficiency-related conditions; this correlation has become quantitatively stronger over time.
Another explanation is that fewer reforms with quick growth returns remain, limiting the
agenda to be tackled in Fund-supported programs. The shift in conditionality may have also
been exacerbated by the new guidelines; the focus on parsimony, criticality, and ownership
might result in less attention to growth issues that stretch beyond the program period. A more
benign interpretation, however, relates the decline in supply-side conditionality to the lack of

>3 As discussed in Lessons from the Crisis in Argentina (10/9/03,
http://www.imf.org/external/np/pdr/lessons/100803.htm), for example, optimistic growth projections during the
early- and mid-1990s, partly based on reforms undertaken earlier in the decade, resulted in overly sanguine
assessments of public and external debt sustainability.
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understanding about what measures might serve to promote growth. All of these factors are
likely at play. Still, the decline is striking and warrants being kept under close scrutiny.

80. Composition effects have had an impact on the numbers of conditions in Fund-
supported programs, but this has not been at the expense of program focus. Indeed, both
vulnerability-related conditionality and programs have been a source of the lack of decline in
the numbers of conditions in GRA-supported programs, thus highlighting the role of
composition effects. Still, as noted above, conditionality has been set in fewer reform
categories.

81. Finally, a stronger relation of structural conditions to the economic situation at
the start of the program is observed in the post-guidelines period. Specifically, initial
debt levels (higher debt results in more vulnerability conditions), fiscal performance prior to
a program (weak fiscal positions result in more economic management conditions), and pre-
program growth rates (high growth leads to fewer supply-side conditions) influence the
number and distribution of conditions in Fund-supported programs. Moreover, these links
have either emerged or become quantitatively more important in the post-guidelines period.

IV. USE OF THE TOOLS OF CONDITIONALITY >*

A. Types of Conditions—Structural Performance Criteria
and Structural Benchmarks

82. The implementation of structural conditionality is monitored on the basis of
prior actions, structural performance criteria, and structural benchmarks. This section
considers the choice between structural performance criteria and structural benchmarks.

83. The guidelines specify rules for the use of structural performance criteria and
benchmarks in order to ensure that usage of both is consistent with the basic principles
of parsimony, criticality, and ownership. The stipulations for the two types of conditions
are as follows:”

¢ Performance criteria (PCs) must by themselves be so critical that purchases or
disbursements under the arrangement should be interrupted in case of nonobservance,
and must be objectively monitorable.

e Structural benchmarks (SBs) are used in instances where a condition cannot be
specified in terms that are objectively monitorable, or where its non-implementation
would not, by itself, warrant an interruption of purchases or disbursements under the

>4 Prepared by Alun Thomas.

>3 Unlike prior actions (see Chapter V), structural PCs and benchmarks are on measures that do not require
upfront implementation.
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arrangement—that is, as clear markers in the assessment of progress in the
implementation of critical structural reforms in the context of a program review.

Recent Developments

84. The combined number of structural PCs and structural benchmarks has
followed different trends in PRGF and GRA-supported arrangements. While the total
number of these conditions has remained fairly stable among PRGF arrangements since 2000
at about 11-12 conditions per annum, the figure has risen since 2002 among GRA-supported
arrangements to some 15% conditions per annum, from about 13%2 in 2000-02.

85. These divergent trends are explained largely by the behavior of structural PCs,
which have remained broadly stable in PRGF-supported programs since 2000, but have
risen in GRA-supported arrangements since 2002.”° This latter increase is in part
traceable to measures intended to shore up weak financial systems in a number of Latin
American countries (Bolivia, Dominican Republic, Box 3), and was supported by Executive
Directors.

86. Structural benchmarks have declined slightly in PRGF arrangements and have
remained fairly flat in GRA-supported arrangements since 2000. These developments
contrast somewhat with the Board’s recommendation in March 2001, that, in light of the fact
that “..the boundaries of conditionality had become blurred, due to the increasing use of
structural benchmarks..... Directors saw a need for structural benchmarks to be used more
sparingly.” >’

Rationale for Choosing SBs over Structural PCs

87. The guidelines provide two reasons for choosing SBs over structural PCs. First,
SBs are appropriate if a measure cannot be objectively monitored because its definition lacks
precision. For these conditions, Board review is needed in order to establish whether
implementation warrants the tranche to be released. Second, SBs are also chosen over
structural PCs to monitor small steps that are key components of a broader reform. Although
too small to interrupt the arrangement by themselves, these steps are markers of progress in a
critical area.

36 See Review of the 2002 Conditionality Guidelines, Figure 3.

ST MF Executive Board Discusses Conditionality, PIN No. 01/28, 3/21/01
(http://www.imf . org/external/np/sec/pn/2001/pn0128.htm).
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Box 3. Countries with Extensive Structural Performance Criteria in 2003-04

While the number of performance criteria in GRA-supported arrangements was fairly stable over the
2000-02 period, it rose sharply in 2003, with only a slight decline in 2004. Four countries with the
highest number of structural performance criteria in 2003 are considered below to illustrate some of
the possible reasons for this rise.

Conditionality in Bolivian programs has increased sharply in the current program. In the final year of
the Bolivian PRGF arrangement in 2001, conditions were pared down substantially, and this action
was criticized by the Executive Board. Since then the Bolivian banks have suffered multiple deposit
runs, weakening the financial system.

In response, the SBA-supported program, which began in 2003, focused on weaknesses in the
financial sector and on fiscal discipline, with particular emphasis on lowering the fiscal deficit to
ensure debt sustainability. To address financial sector vulnerabilities, the program set structural PCs
on regulations for bank resolution, clarifying the roles of the various institutions with oversight over
the financial sector, adopting an action plan to strengthen weak banks, and submitting to Congress a
draft bankruptcy law. On fiscal policy, structural PCs were set on the submission to Congress of a tax
procedures code and on the issuance of associated regulations, both of which aim to develop a
personal income tax in Bolivia. This conditionality was justified by reference to the difficulty of the
situation, and the Board shared the view that it was appropriate. Indeed, some concerns were
expressed that the passage of the tax procedures code was a benchmark and not a PC, and that future
structural conditionality was light. The implementation of conditionality was comparable to the
average among programs, with delays in the implementation of the structural PCs and some structural
benchmarks not implemented as yet.

Ecuador is another country where performance criteria have increased over the past two programs.
The 2000 program was based on supporting the official dollarization of the economy, addressing
weaknesses in Ecuador’s banking system through strengthening supervisory regulations and raising
capital adequacy ratios, achieving a more flexible labor market, and facilitating the privatization of
major state enterprises.

Following a succession of weak governments, a political outsider was elected in late 2002 on an
anticorruption platform. This change in government kindled interest in a new Fund-supported
program based on strengthening the fiscal balance and reducing rigidities in fiscal policy, cleaning up
the banking system, and modernizing state enterprises. Nine structural PCs were set for the first year
of the program in the areas of civil service reform, customs administration, cost-effective production
and sale of fuels, the foreign transfer of the management of the electricity distribution companies, and
passage of tax reform law, in addition to banking measures on liquidating banks and returning
blocked deposits to depositors.

Although the structural conditions in this program were wide-ranging, the Board was quite positive
on the breadth of conditionality, emphasizing that all the measures had fiscal implications, and that
the program faced significant political risks. The concerns voiced about the specifics of conditionality
were limited to the likelihood of achieving necessary and substantive civil service reform in a
fractured political environment.
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Box 3. Countries with Extensive Structural Performance Criteria in 2003-04
(continued)

In the event, most of the structural PCs were missed, requiring corrective measures and a conversion
of some of the conditions into prior actions. Implementation of structural reform remained weak,
partly associated with the government’s unpopularity and limited consensus in policy making. The
arrangement expired in April 2004, with only a third of the committed financing having been
disbursed.

Until 2003, the Dominican Republic (DR) had enjoyed rapid growth and a stable macroeconomic
environment. It had not had a Fund-supported program (except under emergency assistance) for

10 years. The global slowdown in 2002 and 2003 heavily affected DR because of its high exposure to
the world economy. Rather than initiate bank reform, the authorities chose to ease monetary policy,
which may have contributed to the failure of the third largest private bank. Concurrently, two other
banks were affected by accounting malpractices and mismanagement. The exchange rate depreciated
by over 40 percent in the first seven months of 2003, and inflation rose to nearly 30 percent.

The authorities turned for support to the Fund, which approved an arrangement based on restoring
macroeconomic stability, maintaining confidence in the banking system, ensuring debt sustainability,
and resuming strong growth. To achieve these objectives, structural PCs were set on approving laws
on the deposit insurance fund, lender of last resort facility, and bank resolution under systemic risk,
approval of a budget bill, and unification of the foreign exchange market. As in the other cases, the
original program was well supported at the Board—especially the use of prior actions to demonstrate
commitment in the face of implementation risks.

While progress has been made on the resolution of the three problem banks, banking supervision and
adherence to the legal framework for bank resolution has been weak. In late 2003, in response to
continued exchange rate depreciation, the government intervened, leading to a parallel foreign
exchange market. Four of the five structural PCs set for the first review were waived (none of the
benchmarks were met either, though one was implemented with delay), and the program was
permanently interrupted after the first review on account of insufficient fiscal adjustment.

Paraguay fell into its worst recession in decades in 2002, having had no economic growth on average
since 1996. The severe recession was triggered by the regional crisis and a poor harvest. In 2003, a
new government came into office, and became the catalyst for structural reforms that are being
supported by a Fund arrangement. Structural conditionality was wide-ranging, despite the fact that the
2003 funding crisis had been resolved by the time the arrangement was approved. The original
program set eight structural performance criteria in the areas of banking system legislation, fiscal
adjustment (including pensions), improved financial relations between the central bank and the
government, liberalization of fuel and utility prices, and independent audits of public enterprises. The
Board was once again generally supportive of this conditionality, although a few concerns were
expressed that the proposed conditionality would not be met on time because of the requirement for
congressional approval of many conditions. In addition, the precedent and usefulness of including as
a condition the requirement for all banks to be credit-rated was questioned. In fact, all of the structural
conditions have been met except for two related to the passage by the (opposition-controlled)
Congress of new comprehensive banking system legislation, and growth has resumed.
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88. In countries with large numbers of structural benchmarks, SBs are often
clustered around specific actions. For example, in Sierra Leone, benchmarks have been set
on developing a National Revenue Authority (4) and making inroads into developing the
financial sector (7). In the Democratic Republic of Congo, a number of benchmarks were set
up to help improve fiscal transparency. In Nicaragua, a quarter of the SBs in the first two
years of the program focused on tax reform, while a third of the SBs were aimed at
strengthening bank supervision. Similarly, in Armenia, over half of the benchmarks in the
first-year program were associated with tax and customs reform, with a further 25 percent
aimed at bank supervision and liquidation. At the commencement of Albania’s most recent
program almost half of the ten SBs were set on tax and customs reform.

89. Structural benchmarks are also often used for reforms that have a long gestation
period. In the early stages of a reform process, when the focus is often on preparation rather
than implementation, specific measures are identified as clear markers, and therefore are set
as SBs. Not surprisingly, SBs are overrepresented in conditions that require a lengthy period
to be adopted, with heavy concentration in social security reforms, economic statistics, and
governance and institutional issues.”®

90. The large number of SBs raises the question whether their use conforms to the
guidelines in all cases, or whether they sometimes signal less critical or less urgent
measures than other conditions. Early indications suggest that the latter rationale is
sometimes used. In some cases, a condition initially set as a PC was subsequently converted
into a SB when the condition proved to be too ambitious. In Lesotho, filling the position of
Accountant General was made a PC in 2002, but later became a structural benchmark
because of the difficulty in finding the appropriate candidate (although the measure was
eventually implemented). Conversely, sometimes measures are converted from SBs into
structural PCs when they fail to be implemented. In Ethiopia, the consolidation of the federal
and regional budgets was converted from a SB to a PC because of a delay in implementation
and a growing realization of the importance of the measure (which was also a trigger for the
completion point under the Heavily Indebted Poor Countries (HIPC) Initiative). The
recording and resolution of inter-enterprise arrears in Albania and the submission to
Congress of a bankruptcy law in Bolivia were switched from benchmarks to structural PCs
for similar reasons. These measures did not obviously qualify as “small steps” in a larger
process of reform when they were originally formulated and were clearly monitorable
because they were later converted into structural PCs. These actions suggest that the Fund
does sometimes make judgments about the criticality of structural PCs versus SBs.”

%% This measurement is based on comparing the ratio of SBs to all measures in a particular sector with the
overall ratio of SBs to all measures.

59 . . . . .

In a number of cases, measures that are subject to SBs become prior actions. This development is not
inconsistent with the guidelines; the notion that SBs are steps in a critical reform process suggests that it may
not always be appropriate for the arrangement to proceed if they are not implemented.
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91. Evidence that a distinction is made between structural PCs and benchmarks in
terms of criticality also comes from the widespread presence of isolated benchmarks,
many of which appear monitorable. Almost 30 percent of benchmarks set in arrangements
approved in 2003—after the new guidelines went into effect—are the sole condition in a
particular sectoral area as defined by the list in Chapter III, and many of these conditions are
fairly precise. For example, in Colombia, a benchmark was set on the issuance of a decree to
eliminate existing vacancies in the public service and to close vacancies created by retiring
staff, while no other condition was put in the area of civil service reform. Similarly, in
Macedonia, the submission of a new Tobacco Law to Parliament was a structural benchmark.

92.  While only small differences exist in the relative numbers of structural PCs and
SBs across area departments, a number of country-specific differences are observed.
Over the 2001-03 period, there are some 3-4 performance criteria for every 10 structural
benchmarks across area departments, although in some country cases, the choice in favor of
SBs or structural PCs is very marked.

93.  In some arrangements, structural PCs are absent, or virtually so. For example, in
Benin, no new structural PCs have been added since the first review (Table 11). The lack of
new performance criteria was justified by the completion of first-generation reforms at the
start of the program, and therefore remaining structural measures were deemed less critical.
50 This rationale of course does suggest that the Fund is making a distinction between the
criticality of structural PCs and SBs. In the capital account crisis programs of Brazil and
Indonesia (since the first review), and Peru’s 2002 program based on enhancing market
confidence, structural PCs were also absent. In most of these cases, the absence of structural
PCs reflects the authorities’ concerns about the potential for adverse market reactions in the
event of waivers—which may be deemed particularly visible signs of implementation
slippages—and the greater flexibility in policy choices that is often afforded by benchmarks.

59 See Benin—Ex Post Assessment of Performance under Fund-Supported Programs (Country Report 04/371,
http://www.imf.org/external/pubs/cat/longres.cfm?sk=17861.0).
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Table 11. Selected Cases of Choice of Structural Conditions

(number of conditions)

Structural Structural

PCs Benchmarks

Guyana (2002) 9 0

Djibouti (1999) 10 0

Benin (2000) 21/ 21

Brazil (2001) 0 15

Brazil (2002) 2 38

Indonesia (2000) 81/ 54

Peru (2002) 0 14
1/ No structural PCs after the first review.

94. The implementation record of these countries over the recent period is fairly
strong. While Indonesia and Peru’s implementation indices (calculated as set out in 22)
were roughly at the median level, Benin’s implementation index was at the 70™ percentile,
while Brazil’s 2002 program implementation index was at the 80" percentile.

9s. Some arrangements do not include structural benchmarks, because of concerns
about track record. Through mid-2004, the current Guyanese program had on average five
structural PCs per review, while the Djibouti program (which began in 1999) had on average
four structural PCs per review. In the Guyanese program, none of the structural PCs were
met on time, although most were met with a delay. In the Djibouti program, about half of the
structural PCs were met on time and the program was eventually permanently interrupted.

96. All in all, it seems that, similar to prior actions, structural PCs are often used
when the authorities’ ownership of the program is thought to be weak, and that
benchmarks are often the preferred form of conditionality when implementation has
been relatively strong. Indeed, structural PCs appear sometimes to be used “strategically”,
signaling higher criticality or the need to overcome ownership difficulties. This rationale
stands in contrast to the guidelines, which discourage this approach. As the notion of
criticality becomes more diffuse, the likelihood rises that measures that are less than critical
will be included in conditionality. Moreover, raising the status of structural PCs risks
encouraging the Fund to try to substitute conditionality for ownership.

B. Timetables for Implementing Structural Conditions

97. As discussed in Chapter I, a large share of structural conditions that are waived
are implemented with delays, suggesting scope for more realistic timelines (Box 4). At
the same time, an ambitious timetable for implementing conditions can sometimes help focus
efforts and expedite implementation.

98. Since delayed structural measures are a major component of the high waiver
rate in both GRA- and PRGF-supported programs, the need for waivers could be
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reduced by using floating tranches. Such financing is disbursed when a condition or set of
conditions is successfully completed. The guidelines envisaged that floating tranches would
be used to give the authorities more flexibility in the timing of structural reforms, but, as yet,
this type of conditionality has not been used. An analogous concept is the floating
completion point of the Highly Indebted Poor Country (HIPC) Initiative.

Box 4. Is the Timetable for Structural Performance Criteria Realistic?

In recent years some arrangements stand out as having a large number of structural performance
criteria, many of which required waivers because implementation took longer than planned. These
cases raise the question of how far timeliness in carrying out the actions is critical. While in some
cases, it could be argued that the waivers were the result of technical delays, this possibility should
ideally be taken into account in setting the timetable for meeting conditions.

In Bolivia, five structural PCs were set at the beginning of the 2003 stand-by arrangement to address
the looming fiscal crisis, but three required waivers. Two of the waived conditions were adopted
within a month of the set date, and alternative actions were found to replace the condition on revenue
measures. Delays were thus relatively minor.

In Guyana, all eight structural PCs set for the first review were waived. All conditions except one
(the implementation of profit sharing in the sugar company) were subsequently met, although the
maximum implementation delay was 8 months. The timing of the initial conditions in hindsight was
too ambitious—possibly related to an underestimation of capacity constraints—and a more gradual
timetable would have been appropriate.

In Azerbaijan and Lesotho, about five structural PCs per review were set, compared to an estimate
of about two for all PRGF arrangements, and about 50 percent of conditions have been waived in
each country. In Azerbaijan, each review was delayed, with a maximum lag of over one year. Indeed,
three of the four conditions set for the second review were not met until one year after the target date.
For Lesotho, some measures were also implemented at least one year after the original deadline,
although in this case the reviews were not held up on account of these delays. In these cases it could
be argued that weak ownership (Azerbaijan) and overambitious timetables in a few cases (Lesotho)
also contributed to the high waiver rates.

99. One difficulty in applying floating tranches is that few measures satisfy their
requirements. Measures must be immediately need-increasing so that Fund financing is
required to fill the financing gap, but need-reducing over the longer term so that they warrant
greater Fund exposure. Trade liberalization and civil service reform may include measures
with these features, but these reforms are not widespread in Fund-supported programs, and
have not been associated with floating tranches. Recent examples of measures that meet the
criteria for floating tranches include reducing the unweighted average MFN tariff in
Bulgaria, and reducing the maximum tariff rate in Kyrgyz Republic. In these cases, the
condition is immediately need-creating through attracting more imports, but over time should
make the economies more competitive.




-57 -

100. In considering the use of floating tranches, lessons can be learnt from the
experience with floating completion point triggers set in association with the HIPC
Initiative.’ Experience using these conditions in the HIPC Initiative suggests that the related
reforms have been accomplished at a fairly slow pace, associated with the modest financial
benefits of completing conditions early. A notable reason for the weak incentive for early
achievement of the completion point among HIPC countries is that the multilateral agencies
have consistently provided interim relief to these countries between the decision and
completion points and no debt service is paid to bilateral creditors unless the parties have
negotiated a recent rescheduling agreement. As a result, the added short-term financial
benefit for the HIPC country in reaching the completion point early is small. The HIPC
experience thus suggests that floating tranches of moderate size may not capture the benefits
associated with standard conditionality, namely of helping to focus the authorities’ efforts
and, in some cases, to strengthen weak ownership or overcome divided ownership.

C. The Scope of Reviews

101.  Program reviews have largely succeeded in limiting themselves to the issues
identified at the outset of the program unless country circumstances have changed.
While the guidelines treat the introduction of new conditionality during the program flexibly,
this flexibility must not be misused, or the Fund would be accused of “moving the
goalposts.” In general, it appears that when conditionality has changed substantially during
the course of a program, this change is related to new economic or political circumstances in
the country, or to a recognition that the program’s intermediate objectives could not be met
without adding specific actions or conditions (e.g., revenue targets without tax policy
changes, or state-owned enterprise reform without specific plans and conditions). At the
same time, there are arguably some cases where the Fund has exceeded its mandate in this
area (Box 5).

6 Floating completion points are introduced at the decision point under the enhanced HIPC Initiative to permit
countries to undertake structural reforms at their own pace.
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Box 5. Changes in the Structure of Conditions during Fund-Supported Programs

The conditionality guidelines emphasize the need to specify the Fund-supported program as fully and
transparently as possible ex ante, although they permit the modification of conditions in order to
ensure that program objectives remain achievable, and the modification of program objectives strictly
“as new information becomes available” (e.g., if additional adjustment is needed owing to changes in
economic conditions). The following four examples capture a variety of ways in which conditionality
was changed during the program. The rationale for the changes is diverse: mid-course corrections
when it becomes apparent that the conditionality in the original program is not likely to achieve its
objectives, responding to political changes, and addressing the enormous need for reform in war-torn
countries; in the latter case, possibly stepping beyond the boundaries set in the original program.

Armenia

The Armenian economy weakened following the political assassinations in late 1999, evidenced by a
significant deterioration in the fiscal position and a slowdown in growth. Reflecting these conditions,
the original Fund-supported program emphasized the need to reduce the fiscal deficit partly through
the achievement of ambitious tax revenue targets. However, no structural conditionality was placed
on tax and customs policy through the third review.

The absence of measures may have contributed to the decline in tax revenues over the 2000-02
period. By the third review, measures on the development of codes of conduct and a number of
legislative changes were made conditions of the Fund-supported program. Notwithstanding these
efforts, capacity improvements in both tax and customs agencies fell short of expectations.

Vietnam

In the original program (2001), it was recognized that reforming the banking and state-owned
enterprise (SOE) sectors was essential to accelerate the transition toward a market-based economy
and to promote private sector activity. However, during the early stages of the program, this strategy
was not buttressed by structural conditionality on the SOEs. Over time it was realized that structural
measures on SOEs would facilitate the reform of these enterprises. In response, conditions were
introduced in the program to provide enforcement power to the Committee overseeing the SOE
reform plan, and to implement guidelines on SOE debt resolution.

In the event, program conditionality was inadequate to address structural weaknesses in the state-
owned sector, partially because too much emphasis was placed on capital injections rather than
divestiture as a tool for inducing reform, and because the resolution of nonperforming loans stalled,
possibly owing to the delayed implementation of conditionality on SOEs.
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Box 5. Changes in the Structure of Conditions during Fund-Supported Programs
(continued)

Madagascar

Madagascar’s original Fund-supported program (2001) focused on raising tax revenues and fostering
privatization. However, a crisis triggered by the presidential elections later that year brought the
economy to a standstill, seriously weakening the financial position of public enterprises, including
those slated for privatization. In response, measures concentrating on the condition of the SOEs were
introduced; the accounts of the oil company were examined and the electricity company’s debts to
private sector suppliers were offset through eliminating the latter’s tax obligations. All of these
measures had Fund conditionality attached. This change in direction was motivated by the fact that
quasi-fiscal costs were large.

Democratic Republic of Congo

The Democratic Republic of Congo (DRC) has been subject to civil war since mid-1998 with
displacement of populations, growing numbers of refugees, disabled persons, and destruction of
infrastructure, including hospitals and schools. In early 2002, the recently appointed pro-reform
government started to address the country’s main challenges and requested financial support through
a new PRGF arrangement.

The intensity of the structural conditionality set by the Fund at the outset of the program reflected the
devastated state of the economy. The program initially included eight prior actions, three structural
PCs, and four structural benchmarks, set in the areas of public enterprise reform, governance, central
bank audit, and the liquidation of insolvent banks. The letter of intent was broader in scope, with
additional discussion of the need to mobilize more revenues, control and track expenditures, and
introduce a new labor code. Some of these measures were taken up in the second year of the program,;
for example, a benchmark was placed on the effective implementation of new expenditure
procedures.

However, in the third year of the program conditionality changed considerably, in ways that are
difficult to explain by reference to changes in circumstances. Many new conditions were added
including civil service reform, the settlement of cross arrears between the government and the private
sector, and the regulation of the diamond company.
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V. PRIOR ACTIONS %

102. Prior actions play a dual role in program conditionality. They are used to ensure
upfront implementation of key reforms in cases where this is critical to the success of the
program. As such, they are used, on the one hand, for measures where there is a
straightforward need for early implementation, and, on the other, in cases where there is
some doubt about the likelihood of implementation if the actions are not taken up front.”*

The use of prior actions in the latter role helps to boost the program “delivery rate,” or, in
principle, might also work as a “test” for those countries whose program ownership or reform
commitment may be in doubt.

103. The main role of prior actions—to ensure upfront implementation of key
reforms in cases where this is critical for the success of the program—is supported by
their relatively large number in countries emerging from conflicts.** In these countries,
which have typically tended to have PRGF-supported programs, the average number of prior
actions was a little over five per program year during 2001-03, compared with the average of
some 3% prior actions for that period in PRGF-supported programs.®® The larger number of
prior actions is consistent with the upfront structural measures required to stabilize these
economies or impart momentum to a large reform agenda.

104. In capital account crisis cases, experience with prior actions has been mixed.®® '

o Among the large access capital account crisis cases, Argentina and Turkey had a
divergent usage of prior actions.®® In Turkey, at the time of augmentation of the 1999 Fund-
supported program in May 2001—after the onset of the financial crisis—nine prior actions
were set. By contrast, in the January 2003 Argentina program, no prior actions were set. The
absence of prior actions (and indeed limited structural conditionality overall) in Argentina’s

62 Prepared by Uma Ramakrishnan.

83 Either of these rationales may underlie the common practice whereby missed structural conditions become
prior actions for the completion of a program review.

%% The member countries emerging from conflicts included Albania, Bosnia and Herzegovina, the Democratic
Republic of Congo, Ethiopia, Guinea-Bissau, Rwanda, Sierra Leone, Sri Lanka, Serbia and Montenegro, and
Tajikistan.

65 . . . . . . . . .
Counts of prior actions include only de novo prior actions—i.e., exclude prior actions for completion of
program reviews relating to structural PCs or benchmarks that were not observed.

66 Capital account crisis countries in 2001-03 included Argentina (January 2003), Bolivia (2003), Dominican
Republic (2003), Turkey (2001 augmentation), and Uruguay (2002).

67 . . . . . . .. .. .
Past experience in the use of prior actions in capital account crisis cases has been similar. During the 1990s,
some such crisis countries had no prior actions (Indonesia and Korea), while one had prior actions (Russia).

o8 Chapter VI provides details on conditionality in capital account crisis countries.
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January 2003 program—which was a transitional arrangement to preserve macroeconomic
stability through the changeover to a new government in May 2003—was driven to a large
extent by the political environment prevailing in Argentina at that time, which constrained
the government’s ability to act decisively on the structural side. The follow-up September
2003 stand-by arrangement had no prior actions and only a limited structural reform agenda,
which was sequenced to give time to build consensus. Uruguay’s 2002 arrangement had
three prior actions for approval and around 5%z prior actions per program year subsequently.

o Among the countries with lower access, the 2003 programs in Bolivia and the
Dominican Republic had two and eight prior actions for program approval, respectively. The
small number of prior actions in Bolivia contrasts with the weak track record in its previous
program (implementation index of 1.0). In the Dominican Republic, where there was no
recent track record, prior actions were needed for upfront implementation of some key
financial sector measures.*®

105. More prior actions were typically established in arrangements for countries with
a weak track record (Figure 15, upper panel).”” * Recent arrangements with Ecuador
(2003), Ghana (2003), Guyana (2002), and Romania (2001), to name a few, are examples of
programs with a relatively large number of prior actions and a relatively weak track record.
The case of Romania is particularly interesting (Box 6)—the 2001 program had about

24 prior actions per program year. Five previous programs had gone off track, and measures
subject to prior actions served a vital role in establishing credibility and overcoming vested
interests. Despite the establishment of a successful track record in the 2001 program, the
2004 Fund-supported program with Romania has continued to use many prior actions
because they have proved to be effective in fostering progress in structural reform.

106. Prior actions complemented structural performance criteria in countries with
relatively weak track records, particularly in GRA-supported programs (Figure 15,
lower panel). The number of structural performance criteria in the PRGF-supported programs
of members with weak track records has been broadly comparable to the average in
PRGF-supported programs, but the number of structural performance criteria in the Fund-

% The Dominican Republic’s previous Fund-supported program was in 1993.

"% Numbers of prior actions are likely affected by measurement error in view of the change in policy in 2000
(Concluding Remarks by the Acting Chairman—Strengthening the Application of the Guidelines on
Misreporting, EBM/00/77, July 27, 2000,
http://www.imf.org/external/pubs/ft/sd/index.asp?decision=EBM/00/77), when prior actions became subject to
the misreporting policy and a rule was introduced that all prior actions had to be accurately listed in the texts of
arrangements. Subsequent to this, prior actions are likely to have been recorded more consistently since 2000,
which would have tended to make the number of measured prior actions rise.

™ A member is identified as having a relatively weak track record if its implementation index in its previous
Fund-supported programs was below 1.42, the median implementation index of all Fund-supported programs
over the last decade.
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107. Regression analysis points to more prior actions in countries with a weak track
record. The analysis, using data for all countries that had at least two arrangements during
the period 1995 to 2003, relates the number of prior actions to the score on the structural
implementation index in the country’s previous Fund-supported program, after controlling
for various other factors (Appendix, Section A). The results show that programs in countries
with a low implementation score in the previous program tend to have more prior actions in
their program. The analysis also reveals a persistent effect in the use of prior actions in an
individual country’s programs.

108.  Furthermore, regression analysis indicates that the ratio of structural
performance criteria to structural benchmarks is positively and significantly related to
the number of prior actions. The estimation, based on the same sample, shows that after
controlling for lagged movements in the implementation index, the “package” of prior
actions and structural performance criteria appears to be considered together in a program
(Appendix, Section B).

109. A greater number of prior actions, however, does not necessarily translate into
better program implementation. Previous research has found that Fund-supported
programs with more prior actions are neither more nor less likely to suffer from a program
stoppage.’? Further analysis including the 2000-04 period suggests that more prior actions for
program approval do not bring the subsequent implementation of structural conditionality to
the Fund-wide average level (Appendix, Section C). This could be interpreted to mean that
prior actions do not work effectively in screening out potential weak performers.
Alternatively, it could also mean that prior actions may be used to compensate for the low ex
ante probability of program implementation, raising the implementation rate through the
completion of prior actions to some minimum acceptable implementation standard.

72 See The Modalities of Conditionality — Further Considerations (1/8/02,
http://www.imf.org/External/np/pdr/cond/2002/eng/modal/010802.htm).




Figure 15. Structural Conditionality and Track Record
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Box 6. Structural Conditionality in Romania !

. Fund-supported programs in Romania since 1997 have consistently relied on a large number of prior
actions (Table). In the 2001 stand-by arrangement with Romania—the first arrangement with the country to be
successfully completed—prior actions comprised half of the total number of structural conditions. The current 2004
SBA, at least so far, is keeping up this trend.

o Prior actions have proved effective in supporting reforms in Romania. Given the slow pace of structural

reforms and the authorities’ weak ownership record in the various

programs during 1990-1996, the strategy in subsequent programs was Romania: Structural Conditionality

to entrench structural reforms through conditionality, largely in the Program Total

form of prior actions, on bank restructuring and enterprise Year Prior Actions conditionality
. . . 2 . 3

privatization.” As programs in the late 1990s went off track as well, 1997 14 34

the Fund required the completion of more prior actions to preserve 1999 13 21

program credibility, and the 2001 program entailed strong and upfront
structural conditionality.* These prior actions, indeed, contributed to
both a higher “delivery rate” of program policy measures and a much
improved macroeconomic environment; they also greatly aided the
authorities in getting past vested interest groups and other obstacles to
structural reforms. Indeed, the authorities supported progressively tougher upfront conditionality in each successive
program as a means of facilitating the implementation of reforms and boosting their credibility.” While using more prior
actions in the 2001 program was a reasonable response to the weak track record, prior actions have continued to be
extensively used in Romania even after the successful completion of the 2001 program, as seen in the 2004 Fund-
supported program.

2001 48 96
2004 1/ 27 54
1/ Conditionality up to the first review.

. Not all the prior actions were in the Fund’s core areas of responsibility, although an argument can be
made for the macro-criticality of each. Of the 48 prior actions in the 2001 program, 7 were on bank restructuring, 7
were on privatization, 12 were on energy sector reforms, and the remainder on fiscal measures, incomes and wage policy
measures. In the 2004 Fund-supported program, there have been 27 prior actions up to the first review—o6 in enterprise
privatization, 7 in energy sector reforms, and the remainder in the fiscal sector, wage policy, and governance issues.
Quasi-fiscal activities were a major source of macroeconomic instability and thus critical, justifying the conditionality.
The original letters of intent of the 2001 and 2004 programs are generally clear as to what constitutes program-related
conditions, and conditionality elaborated in the programs remained broadly within the terms set out in the original
memorandum of economic and financial policies.®

. Fund conditionality in noncore structural areas overlapped with World Bank conditionality. The Bank
has focused its conditionality on privatization, private sector development, poverty reduction, institution building, and
governance. The Fund-supported programs have included conditionality, based on the technical expertise of the Bank, in
some of the Bank’s lead areas when these areas were considered to be crucial for macroeconomic stabilization, such as
reforms in areas with significant fiscal and quasi-fiscal impact.

" Draws from Romania—Ex Post Assessment of Longer-Term Program Engagement](Country Report No. 04/113).

? There were three SBAs between 1991 to 1996, all of which went off track due to piecemeal reforms, lack of ownership,
and questionable conditionality (Romania’s EPA suggests that the emphasis on macro-based conditionality, as opposed to
addressing vested interests with frontloaded structural conditionality, in the earlier programs postponed the emergence of
sustained growth).

? Despite the authorities’ sizable initial stabilization efforts, the 1997 and 1999 programs were not successful owing to,
among other things, insufficient measures to tackle deep-rooted structural reforms, which resulted in a persistent build-up
of quasi-fiscal deficits.

* The Fund repeatedly entered into financial arrangements with Romania (as opposed to a staff monitored program for first
establishing a track record) because in most cases, the Fund’s approval of new arrangements was in response to severe and
immediate balance of payments pressures.

5 JIMF Reviews Romania’s Performance Under Past Fund-Supported Programg,” PIN No. 04/44, 4/23/04).
% Note that the 2004 arrangement is still ongoing.



http://www.imf.org/external/pubs/ft/scr/2004/cr04113.pdf
http://www.imf.org/external/np/sec/pn/2004/pn0444.htm
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110.  Staff-monitored programs could play an important supplemental role in the
screening process. Sometimes, where past implementation has been weak, a staff-monitored
program (SMP) is employed to establish a favorable track record.” Satisfactory completion
of the SMP is a necessary, though not sufficient, condition in the subsequent consideration of
a request for access to Fund resources or resumption of an arrangement when the program
has gone off track. During 2000 to September 2004, 29 countries had SMPs, of which only
about a third satisfactorily completed them, moving on to a subsequent Fund arrangement
(Box 7). Implementation of the Fund financial arrangement by members that completed an
SMP has been, on average, at least as good as the average implementation of all Fund-
supported programs.

111. The above discussion suggests that caution should be used in placing heavy
emphasis on prior actions in Fund-supported programs. More prior actions may be
effective as a way of ensuring that implementation rates for programs are raised, and they
“screen in” programs that, as a result, are likely to have an acceptable implementation
standard. In some countries (e.g., Romania), this higher implementation rate is the rationale
for prior actions in the Fund-supported programs, as they have been used effectively to
overcome vested interests. Indeed, some recent ex-post assessments (EPAs) have
promulgated the use of prior actions as a tool to achieve better implementation.”* However,
implementation rates are not lifted to the Fund-wide average level simply by adding more
prior actions. Faltering implementation of the subsequent program, following the heavy use
of prior actions, suggests that prior actions do not work very well as tests of ownership, and
draws attention to the possibility that—even with improved implementation of program-
related conditions—follow-up measures may not be undertaken in the reform process (i.e.,
the actions may be implemented to the letter, but not in spirit), leaving implementation of the
broader policy program still unsatisfactory.

3 SMPs are designed to help members establish a policy implementation track record for a Fund financial
arrangement or Fund emergency post-conflict assistance, or to re-establish a track record when a program has
gone off track.

™ For example, for Lesotho, the EPA (Country Report No. 04/384,
http://www.imf.org/external/pubs/cat/longres.cfm?sk=17880.0) stated that “to strengthen compliance and push
ahead difficult measures, future programs could use more prior actions.” Similarly, the Benin EPA (Country
Report No. 04/371, http://www.imf.org/external/pubs/cat/longres.cfm?sk=17861.0) stated that “safeguards could
be built in future programs, through the use of prior actions, to minimize risks to structural reform
implementation.” For Romania, the EPA (Country Report No. 04/113,
http://www.imf.org/external/pubs/cat/longres.cfm?sk=17353.0) stated that “the Fund should continue to exploit
the effectiveness of conditioning new arrangements and reviews on the prior completion of significant structural
reforms.”
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Box 7. Prior Actions and Staff-Monitored Programs

o Prior actions can potentially screen out cases where the likelihood of program
implementation is low. In cases where the track record for policy implementation has
been weak, typically prior actions are set for the approval of a Fund-supported program.
However, empirical analysis indicates that more prior actions do not always succeed in
screening out countries with weak ownership.

o Staff-monitored programs (SMPs) can play a role in the screening process. SMPs are
designed to help members establish a track record of consistent policy implementation
for a Fund financial arrangement or Fund emergency post-conflict assistance, or to re-
establish a track record when an arrangement has gone off track.! While not a sufficient
condition, it is necessary for countries with SMPs to complete them satisfactorily in order
to continue to a Fund arrangement.

e A third of members with SMPs in recent years successfully moved on to Fund-
supported programs; their program implementation has been at least as good as the

average performance of Fund-supported

Of the 29 SMP d b SMPs with Subsequent Arrangements 2000-2004
programs. Of the s approved between Subsequent _ Program
2000 and September 2004, 10 had subsequent Country SMP___ Arrangement _ Year
_ : Cape Verde 2001 PRGF 2002
Fund supporj[ed ﬁnanmal.arra.tngements. Oq Congo, Dem. Rep. 2001 RO 2002
average, the implementation index (excluding Cote d'Ivoire 2001 PRGF 2002
prior actions) of Fund-supported arrangements Gabon 2003 SBA 2004
. Haiti 2004 EPCA 2005
obtained subsequent to an SMP was about 1.5 Lesotho 5000 PRGF 5001
compared with the Fund-wide program average of |Macedonia 2002 SBA 2003
: Nicaragua 2001 PRGF 2002
around 1.4 during 2000 to 2903 (Qn a scale of 0 to Tajikistan Soo1 PROF 002
2, where 0 represents conditionality not Zambia 2003 PRGF 2004
implemented and 2 represents conditionality fully
implemented).

' The guidance to staff on SMPs was revised following the Board discussion of Signaling Assessments of
Members’ Policies (PIN No. 03/12, 2/13/03).
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Prior Actions: Past Performance and Implementation

A. Prior Actions and Past Performance

112.  The guidelines state that “the member’s past performance in implementing economic
and financial policies will be taken into account as one factor affecting conditionality, with
due consideration to changes in circumstances that would indicate a break with past
performance” (§4). To examine the extent to which this guideline has been applied to prior
actions, the ratio of prior actions to total conditionality in the period t program was regressed
on the implementation of the t-1 program,” with controls for the ratio of prior actions to total
program conditionality in the period t-1 program, initial macroeconomic conditions for the
period t program, and dummies for the geographic regions.”®”” The ratio of prior actions to
total conditions is used as the dependent variable in order to isolate the need for early
implementation from the overall need to implement a heavy structural reform agenda. To
address any problems of endogeneity, the regression was run with instrumental variables.”®
The sample includes countries that had at least two arrangements approved from 1995 to
2003 and their reviews completed by June 2004.”

113.  The following are the main results (Table 1).

7> The number of structural conditions, including prior actions, was normalized by the length of the
arrangement; the total number of non-prior action conditions is expressed in logs.

% Asin chapter I, the implementation index was assigned a value from 0 to 2, 0 when the conditionality was not
implemented and 2 when it was fully implemented. The implementation index excludes prior actions, because
prior actions would, by definition, be implemented and would thus upwardly bias the implementation index.
Also, in the event of a program stoppage, the implementation index was assigned a value of zero to prevent any
upward bias to the implementation index that could arise if the stoppage occurred after initial good program
implementation.

" The total number of program structural conditions, a dummy for program type (i.e., GRA-supported or
PRGF-supported), and a dummy for pre- or post-conditionality guidelines were initially introduced, but dropped
subsequently due to lack of their statistical significance and to save on the degrees of freedom.

"8 The instruments used were geographic dummies, lagged implementation, lagged share of prior actions, initial
macroeconomic conditions, lagged stoppage, the number of non-prior action conditions, and dummies for the
program type and conditionality guidelines.

7 Note that some programs that were approved during this period had to be dropped from the sample due to the
absence of a consistent implementation index for their previous programs (that were typically approved prior to
1995).
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o Past strong implementation of structural conditionality had a negative and statistically
significant impact on the share of prior actions in the subsequent program. If all the structural
conditions in the previous program were fully implemented (i.e., the implementation index

was 2), then the results suggest that the

share of prior actions in the subsequent Table 1: Regression Results
program could be lower by about 11 Dep. Variable: Prior actions/total structural conditions (in percent)
percent relative to the Fund-wide Variable Coeff. Prob. value
average. Constant 17.87 0.01 *
Lagged implementation index -5.64 0.08 **
o The positive (albeit small) and Lagg?d PA ratio 0.24 003+
.. . Inflation -0.24 0.31
51g.mﬁcan'? coefﬁment of the lagged Government balance 0.18 0.81
ratio of prior actions suggests a Current account balance 0.11 0.74
persistence effect in the use of these EU1 28.52 0.00 *
measures. One possible explanation for | EU2 16.87 0.04 *
this persistence could be that the APD 4.02 0.68
“delivery rate” on prior actions was MED 5.41 0.52
better than other types of AFR 10.08 0.07 **
conditionality, leading to a greater use | R-squared 0.27
of this conditionality tool—Romania is | NO- of observations 84
* and ** respectively are significance at 5 and 10 percent.

a case in point (see Box 6).

o Among the macroeconomic conditions, inflation had a negative impact on the share
of prior actions; government balance and current account balance had positive effects on the
share. However, none of the macroeconomic variables had any statistically significant impact
on the share of prior actions, which are primarily structural in character.®

o Among the regional dummies, the analysis indicates that the European and African
regions tended to have a significantly larger number of prior actions. In the European region,
this may reflect the need in transition economies for early implementation of a larger number
of structural measures for successful program implementation. In the African region, the data
indicate that countries emerging from conflict have tended to have a larger share of prior
actions, which is perhaps reflected in the regression result.®'

% The regressions were also run after excluding the outliers from the sample; the flavor of the results remained
unchanged.

81 Such countries tend to have, on average, around two prior actions more than the average for PRGF-supported
programs. The larger number of prior actions could be indicative of the upfront structural measures required to
stabilize these economies or impart momentum to a large reform agenda.
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B. Prior Actions and Performance Criteria

114. In general, structural performance criteria appear to be much more complementary to
prior actions than structural benchmarks. ** To test this hypothesis, the ratio of performance
criteria to benchmarks was regressed against the ratio of prior actions to all conditions, the
lagged implementation index, the ratio of conditions in core and shared areas to all
conditions, dummies for geographic regions, and dummy variables for type of program and
for the post-guidelines period. To address any endogeneity arising from the co-determination
of prior actions, performance criteria and structural benchmarks, the regression was run with
instrumental variables.*

115. The following are the main results of

the regression (Table 2)_ Table 2: Regression Results
Dependent Variable: Ratio of Structural PCs to SBs
. Prior actions affect the ratio of Za“atblet Cogfg’z Prog' O\ialui
structural performance criteria to structural onstant . ’ ‘
. . . . Prior actions ratio 1.46 0.05 =
benchmarks. An increase in the ratio of prior L . o 013 018
. . agged implementation index . .
actions by. 10 percentage points was Core and shared conditions 20.76 0.0l =
accompanied by a 15 percentage point rise in | Guidelines 0.14 0.21
the ratio of structural performance criteria to Program type 030 001 =
structural benchmarks. APD -0.03 0.87
AFR -0.41 0.11
. The coefficient on the core and shared | EUI -0.60  0.08 xx
structural conditions was significantly EU2 -0.64 - 0.02 +
negative; controlling for the other factors, MED 012 068
structural benchmarks are more likely to be R-squared 0.17
set on measures in core Fund areas. No. of observations 84
* and ** respectively are significance at 5 and 10 percent.

o Among the regional dummies, the European regions had statistically significant
negative coefficients. The significant effect could be explained by the larger than average
numbers of prior actions, so that, in some sense, their performance criteria are overexplained
by the prior action variable.

o Traditionally, performance criteria have been more prevalent in PRGF-supported
programs than in GRA-supported programs, with a PC-SB ratio about 30 percent higher,

although this phenomenon is changing.

o The R? is low at 0.17, but not unusually so for a cross-section regression.

82 . . . . o . . .
This phenomenon is not explained by waived performance criteria becoming prior actions more often than do
missed benchmarks, because the prior actions include only de novo prior actions.
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C. Prior Actions and Implementation

116. The previous analysis provides evidence of a relatively higher share of prior actions
in cases of weak past program implementation. A related question is whether more prior
actions contribute to better implementation of subsequent structural benchmarks and
performance criteria. Previous research (The Modalities of Conditionality — Further
Considerations (http://www.imf.org/External/np/pdr/cond/2002/eng/modal/010802.htm))
indicated that prior actions have only limited value in preventing program stoppages. This
question was reconsidered by examining the impact of prior actions set for program approval
on the subsequent program implementation index (since the measures set for approval are the
ones most likely to be intended to “screen” for ownership). The hypothesis was that once the
initial “hurdle” of prior actions for program approval was crossed, even weak implementers
of the t-1 program should be able to implement their period t programs on a par with the
Fund-wide average.

117. To test this hypothesis, the implementation of non-prior action conditionality of the
program at period t was regressed on the share of prior actions in total conditionality set for
the approval of the period t program (split between GRA-supported and PRGF-supported
programs), the implementation index of the t-1 program, the total number of structural
benchmarks and structural performance criteria set at approval in the period t program, the
prior actions ratio in the t-1 program, a dummy for the post- guidelines period, dummies for
geographic regions, and a dummy for the period t program type. To address any endogeneity
problem that might arise from regressing the implementation of the program on the number
of approval prior actions, and the number of non-prior action conditions, the regression was
instrumented, inter alia, with the variables from the previous equation (in Section A)
determining the number of prior actions.* The sample included all programs that were
approved between 2000 and June 2004, and the lagged variables refer to their values in the
member’s previous Fund arrangement.™

118.  The main results are as follows (Table 3).

83 . . . . . L .. .
The instruments included the lagged prior actions ratio, and the initial conditions of the macroeconomic
environment including inflation, government balance, and current account balance.

8 The instruments included geographic dummies, PA ratios by program type, lagged implementation, lagged
PA ratio, initial macroeconomic conditions, dummies for program type and post-guidelines period, and lagged
total number of non-PA structural conditions. Including the variables of the first regression as instruments in this
regression also addresses any potential sample selection bias.

85 The database does not provide data on conditionality set only for approval prior to 2000.
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J Greater use of prior actions was associated with worse subsequent program
implementation. As the share of prior actions at program approval increased by 10

percentage points, the implementation :

. Table 3: Regression Results

index of Subsequent, stmctural benchmarks Dep. Variable: Implementation index of non-PA conditionality
and performance criteria dropped by Variable Coeff. Prob. Valuc
around 0.04 for PRGF-supported programs [ 187 0.00 *
and 0.05 for GRA-supported programs, Prior actions ratio in GRA -0.50 0.04 *
both of which were Statistically Prior actions ratio in PRGF -0.38 0.08 **
significant. These negative coefficients Lagged implementation index 0.18 0.18
suggest that a higher share of prior actions | Lagged PA ratio -0.20 0.25

set for program approval does not raise the | Total non-PA conditionality -0.16 0.03 *
implementation of the rest of the program | Program type -0.08 045

to the average Fund-wide program APD -0.34 0.02 =
. . . o WHD -0.24 0.07 **
implementation. One interpretation is that UL ol 0.53
prior actions do not work as an effective EUD 0.03 0.80
mechanlsm' to screen out yveak performers. | - 0.05 0.69

An alternative interpretation could be that [ quared 0.46

prior actions could compensate for the low | No. of observations 4

ex ante probability of program * and ** respectively are significance at 5 and 10 percent.

implementation, and prior actions may
help improve the implementation chances (although the chances may still be lower than in
other programs).

o The implementation of non-prior action structural conditionality worsened as the total
number of non-prior action structural conditionality at approval increased, and this result was
statistically significant.*® The result suggests that implementation capacity may become a
constraint if too many conditions are specified early on in the program.

J Among the regional dummies, the program implementation rates in the Asian and
Western Hemisphere regions were relatively weaker.

8 The statistical significance of this result, however, disappears if the regression is run with data on
conditionality for the entire program period.
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VI. CONDITIONALITY IN CAPITAL ACCOUNT CRISIS CASES ¥’

119. Experience with structural conditionality in Fund-supported programs in
countries with capital account crises has been varied as regards the number of conditions,
the choice of conditionality tools, and the sectoral distribution of conditions. In the
post-guidelines period (2001-03), the Fund-supported programs that were classified as
capital account crises included Argentina (January 2003), Bolivia (2003), Dominican
Republic (2003), Turkey (May 2001, when the 1999 arrangement was augmented after the
financial crisis), and Uruguay (2002).%

A. Overall Findings

120.  Total conditionality at the time of the approval of the arrangement in these
countries is generally below the Fund-wide average for GRA-supported programs. The
total number of conditions averages about 14% , compared with the overall average of 16%
conditions for GRA-supported programs.

121.  Capital account crisis cases do not tend to have especially large numbers of prior
actions; indeed, some have none. However, cases with few prior actions tend to have more
structural performance criteria, and the number of structural performance criteria and prior
actions (combined) at the time of program approval in the capital account crisis cases is
higher than average.

Conditionality at Approval

SBA SB PC PA PC+PA Total
Argentina Jan-03 6 7 0 7 13
Bolivia Apr-03 3 5 2 7 10
Dominican Republic Aug-03 8 4 8 12 20
Turkey 1/ May-01 4 0 9 9 13
Uruguay Apr-02 8 5 3 8 16
Mean in GRA 2001-03 2/ 9.8 2.3 4.6 6.9 16.7
1/ Refers to prior actions for the 6th and 7th reviews and benchmarks through
June 2001 that were set at the time of the augmentation in May 2001 of the 1999 progran]
2/ Mean for approvals in GRA-supported programs from 2001 to 2003.

87 Prepared by Uma Ramakrishnan.

88 Capital account crisis arrangements are defined as those that were approved at or right after the onset of the
capital account crisis. They do not include follow-up arrangements after the crisis. (Thus, for example, Brazil’s
2002 stand-by does not qualify as a capital account crisis arrangement since the crisis actually occurred in
1999).
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122. For the program as a Cumulative Program Structural Conditionality
. (Normalized per program year)
WhOIe’ the capltal account Stand-by Total Number of Access 2/
crisis countries tend to have a  |Arrangement 1/ conditions  SB PC PA (% of Quota)
higher than average number Turkey
5™ 1999 344 13.7 5.7 15.1 1,560.0
of structural conditions— 2002 3/ 34.3 17.0 5.1 12.2 1,330.0
28 conditions per program year |4rgentina
. . 2000 15.1 15.1 0.0 0.0 800.0
compared with 19 conditions 2003 (January) 25.0 100 150 0.0 102.7
across GRA-supported programs {2003 (ep.) 4/ 19.9 72 128 00 4242
between 2001 and 2003. The Uruguay
) 2000 9.8 9.8 0.0 0.0 489
hlgher than average number of 2002 5/ 22.9 10.9 5.6 6.4 648.8

conditions applies across all the |Pominican Republic

. " 2003 6/ 35.7 13.3 7.5 14.9 200.0
different types of conditions Bolivia
(with the only exception of 1998 (PRGF) 15.0 127 17 06 80.0
Bolivia). In terms of access to 20037/ 144 S 750
Fund resources, the picture is GRA Mean 2001-03 19.0 01 36 54

1 1/ Bolded programs refer to the crisis programs. For Turkey, both programs are bolded
SokaWhat mqreﬂmlxed. {Il h since the crisis occurred in late 2000 and early 2001, thus conditionality in both programs
Turkev especia ve 1 addressed some crisis issues.
y p y’ ry g 2/ Amount approved as a percent of member quota.
access was accompanied by a 3/ As of the cighth review in July 2004,
1 b f d . Th 4/ As of the second review in March 2004.
arge number of conditions. 18 5/ As of the fourth review in February 2004.
: : : 6/ As of the first review in January 2004, after which the program stopped.

tendency 18 leSS eVldent 1mn 7/ As of the third review in June 2004.
Argentina and Uruguay.

. Lastly, consistent with the nature of these crises, the share of conditions to
resolve economic vulnerabilities is typically higher than average. About 45 percent of the
structural conditionality

for program approval Sectoral Distribution of Conditionality at Approval

. SBA  EcoMgmt Vuln EcoFlex  PvtEff PubEff
focused on economic Argentina Jan-03 015 038 000 008 038
vulnerability issues, Bolivia Apr-03 050 030 0.00 0.20 0.00
Compared with the overall [Dominican Republic Aug-03 0.35 0.50 0.10 0.00 0.05

Turkey 1/ May-01 0.08 0.62 0.00 0.15 0.15

average for GRA- Uruguay Apr-02 0.38 0.38 0.00 0.13 0.13
supported programs of Mean in GRA 2001-03 034 035 0.02 0.19 __ 0.10
35 percent.89 Conditions 1/ Refers to prior actions for the 6th and 7th reviews and benchmarks through
on economic management June 2001 that were set at the time of the augmentation in May 2001 of the 1999 program.

were more numerous than average in Bolivia, Dominican Republic, and Uruguay. In Turkey
there was less focus than elsewhere on economic management issues, perhaps because the
May 2001 augmentation occurred in the middle of the 1999 program after the onset of the
banking crisis, so that additional conditionality focused particularly on banking sector
vulnerabilities. Argentina had a higher than average number of conditions in public sector
efficiency because of the key program strategy to implement federal-provincial bilateral
pacts.

%9 Note that the numbers here refer to only the program approval conditionality data, rather than conditionality
for the whole program that is discussed in Chapter III.
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B. Country Experiences %0
Argentina

123.  Structural conditionality in the “transitional” stand-by arrangement was limited by
domestic political factors and the short duration of the arrangement. While far-reaching
structural reforms were needed for lasting economic recovery, the focus of the eight-month
SBA was on maintaining macroeconomic stability through the May 2003 presidential
elections, providing time for the incoming government to develop a medium-term reform
agenda. Accordingly, structural conditionality in the January 2003 transitional program was
set only through May 15, 2003 and limited to some initial fiscal reforms, preparations for the
banking strategy, and maintaining a measure of legal certainty. The September 2003 three-
year program aimed at deepening and broadening structural reforms essential for restoring
sustained growth, including (i) reforms of the system of intergovernmental relations and tax
policy and administration; (ii) a comprehensive and sustainable sovereign debt restructuring;
(ii1) reforms of the banking system; and (iv) measures to improve the framework for
restructuring corporate debt, including that of the utility companies.

124.  Progress on the structural measures in the January 2003 transitional program was
limited and there were policy reversals and setbacks. In particular, the fiscal structural
agenda was delayed, little progress was made with bank restructuring, and there were
setbacks with respect to improving the legal certainty and creditor rights. The weak
implementation (the score on the implementation index was only 1.0) seemed to reflect the
prevailing political environment and insufficient political consensus.”!

125.  Although there was a structural agenda set forth in the September 2003 program, the
program had no prior actions despite the weak track record with respect to the January 2003
structural reforms. The program laid out the principles of the structural agenda in the banking
and fiscal areas; but many of the precise modalities of implementation and timing were not
specified and were left to be formulated at a later stage, mainly because of the lack of
implementation capacity and the need for time to build necessary domestic consensus for
reforms. Structural performance criteria and benchmarks, covering only the first six months
of the program, were set at the time of approval of the arrangement in the areas of fiscal and
banking sector reforms, amid continuing uncertainty in political support for key structural
reforms.

126. At the completion of the second review in March 2004, the implementation index for
the structural conditionality had risen to 1.5, following the advances made in key areas such
as the banking system and, to some extent, the utilities sector. However, subsequent delays

% The cases of Bolivia and the Dominican Republic are described in Chapter IV, Box 3.

o The implementation index is calculated as described in Chapter I, and ranges from 0 to 2.
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were experienced in structural reform implementation; no review has been completed since
March 2004.

Turkey

127. In contrast to Argentina, Turkey is an example of a capital account crisis program
where structural conditionality was extensively used, reflecting the need to address both a
currency crisis and a banking sector crisis. After the May 2001 augmentation of the 1999
arrangement (in response to the crisis in early-2001), the focus of structural conditionality
was on three key areas: banking, fiscal transparency, and policies to enhance the role of the
private sector in the economy. The structural conditionality underlying the 2002 program
was mainly in the areas of banking, public sector and fiscal reform, and private sector
development, including privatization.

128.  The large number of structural conditions in the 1999 and 2002 Fund-supported
programs was motivated by Turkey’s deep-rooted problems and the lack of confidence
stemming from the structural weaknesses in the economy. A number of prior actions were set
to achieve upfront implementation of key measures and perhaps also partly because of the
relatively weak track record (see below). However, the 2002 program progressively relied far
more on structural benchmarks. Some of the conditionality, particularly in the banking
sector, may have been perceived to be micromanaging policies, although the detailed nature
of the conditionality was aimed at providing assurances of the seriousness of reforms.

129.  Policy implementation of the 1999 program, particularly prior to May 2001, was
uneven. Since May 2001, however, considerable progress has been achieved, except in the
areas of privatization and private sector development (in which slow progress was partly due
to weak market conditions). The average overall implementation index (including prior
actions) for structural conditionality for the 1999 and 2002 programs was 1.5, slightly above
the median across Fund-supported programs. In the financial sector, overall observance of
conditions was high, as 80 percent of financial sector conditions were fully met. However,
the implementation index of conditionality excl/uding prior actions was weaker—the average
implementation of structural performance criteria and benchmarks for the 1999 and 2002
programs was around 1.2, below the Fund-wide average of 1.4. In the 2002 program too,
shortfalls were mainly in privatization and enhancement of the private sector.

Uruguay

130. There was a substantial increase in the number of conditions in Uruguay’s 2002
arrangement—there were around 23 conditions per program year, compared with less than
ten in the 2000 program. Perhaps reflecting Uruguay’s relatively weak program track record,
there were also more prior actions set for the approval of the 2002 arrangement and for the
completion of subsequent program reviews. The increase in the number of structural
conditions in the 2002 program reflects the financial crisis that developed in the country and
the continuing pressures on the banking system that Uruguay faced following the deepening
of the crisis in Argentina. Aside from the banking sector, the reform agenda envisaged the
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continuation of efforts to open up to the private sector areas previously reserved for the
public sector, in order to foster productivity increases and economic growth in the medium
term. Conditionality focused on fiscal consolidation, banking system issues, intensifying
reforms to the public banks, and deregulating the economy.

131.  The score on the implementation index of the 2002 Uruguayan program including
prior actions was 1.4 in the 2002 program as of the fourth review (comparable with an index
value of 1.5 in the 2000 program). Without prior actions, the implementation index on the
structural conditions was weaker at about 1.1. Progress in the 2002 program lagged in
restructuring of the banking system, strengthening of public banks, deregulating the
economy, and improving information disclosure in state enterprises and banks. Additionally,
the government’s inability to shore up political support for reforms in the context of the
approaching presidential elections (October 2004) and persistent differences among the
political parties on the appropriate scope and pace of reforms also constrained
implementation.

VII. THE PROCESS OF PROGRAM DEVELOPMENT °>

A. Introduction

132.  The new conditionality guidelines emphasize that national ownership is key to
successful implementation of Fund-supported programs. The guidelines stress that the
member has the primary responsibility for selecting, designing, and implementing policies.
They also clearly point out that the need for ownership implies selectivity: approval of the
use of Fund resources depends on the Fund’s assessment that the member is sufficiently
committed to implement the program.”

133.  The guidelines underscore the role of the process of negotiation and program
development in strengthening ownership. An effective and inclusive process of
engagement between the staff and the authorities can promote and strengthen ownership, and
also provides a basis for the staff to make a judgment on the likelihood of implementation.

134.  This chapter examines the actual process employed in selected programs and
discusses its effectiveness in supporting program implementation. Ten cases from the
2001-2004 period are reviewed: Brazil, Bulgaria, Burkina Faso, Ecuador, Georgia, Guinea,
Guyana, Romania, Sri Lanka, and Tanzania. These cases were chosen to represent a mix of
programs with strong and weak implementation. While these selected cases cannot be taken

92 Prepared by Tubagus Feridhanusetyawan.

93 C 1. C g .

The guidelines also indicate that the Fund will encourage members to seek to broaden and deepen the base of
support for sound policies to strengthen implementation, but the review does not examine this point in detail as
it relates to ownership outside official circles (e.g., interactions with civil society).
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to reflect the full range of experiences in Fund-supported programs, a case study approach is
the only way in which process can be analyzed, and the commonalities and even lack of
commonalities across the diverse cases examined may yield insights. The information is
drawn from staff reports, mission briefs, back-to-office reports, memoranda and documents
related to the internal review process, staff papers, Independent Evaluation Office (IEO)
Reports, Ex Post Assessment (EPA) Reports, interviews with mission members, other input
from area departments, and input from the authorities, who saw the draft case studies in an
earlier stage of preparation.

135.  The remainder of this chapter is organized as follows. Section B discusses the
linkages between process, ownership, and program implementation. Section C presents the
review of the process in the ten selected cases. The final section concludes.

B. Ownership, Implementation and the Role of Process **

136. National ownership, along with countries’ capacity to implement reforms, is an
important determinant of successful implementation of policy reforms. The staff
statement accompanying the guidelines defines national ownership as “a willing assumption
of responsibility for a program of policies, by country officials who have the responsibility to
formulate and carry out those policies, based on understanding that the program is achievable
and is in the country’s best interest.”” In the absence of confidence that the reforms are
beneficial for the country, the authorities are likely to face conflicts of interests, resulting in
poor implementation. Moreover, even if conditions are formally met, without genuine
ownership implementation may be only nominal (e.g., laws may be adopted, but not
enforced). Genuine ownership is more likely to result in consistent implementation of reform
programs over time.

137.  Ownership, while crucial, is also abstract and unobservable. The “willing
assumption of responsibility” described in the staff statement is unobservable before the
program is implemented (ex ante). In fact, ownership remains unobservable even after
program implementation (ex post), since implementation may not always be based on the
genuine belief that the reforms are in the country’s best interest. Ownership is a judgment
call, and judgments on the depth and breath of national ownership are difficult especially

%% This section is based in part on Strengthening Country Ownership of Fund-Supported Programs (11/13/2001,
http://www.imf.org/external/np/pdr/cond/2001/eng/strength/120501.htm); J. Boughton (2003) Who's in Charge?
Ownership and Conditionality in IMF-Supported Programs, IMF Working Paper WP/03/191 (Washington
DC:IMF); J. Boughton and A. Mourmouras (2002) Is Policy Ownership An Operational Concept? IMF
Working Paper WP/02/72 (Washington DC:IMF); and Operational Guidance on the New Conditionality
Guidelines, May 8, 2003 (http://www.imf.org/External/np/pdr/cond/2003/eng/050803.htm).

9 Staff Statement—Principles Underlying the 2002 Conditionality Guidelines (9/25/02,
http://www.imf.org/External/np/pdr/cond/2002/eng/guid/092302.htm, 93).
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when the authorities have an incentive to express commitment to reforms, even without
genuine ownership.

138.  An effective and inclusive process of program development can play an
important role in promoting ownership and strengthening program implementation.
The overall process is aimed at ensuring that programs receiving Fund support are well
designed and formulated through a mutually acceptable process led by the member. The
process of dialogue and negotiation should ensure that local knowledge is fully brought to
bear on program design, and should strengthen program ownership by providing the
authorities greater control of the agenda and building a relationship of trust between the staff
and the authorities. In addition, engaging a wide range of country officials and other
stakeholders at an early stage could develop a critical mass of ownership, which can be
crucial in sustaining program implementation.

139. The process also matters because it produces conditionality that can promote
and strengthen ownership. Conditionality, if well designed and developed through an
effective process, can serve as a valuable commitment device that complements and
enhances ownership, particularly in structural reforms. For example, conditionality can
reinforce ownership in cases where the commitment to reforms is less than complete, for
instance due to divided ownership or vested interests, or because parliamentary support is not
a foregone conclusion. In these cases, conditionality can “strengthen the reformers’ hands,”
enhance the credibility of the government’s program, and marshal support for it.

140.  An effective process should also help the staff make judgments on ownership
before program approval, although these judgments are “inherently subjective and
difficult” (staff statement, §3):

o As noted above, ownership is unobservable. The staff is expected to make a
judgment based on all observable indicators during the negotiation (and may complement
this judgment by seeking implementation of prior actions or a staff-monitored program).

o Ownership is also dynamic; it may change during program implementation.
Consistent implementation of a program may involve painful adjustments in the short run,
and opposition from entrenched interest groups or a lack of protection of vulnerable groups
can seriously weaken ownership. Conversely, when programs begin to show benefits, and if
their costs turn out to be less drastic than originally feared, ownership may strengthen.

o Responsible officials vary from one case to another, and are not always easy to
identify. Ideally, all agents with decision and implementation authority (including the
required parliamentary majorities, where relevant) would be committed to the program; but if
they are not, additional difficulties arise in judging whether those officials who are
committed will be able to carry the day.

o Relatedly, concluding that the program is both politically and technically
feasible requires difficult judgments. The staff is not always equipped with enough
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capacity to make political assessments, may underestimate the political problems, and may
rely too heavily on the reformists’ assurance that opposition can be overcome. Another
difficulty is the assessment of administrative capacity, and related judgments on the
usefulness of technical assistance and sequencing of the program. A limited amount of time
available in a crisis makes it more difficult to reach good judgments on both political and
technical counts.

141.  While process is important, ownership and implementation are also affected by
various exogenous factors. An economic crisis may lead to political succession, which may
produce a new government with a strong commitment to reforms. Prospects for European
Union accession are another good example of a factor that can create momentum for reforms.
Conversely, when the authorities do not implement programmed policies despite their
commitment to do so, ineffective process is only one of several possible causes. Political
conflicts, changing ownership, changing circumstances, or bottlenecks in administrative
capacity may have made an alternative policy preferable from their point of view.

142. What is expected from an effective process? The guidelines and their supporting
documents suggest a number of elements: %

. conditionality should be formulated through a mutually acceptable collaborative
process led by the member (staff statement, 93);

° program documents will be prepared by the authorities, with the cooperation and
assistance of the Fund staff (guidelines, 10);"’

. the staff will endeavor to reach understandings with the authorities on a mutually
acceptable means of achieving the program goals (staff statement, 94);

. the staff will pay due regard to the domestic social and political objectives, the
economic priorities, and the circumstances of the member (guidelines, 94);

. involvement of country officials who have the responsibility to formulate and to carry
out a program of policies (staff statement, 93);

. the staff will encourage members to seek to broaden and deepen the base of support
for sound policies (guidelines, 93);”

% While the staff statement makes explicit references to what is expected of the staff, the guidelines focus on
what is expected of the Fund. An effective process of program development by the staff would encompass also
the latter.

%7 The operational guidance note (May 2003) elaborates that there is no requirement that country authorities
draft program documents, but staff should be responsive when authorities desire a greater role in the drafting of
these documents (Y5).
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. the staff will be guided by the principle that the member has primary responsibility
for the selection, design, and implementation of its economic and financial policies
(guidelines, 93), and be flexible in program design when possible to meet the authorities’
preferences (operational guidance, 6); and the staff will stand ready to advise the authorities
on a range of available policy options and implementation plans, and to provide technical
assistance as appropriate, particularly in cases where the member’s administrative capacity is
weak (staff statement, 94);

. collaboration with other multilateral institutions (guidelines, 98).”
C. Review of the Process

143.  The ten case studies are reported in Table 12. The table summarizes the evidence
available on the various elements of process set out above.

144. The review finds that staff has made serious efforts to incorporate the elements
of an effective process. This result is consistent with the results of the surveys conducted for
the review of Bank-Fund collaboration, which showed that the authorities believed that
country ownership of Fund-supported programs was substantial and that the Fund has
provided flexibility in program design.'®

8 This point is not assessed in detail in this review, see footnote 93.

%9 This point is not assessed in detail in this review, as it was the subject of Strengthening IMF-World Bank
Collaboration on Country Programs and Conditionality — Progress Report (PIN No. 04/36, 4/7/04,
http://www.imf.org/external/np/sec/pn/2004/pn0436.htm).

100 g6 PIN No. 04/36.



Table 12. The Process of Program Development--Selected Programs

Indicators

Brazil (SBA 2001, SBA 2002)

Bulgaria (EFF 1998, SBA 2002) '/

Burkina Faso (PRGF 2003)

Ecuador (SBA 2003)

Georgia (PRGF 2001)

Main characteristics

Effective interaction throughout the period
of the program. A good deal of policy
flexibility.

Severe economic crisis created momentum for
reforms, later reinforced by prospects for EU
accession. Little policy flexibility.

Effective interaction throughout the
program. There was no need to provide
much policy flexibility because of the
authorities' commitment to reforms.

Lack of political support.

Serious governance problems and pervasive
corruption hampered program
implementation.

Background

Strong implementation in the previous
program. The 2001 program was intended
to minimize the contagion effect of
Argentina's crisis. The 2002 program was
aimed at maintaining market confidence
during an election year.

Despite poor implementation record prior to
1997, the Fund continued to support the
programs. An economic crisis in 1996-97,
triggered by a banking and foreign exchange
crisis, led to the installment of a new reformist
government. This provided impetus for reform
(including the introduction of a currency
board), and the negotiation of the 1998 EFF
arrangement. This arrangement was
completed in 2001, and followed by the 2002
SBA.

Performance in the previous programs was
strong. The completion point of the
enhanced HIPC initiative was reached in
2002. Against the background of the adverse
economic implications of the crisis in Cote
d'Ivoire and the volatility of commodity
prices, the authorities requested a successor
PRGF arrangement.

After the previous program was completed
with delays, the authorities requested a new
arrangement. The negotiation throughout
2002 failed due to unsupportive political
climate. The installment of a new
government on an anti-corruption platform
toward the end of 2002 created a window of
opportunity for a new program.

All reviews under the previous ESAF
program (1996-99) were completed, but
with substantial difficulties and delays. The
PRSP process was well underway. The 2001
PRGF program was also aimed at securing
Paris Club Debt Rescheduling.

Developing mutually acceptable and
collaborative process, in which the
authorities actively participate in
developing the program.

The program was basically home grown.
The authorities requested support from the
Fund to improve market confidence.

The authorities were receptive of staff
proposals because of their commitment to
reforms. The drive for reforms was especially
strong in the 1998 program when the case for
a strong program was readily apparent,
including in order to support the currency
board.

Active participation by the authorities.
Successful programs in the past resulted in
trust between the staff and the authorities,
which paved the way for front-loaded
disbursement.

New reformist ministers were eager to put a
strong program in place. There was no
significant policy disagreement with the new
ministers.

Collaboration at the technical level was
close and effective. There was no
significant policy disagreement.

- Did the authorities write the first draft [No. No. No. No. No.

of LOI?
Complete understanding on the No. No. No. However, the PRGF access was lower |No. No.
means and goals of the program: Is than the authorities requested.
there any evidence of lack of
understanding? Y
Incorporating specific circumstances |No. No. No. No. Problems in parliament were No. Problems of governance and capacity
of member: Is there any evidence that anticipated and taken into account in the were recognized and attempts were made to
specific ciroumstances were missed? 3 program. take them into account in the program.
Incorporating all responsible
officials

- Is the top leadership involved? Yes. Yes. Yes Yes. Yes.

- Is there any indication of divided No. Some indications in the 2002 program when |No. No. Soon after the election, the President |Ownership was not uniformly strong among

ownership among the officials in the
government?

the government included less reform-minded
coalition partners. However, key responsible
officials continued to maintain strong
ownership.

and his team showed strong determination to
implement difficult policies.

the officials.

- Is the parliament supportive? Is the
approval of the parliament or the
opposition secured during the
negotiation?

Parliamentary approval was not always
smooth. The authorities' effort to push for
legislative passage was crucial. Informal
endorsement from most of the presidential
candidates was secured before program
approval.

The parliament was generally reformist and
supportive of the 1998 program. The
parliamentary majority later became more
fragmented and the government elected in
2001 did not have a strong majority. Fund
endorsement helped strengthen the reformers'
hand and helped secure parliamentary
approval.

Ownership by the opposition remained
unclear, but parliamentary approval was
secured due to the dominance of the ruling
party members in the government and the
parliament.

The parliament was not supportive. This
included the indigenous groups, who at the
time of program development in 2003 were
part of the government coalition and
participated in some of the discussions.
Staff remained concerned that ownership by
the indigenous groups, in particular, was not
secured.

The political spectrum in Parliament
broadened and political support for the
president became fragmented, complicating
prospects for passage of critical measures
under the program.

_18_



Table 12. The Process of Program Development—Selected Programs (continued)

Developing efforts to broaden
ownership

The staff met with representatives from
political parties, the private sector, and
banks for the purpose of seeking
information. The staff also met with the
media.

Strong efforts to broaden ownership
throughout the program. The staff had regular
meetings with the media, parliamentarians,
trade unions, business associations, and
academia.

The mission participated in the PRSP
process and met with representatives from
banks, public enterprises, the chambers of
commerce, and the international donor
community.

The staff met with various nongovernment
representatives.

The staff participated in various discussions
with non-government representatives,
related or unrelated to the PRSP process.

Capitalizing the PRSP process

N/A

N/A

The PRGF built on the PRSP document.

N/A

Extensive consultations with civil society in
developing the PRSP did not lead to strong
PRGF implementation.

Providing policy space

- During negotiation

A good deal of flexibility, partly because
of strong track record and high degree of
trust between the staff and the authorities.

Little flexibility was provided, partly because
of the currency board. In contrast, the
development of a strong program was seen as
the key for success.

There was no need to provide much policy
flexibility, mainly because the authorities
were committed to reforms and agreed to the
staff's proposal.

Flexibility was provided in program targets
and legislative sequencing. Backloaded
legislative passage was accommodated by
backloaded disbursement.

Flexibility was provided in structural
reforms. There was also some flexibility in
the means to achieve the fiscal target, but
not on the target itself.

- During implementation

Flexibility was given in managing
monetary and exchange policies, including
the issuance of foreign exchange indexed
debt. Flexibility was also given in fiscal
areas, such as the introduction of an
adjustor for the primary surplus.

Little flexibility was provided. In the 1998
program, many prior actions supported
consistent implementation. There were fewer
prior actions in the 2002 program.

Little flexibility was provided, mainly
because of strong implementation.

‘Waivers were granted in completing the first
review, to provide an opportunity to the
authorities to put relevant measures in place
with a delay.

More time was provided to secure
parliamentary approval, but it could not
keep the program on track.

Streamlining conditionality

Structural conditionality has been limited
to a few key areas.

Many structural conditions and key upfront
measures in the 1998 program helped set a
rapid pace of reform. There were fewer
conditions in the 2002 program.

There were fewer conditions in the newer
programs, partly due to successful
implementation of reforms in the previous
programs.

Poor track record and severe problems
resulted in large number of PAs and PCs.
Timing was tailored to be supportive of
parliamentary approval.

The conditionality was streamlined to some
extent and focused on macro-critical issues.

Addressing the problems in technical
capacity

Technical capacity was not an issue.

Although technical capacity was not a major
issue, technical assistance was provided to
help build technical capacity and strengthen
program implementation.

Technical capacity was not a major issue.

There were some capacity issues, but these
were not major problems.

Technical assistance was provided, and was
more successful in monetary and financial
areas, but not in fiscal.

Collaborating effectively with the
World Bank

Good coordination with the Bank.

Good collaboration with the Bank during
implementation. With less involvement of the
Bank prior to 1999, the Fund took the lead in
designing structural conditionality.

Good collaboration with the Bank during the
negotiation and implementation of the
program.

Good coordination with the Bank.

Cooperation with the Bank was generally
close during the program.

The nature of weak or strong
implementation and the contributing
factors

Brazil generally overperformed relative to
the program. Development of trust
between the staff and the authorities
through a continued process of effective
engagement, not only during the
negotiations, but also during the reviews
and implementation.

Strong domestic commitment to reforms and
the prospect for EU accession provided a
foundation for effective implementation,
which in turn created a virtuous circle in the
economy, strengthened ownership, and built a
relation of trust between the staff and the
authorities.

Good implementation. Strong ownership by
the authorities, not only the top leadership,
but also the responsible ministries. Strong
linkage between the PRSP and PRGF
processes.

The indigenous groups left the coalition in
the parliament and the coalition broke up
after program approval. The parliament
continued to be fragmented and the political
support for reforms diminished. The
program went off-track soon after the first
review was completed with numerous
waivers.

Pervasive governance and corruption
problems hampered program
implementation. Program implementation
also suffered from lack of political will of
the key decision makers, poor coordination
among ministers, limited institutional
capacity, and high turnover of key economic
ministers.

!/ The 1998 EFF arrangement, which ended in 2001, is included because it laid the basis for the 2002 SBA.
%/ Alack of a complete understanding is taken as evidenced by (i) the authorities indicating a lack of agreement with the program at the time of approval, or (ii) departures from the agreed program during implementation

with an apparent lack of awareness by the authorities that these departures would endanger the arrangement.

%/ Evidence that specific circumstances were missed is taken to be present when, with hindsight, a key element is found to be missing from the program.
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Table 12. The Process of Program Development—Selected Programs (continued)

Indicators

Guinea (PRGF 2001)

Guyana (PRGF 2002)

Romania (SBA 2001)

Sri Lanka (PRGF-EFF 2003)

Tanzania (PRGF 2000, PRGF 2003)

Main characteristics

Significant governance problems and lack of]

ownership at the highest level.

Difficult circumstances, capacity
problems, and less than full commitment|
to certain program elements delayed
implementation.

Prospects for NATO and EU accession
improved implementation.

Continued political instability.

Effective interaction throughout the period of
the program. A good deal of policy flexibility.

Background

The previous program had a poor
implementation record. Negotiation of the

new program started after the decision point

of the HIPC initiative was reached in
December 2000. The PRSP process was
well underway. There was great security
concern due to border conflict, which
complicated program implementation.

The delay in general elections and
subsequent civil unrest contributed to
poor implementation of the previous
program. Following a general election,
political stability improved, and the
PRSP was prepared ahead of the HIPC
completion point.

Previous SBA programs went off-track
due to stop-and-go implementation. The
new government in 1997 started but did
not complete the stabilization of the
economy, which led to a severe crisis at
end of the 1990s. The installment of a
new government in 2000 provided
another opportunity for reform and the
negotiation of a new program.

The economy suffered from more than two

decades of civil conflict. The 2001 SBA went

off track in the second half of 2001, in part
because of political instability. General
elections and the installment of a new
coalition government and a new Prime

Minister created an opportunity to complete

the reviews in 2002, and to negotiate the
2003 PRGF/EFF-supported program.

Performance in the previous program was
strong, the authorities requested a successor
program. The 2000 program was aimed in part
at meeting the decision and completion points of]
the HIPC initiative. The 2003 program was to
deepen macroeconomic stability and to complete
unfinished reforms. The PRGF arrangement
improved the dialogue between the government
and donors, and paved the way for other
financial support.

Developing mutually acceptable and
collaborative process, in which the
authorities actively participate in
developing the program.

The authorities were fully involved in

drafting the program. Considering poor track]

record, there was an agreement to put
together a strong program.

The authorities recognized the need to
put together a strong program. The
negotiation of the structural program
was generally smoother than that of the
macroeconomic framework.

The initial negotiations did not reach
agreement. The mission did not change
its stance, but the authorities finally
agreed on the proposed policy in late
2001.

The authorities, under a Cabinet Sub-

committee on economic policy chaired by the

Prime Minister, were fully involved in
designing and revising the program.

The negotiation was conducted in a participatory]
process involving the authorities, IFIs, and other
donors. Strong track record contributed to close
relations between the staff and the authorities.

- Did the authorities write the first draft [No. No. No. No. Yes.
of LOI?
Complete understanding on the No. However, expenditure overruns Differences in views and priorities may |There was temptation to give in to No. No. This was clearly reflected by active

means and goals of the program: Is
there any evidence of lack of

understanding? i

continued.

not have been fully resolved during
program design. Understanding
improved during implementation.

populist pressures. The authorities
unexpectedly announced a large
increase in minimum wage in 2002,
which was eventually offset in the
program by a larger fiscal consolidation.

participation of the authorities in revising
program targets during implementation.

Incorporating specific circumstances |No. Problems of governance were well Capacity constraints were recognized No. No. Care was taken to incorporate, to the No.
of member: Is there any evidence that ~ [recognized, and the program included but underestimated. Political instability extent possible, various possible outcomes
. . . 2 specific measures to address governance. and poor track record were taken into and the associated risks due to difficult
specific circumstances were missed? “/ . o e
account. The disbursements were back political situation.
loaded.
Incorporating all responsible
officials
- Is the top leadership involved? Yes. Yes. Yes. Yes. Yes.

- Is there any indication of divided
ownership among the officials in the
government?

Ownership was mixed within the authorities.
The President was expected to play a crucial

role in program implementation.

No, though the number of key officials
involved in discussions was small,
perhaps also reflecting capacity
constraints.

Some signs of mixed ownership,
including problems of coordination
within the government, reflected by
limited involvement by the line
ministries during program development.

Yes, especially because the President and the

Prime Minister, who negotiated the 2003
program, belonged to different parties.

No. However, ownership by non-economic
ministers was not as strong as that by economic
ministers--but the situation has improved over
time, as evidenced by strong program
implementation.

- Is the parliament supportive? Is the
approval of the parliament or the
opposition secured during the
negotiation?

Parliamentary approval was not relevant due

to the dominance of the executive branch.

The government was supported by the
majority in the parliament. However,
political divisions undermined the
consensus building in support of
reforms.

Parliamentary approval was secured,
because the government was from the
ruling party that held the majority in
parliament.

The government and the Prime Minister
received the support of the parliament, as
reflected by parliamentary approval of key
reform measures.

The parliament were not directly involved in
program development, but the government
briefed them fully on the process of program
discussion. The authorities provided strong
determination to implement the measures.
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Table 12. The Process of Program Development—Selected Programs (concluded)

Developing efforts to broaden
ownership

The staff participated fully in the

participatory process of PRSP, but there was

only partial discussion on macroeconomic
issues with labor unions and bankers'
association.

The staff met with the opposition, trade
unions, sugar sector unions, and other
non-government representatives.

The mission met with private sector
representatives, especially from the
financial sector.

The staff met with the representatives from
political parties, the private sector, the state
owned enterprises, commercial banks, and
the civil society.

The staff actively participated in the PRSP
process. There was an effective dialogue
between the staff, the government, and non-
government representatives.

Capitalizing the PRSP process

PRSP process was effective, even though the

ownership of PRSP was not broad-based.
PRSP and PRGF had different owners.

PRSP process involved broad national
consultations. Opposition and trade
unions felt that their contributions were
not adequately reflected, but this was
not a cause of delays in PRGF
implementation.

N/A

The PRSP process was well underway, and
broadly consistent with the PRGF. The
change in government led to changes in
PRSP strategies.

The initial PRSP used the inputs from PRGF,
but the PRGF was then revised based on PRSP.
The PRSP process was effective in broadening
and strengthening ownership. PRSP and PRGF
had the same owner.

Providing policy space

- During negotiation

Flexibility was provided in structural
reforms. Higher spending on defense was
accommodated, provided that revenue
mobilization could be improved.

Though some flexibility was provided in
design of structural reforms, authorities
did not view it as sufficient. Some
differences persisted with respect to the
assumptions underlying quantitative
targets.

Considering the poor track record, the
flexibility of the program was reduced.
However, the staff provided policy
options, for example, in achieving the
SOEs' wage bill target.

Flexibility was provided in the form of
sequencing the structural reforms and
increasing access under the program. The
staff also provided some policy options, for
example, in ways of achieving a fiscal deficit
target.

Flexibility was provided to adapt to some policy
choices developed during the PRSP process.

- During implementation

Period of consolidation was provided to
implement corrective actions.

The authorities requested various

flexibilities. More time was provided to
implement conditionality and complete
the reviews. Forward looking program
targets were revised during the reviews.

Some flexibility was provided, for
example in accommodating the large
minimum wage increase and delays in
privatization, and postponing the
implementation of new bank
regulations. However, various PAs were
used to ensure consistent
implementation.

A change in strategy, for example on
privatization, was accommodated after the
new government took office in April 2004.
The first review of the PRGF-EFF was held
up due to implementation difficulties in
structural reforms.

The macroeconomic framework was adjusted
during the implementation of the program, in
response to the needs and circumstances
developed during the PRSP process.

Streamlining conditionality

Conditionality was streamlined. Most
structural conditionality was left to the
World Bank.

Large numbers of PAs and PCs, in part
reflecting poor track record.

Comprehensive and front loaded
structural conditions proved effective in
addressing the resistance of vested
interest groups.

The PRGF-EFF program in 2003 had fewer
conditions than the previous program.

Division of labor between the World Bank and
Fund was not accompanied by substantial
reductions in conditionality in the 2000
program. There were fewer conditions in the
2003 program.

Addressing the problems in technical
capacity

Problems in technical capacity were
recognized, and technical assistance was
provided. Poor administrative capacity was
not the major source of poor
implementation.

Capacity constraints were recognized
but underestimated.

Technical capacity was not a major
issue.

Technical assistance in various fiscal areas
and financial sector issues was provided
throughout the program.

Technical capacity was not a major problem,
although capacity constraints at the sub-national
level created some delays.

Collaborating effectively with the
World Bank

Close collaboration with the Bank.

Good coordination with the Bank,
especially in structural areas. However
the Bank reduced its involvement over
time in key structural areas.

Good collaboration with the Bank.
There was substantial overlap on
structural conditionality. This approach
increased the stakes for the authorities.

Good coordination with the Bank.

Good collaboration with the Bank during the
negotiation and implementation of the program.

The nature of weak or strong
implementation and the contributing
factors

Program went off track mainly because of
fiscal slippages. The contributing factors
included lack of ownership by the highest
authorities, continuing problems of
governance, and deteriorating security
resulting from continued border conflict.

The program remained broadly on track,
but implementation was delayed due to
political instability and various capacity
constraints, and a significant number of
waivers was required.

Improved implementation was
associated with front-loaded
conditionality and relatively little
flexibility. The prospect of NATO and
EU accession played a great role in
strengthening ownership. Political
stability and a comfortable majority in
parliament ensured political support for
reforms.

Continued political instability contributed to
weak program implementation. Resistance by
trade unions was also a factor. Disagreement
on the peace process led the President to call
new Parliamentary elections in 2004. The
new government (an Alliance of the
President's party and a Marxist party) took
office and proposed a new economic strategy|
The first review of the PRGF-EFF
arrangements, scheduled for end of 2003, had|
not yet been completed as of February 2005.

Strong ownership by the top leadership
contributed to successful implementation of the
program. Other contributing factors include the
strong linkage between PRSP and PRGF
processes, and the flexibility provided by the
Fund in modifying the program targets.

'/ A lack of a complete understanding is taken as evidenced by (i) the authorities indicating a lack of agreement with the program at the time of approval, or (ii) departures from the agreed program during implementation

with an apparent lack of awareness by the authorities that these departures would endanger the arrangement.

%/ Evidence that specific circumstances were missed is taken to be present when, with hindsight, a key element is found to be missing from the program.
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The process of interaction

145.  Although the authorities have participated actively in designing the program
through a collaborative process, they generally did not draft the Letter of Intent. The
guidelines expect the authorities to prepare program documents, although the operational
guidance note clarifies that there is no requirement that the authorities draft the LOI. The ten
case studies include only one case (with strong implementation) where the authorities drafted
the LOI. Cases where the authorities have expressed any interest in actually drafting the
letter of intent are also very rare outside the case studies. The fact that the staff has continued
to be more active in drafting the LOI, however, does not mean that the authorities have not
been active in designing the program reflected in that draft or indeed in providing portions of
the draft (through the intermediary of either existing official documents or specially
produced strategy notes), or in contributing to substantive revisions of the draft. And the case
studies include several cases where the staff has prepared the draft of the LOI and
implementation has been strong.

146. The process has generally developed a shared and complete understanding of the
program and incorporated specific circumstances of the member. Only in few cases
among the case studies (in Guyana and to some extent Romania) did development by the
authorities of unexpected policies that deviated from the program seem to reflect some lack
of understanding of the letter of intent. In cases where the program went off track, attempts
had been made to incorporate various factors that contributed to poor implementation, such
as political instability or problems of governance and corruption, ex ante in the program. In
these cases, in recommending approval of the arrangement, the staff may be seen to have
taken a calculated risk, which in the end did not pay off.

147.  Staff has consistently sought support and endorsement for the program from the
top leadership, but the inclusion of the top leadership does not guarantee strong
program implementation. This inclusion provided some assurance that the member’s
leadership understood the issues and supported the program, but the experience of Ecuador,
Georgia, Guinea, Guyana, and Sri Lanka shows that it does not guarantee consistent program
implementation. Although the support and commitment from the top leadership is secured
during the negotiation, it is difficult to make a judgment whether this commitment will be
sustained throughout the period of the program.

148.  The relevant responsible government officials have generally been involved in
the process, though they have not always been equally supportive. Cases of “divided”
ownership range from the inevitable minor differences among officials (Bulgaria, Romania,
Tanzania) or differences in the degree of commitment (Georgia, Guinea) to real differences
in orientation (Sri Lanka). In some cases, few officials were involved in the program
discussions (Georgia, Guyana), or difficulties were encountered in coordination with line
ministry officials (Romania). The inclusion of the top leadership provided some comfort that
commitment would be sustained. Absent broad ownership among other key government
officials, the staff typically took the position that the Fund-supported program would
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strengthen the reformers’ hands. In the cases of Georgia, Guinea, and Sri Lanka, however,
divided ownership became a source of weak implementation.

149. In the area of political risks, efforts were also made to ensure that parliamentary
approval would be forthcoming where necessary, but apparent support or lack of
support in parliament did not always predict subsequent developments. In three cases
where parliamentary support was not assured, judgments were made—rightly, as it turned
out—that the government would be able to secure implementation (Brazil, Bulgaria,
Tanzania), and in some cases the Fund’s endorsement helped in this respect. In other cases,
the parliament seemed formally supportive, and in at least one case efforts were made to
enhance the odds of parliamentary approval by tailoring the timing of legislative proposals,
but parliamentary support weakened during the course of the program (Ecuador, Georgia,
Guyana). In the case where elections were in the offing in the near term (Brazil), the
endorsement of most of the presidential candidates was secured informally before approval
of the arrangement.

150. Although this review does not examine efforts to broaden ownership beyond
official circles, the uneven linkage between the participatory process of the Poverty
Reduction Strategy Paper (PRSP) process and the ownership of PRGF-supported
programs is germane.'’' Although the PRSP has clearly broadened participation in policy
decisions, it is equally clear that it is not a sufficient condition for effective implementation
of the PRGF-supported program. The case studies include several examples (Georgia,
Guinea, Guyana, and Sri Lanka) where the PRSP process did not prevent weak
implementation. Fund staff has made serious efforts to participate in the process, despite its
expected role remaining unclear.

Policy space

151.  This review finds mixed evidence on the linkage between policy space and
program implementation. The experience in the case studies shows that the provision of
policy space, either in the form of policy options or flexibility to meet the authorities’
preference, does not necessarily ensure program success. In Guinea, for example, the
provision of flexibility in structural areas helped improve program implementation, but this
improvement could not prevent the program from going off track owing to various fiscal
slippages. In contrast, several programs with strong implementation (Bulgaria, Burkina Faso,
and to some extent Romania) provided less policy space than other programs. In fact, less
flexibility and extensive conditions in Bulgaria and Romania were considered effective in
pushing reforms forward. In these cases, an effective process of engagement was able to
support ownership without necessarily providing policy flexibility.

1 The finding is generally consistent with the findings of the IEO, see /EO Evaluation Report on PRSPs and
the PRGF and Background Paper for the IEO Evaluation Report on PRSPs and the PRGF — Summaries of
Country Case Studies (7/6/04, http://www.imf.org/External/NP/ico/2004/prspprgf/eng/index.htm).
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152.  The provision of policy space tends to be limited in cases with poor track
records. In negotiating a program in a country with a poor track record, staff often needs to
find a delicate balance between developing a program with strong policy measures and
providing policy space to promote ownership. In these cases, as reflected in Romania,
Ecuador, and Guyana, the staff has generally tilted the balance toward strong policies. These
are generally cases with, by this stage, serious economic problems, and a strong program is
required to put the economy back on track and to safeguard Fund resources. It is also
possible that, for weak performers, a program is developed where a “margin of
nonperformance” would still allow minimum standards to be met. In contrast, there was a
greater tendency to provide policy space when ownership is perceived to be sufficiently
strong, or when the trust between the staff and the authorities has developed over time, such
as in Brazil and Tanzania. Finally, in some cases (e.g. Burkina Faso), little occasion arises to
provide policy space because the authorities’ plans closely resemble the staff’s preferred
approach.

153.  There are few examples in the case studies where the staff has proactively
advised the authorities on a range of available policy options and implementation plans
during the process of program development. The staff statement (4) emphasizes that staff
should stand ready to do so, particularly in cases where administrative capacity is weak. In
the case studies, however, the process of program design has been driven more by the
interplay between the staff’s and authorities’ initial views. In all cases, the authorities have
presented their own plans (or indicated ready agreement with staff proposals), and the staff
has primarily explored the room to accommodate the authorities’ preferences rather than
proactively developing policy options.

The difficulty of ensuring ownership is lasting and real

154. The case studies show that, in addition to an effective process of interaction,
exogenous factors also play a crucial role in affecting ownership and program
implementation. In Bulgaria and Romania, exogenous factors played a crucial role in
improving ownership and implementation. Bulgaria had poor program implementation in the
mid-1990s, but a severe economic crisis, political succession in 1997, and the prospect for
EU accession created strong domestic commitment to reforms. Similarly, Romania also had a
poor track record, but the prospects of EU and NATO accession created momentum for
reform in the late 1990s. Once the commitment to reforms strengthens, an effective process
of interaction may help sustain ownership throughout the program period. In other cases,
various problems related to governance (Georgia, Guinea), lack of coordination within the
cabinet (Georgia and Guinea), repeated cabinet reshuffles (Georgia, Sri Lanka), continued
political instability (Guyana, Sri Lanka), break-up of coalition (Ecuador), and other difficult
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circumstances hampered program implementa‘[ion.102 Even with efforts to develop an
effective process, it remains difficult to ensure that ownership is lasting.

155. The case studies also point to the difficulties in gauging ownership at the outset.
As the case studies show, when implementation turns out weak, it remains difficult to judge,
even with hindsight, whether ownership has deteriorated or was weak from the beginning.
Since ownership is unobservable, and a judgment has to be made based on indicators that are
observable during the negotiation, the situation is very difficult at the outset. While active
participation by the authorities, commitment by the top leadership, and inclusion of
parliamentary approval are indicators of ownership, there are several cases among the case
studies where these were present but implementation nevertheless was weak. In other words,
after following an effective process, a wrong judgment on the prospect of program
implementation can still be made (or a calculated risk may not pay off).

156. The case studies include examples where engagement during program
implementation played an important role in sustaining program performance. Such
engagement cannot, of course, always ensure program success, as possible revisions to the
program are bounded by the need to secure program goals. But the successful experience
with program revisions in Brazil and Tanzania suggests that effective engagement during the
course of the program contributed to sustained implementation and ownership.'” Thus, while
the focus of the discussion of process in the guidelines and their supporting documents is on
the phase of program development, a continued process of interaction during program
implementation can also be important in sustaining ownership. Resident representatives can
play an important role in this regard, as they maintain communication with the authorities on
a daily basis, and often in informal ways. They may spot emerging difficulties during
program implementation and make timely informal interventions to help the authorities
implement the program consistently.

Other issues

157.  This review finds reasonably close and effective collaboration between the Fund
and the Bank in most cases.'”* The processes in the ten case studies, especially in the
PRGF-supported programs, show that programs were generally designed in close
collaboration with the Bank. In one case (Guinea), the Fund appears to have “delegated”

192 The seeds of some of these factors may have lain in divided ownership at the outset of the program, but as is
emphasized below gauging the importance of these problems is extremely difficult.

103 These programs are identified as showing strong implementation, not merely because they remained on
track (which could be simply the result of program revisions), but more importantly because most conditions
specified ex ante were implemented on time.

19 The discussion highlights the collaboration with the World Bank, although the Fund also collaborates
closely with other regional development banks, such as the Asian Development Bank in Sri Lanka.
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conditionality to the World Bank, as “the Fund’s program continued to stress the need for
judicial reforms, but did not take them up in their conditionality to abide by the division of
labor between the two institutions.”'” Conversely, a substantial overlap existed between
Bank and Fund structural conditionality in Romania, where the same actions were critical to
both institutions’ programs (an overlap which raised the stakes for the authorities).

158. In these ten cases, limited information was provided on the process of
negotiation in staff reports.'®® Although there is generally more information on process in
cases with a poor track record or difficult negotiations, the reporting of this information is
limited. The staff reports present the risks to the program, but provide rather little
information as to whether the staff and the authorities had different initial positions, and how
understandings were reached during program discussions—much less, and less nuanced,
information than is available in documents internal to the staff. There is also limited
information on the staff’s efforts to assist the authorities in broadening ownership. Limited
coverage of these issues may reflect length constraints on staff reports as well as the risk of
undermining the eventual agreements by extensive reporting of initially divergent positions.

D. Conclusion

159.  This review suggests that the staff has generally followed the recommended
process, but does not find a close linkage between process and implementation. The
review thus underscores the need for caution expressed in the staff statement—which notes
that “judgments on the depth and breadth of national ownership ... are inherently subjective
and difficult, and ownership itself is likely to change and develop over time” (§3)—as well as
the need for sensitivity to country-specific circumstances. To be more specific, the following
are the main findings:

J The staff has generally incorporated most of the ingredients of an effective process.
While the authorities do not generally draft the LOI, it is not clear that this should be a cause
for concern. More scope for improvement probably exists in the proactive development of
policy options by staff.

o The linkage between the process of negotiation and program implementation is
mixed. Best efforts in the area of process do not by any means guarantee implementation,
and indeed the most helpful process may to some extent depend on country-specific
circumstances.

195 Guinea—Ex Post Assessment of Longer-Term Program Engagement (12/6/04,
http://www.imf.org/external/pubs/cat/longres.cfm?sk=17871.0).

1% Some reporting of the process can also be found in other published documents, including EPA Reports, IEO
Reports, and PRSP related documents, such as the Joint Staff Assessment (JSA) and the Annual Progress Report
(APR).
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o A minimum level of ownership is required to support consistent program
implementation, and the process has been more effective in sustaining ownership once this
level is achieved.

o It is hard to ensure that ownership is lasting, and gauging ownership is subjective and
difficult, especially if it is mixed.

o Consistent with the dynamic nature of ownership, a continued process of engagement
during program implementation can play an important role in strengthening implementation.

o Limited information on the process has been provided in staff reports.
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DATA SOURCE, SAMPLE AND DATA DEFINITION '’

160. The main data source used in this review is the Monitoring Fund Arrangements
(MONA) database. This database records conditions cumulatively, and therefore each
complete program and its associated conditionality is assigned to the year in which the
arrangement was approved. For example, a three-year arrangement starting in 1995 would be
defined as a 1995 data point, even though it has conditions in subsequent years. This method
results in a smoothing of the data for arrangements that last for more than one year, and
therefore care must be taken when making inferences about the effects of the new
conditionality guidelines in specific years.

161. The analysis distinguishes between arrangements approved before and after end-
2000. Thus the presumption is made that all arrangements approved after January 2001 had
to take at least the interim guidance note on streamlining structural conditionality (September
2000) into account for the program design, and that arrangements approved prior to that date
were mostly unaffected by the change in the guidelines. In practice some of the latter were
probably affected, as some multi-year arrangements approved earlier extended into 2001,
2002, or even 2003.

162. The MONA database is known to harbor errors, but its counts of conditions have
been cross-checked against letters of intent for selected individual years. Although some
individual differences exist between the MONA database and program documents, the
differences broadly cancel out when averaging across arrangements approved in a given
year.

163. The sample of programs used in this paper comprises all arrangements approved by
the Executive Board between January 1, 1995 and December 31, 2003. While no
arrangements approved since end-2003 are captured in the analysis, all reviews of programs
that commenced prior to end-2003 are captured in the analysis through end-June 2004.

164. A number of procedures and assumptions are applied in identifying conditions.
Conditions that consist of clearly separate components are counted as separate conditions.
Conditions that are converted from one type to another (such as PCs that are waived and later
converted into prior actions) or missed and reset for later dates are counted only once, since
only one structural reform action was intended. Similarly, continuous PCs on actions that are
structural in nature are only counted once; standard continuous PCs such as "non-
accumulation of external arrears" and "no contracting of non-concessional debt" are not
included in the sample at all (see also Appendix I). In all these cases, best efforts are made to
apply these procedures to the MONA database, but it must be recognized that the way in
which conditions are recorded in MONA does not allow completely consistent application.

107 Prepared by Alun Thomas.
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165. To control for differences in the duration of programs, the number of conditions in
each program is normalized to correspond to one program year. For example, the normalized
number of conditions in an 18-month stand-by arrangement would be defined as the total
number of conditions set during the arrangement divided by 1.5. If an arrangement is
extended, the normalized number of conditions is based on the effective duration of the
arrangement, rather than the duration set at the commencement of the arrangement.

166. Exceptions to the end-date normalization rule are needed to control for permanent
program interruptions and ongoing programs. For these programs, the effective end date is
defined as nine months after completion of the last completed review (or after approval, if no
review was completed). This method avoids creating a downward bias in the normalized
number of conditions, since conditions are typically added throughout the duration of an
arrangement.

167.  The staff estimate for 2004 is based on the conditions set in arrangements that
commenced in 2004, including any conditions set in reviews of these arrangements through
end-January 2005, based on program documents rather than MONA. Since none of these
arrangements have yet terminated and many have yet to complete their first review, the
normalization rules set out above play an important part in the estimate, and the estimate is
less precise than any other yearly estimate.
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List of Fund-Supported Arrangements
Year No of Country name Arrangement Approval End date
Programs type date
PRGF/ESAF-supported programs

1995 6 GUINEA-BISSAU ESAF 1/18/1995 3/31/1998
MAURITANIA ESAF 1/25/1995 1/24/1998
GHANA ESAF 6/30/1995 6/29/1998
CHAD ESAF 9/1/1995 4/30/1999
MALAWI ESAF 10/18/1995 12/16/1999
ZAMBIA ESAF 12/6/1995 12/5/1998

1996 14 ARMENIA ESAF 2/14/1996 12/20/1999
GEORGIA ESAF 2/28/1996 7/26/1999
MALI ESAF 4/10/1996 4/9/1999
KENYA ESAF 4/26/1996 4/25/1999
NIGER ESAF 6/12/1996 6/11/1999
BURKINA FASO ESAF 6/14/1996 6/13/1999
MOZAMBIQUE ESAF 6/21/1996 6/20/1999
CONGO ESAF 6/28/1996 6/27/1997
BENIN ESAF 8/28/1996 8/27/1999
ETHIOPIA ESAF 10/11/1996 10/22/1999
HAITI ESAF 10/15/1996 10/17/1999
TANZANIA ESAF 11/8/1996 11/7/1999
MADAGASCAR ESAF 11/27/1996 11/20/2000
AZERBAIJAN ESAF 12/20/1996 12/19/1999

1997 7 GUINEA ESAF 1/13/1997 1/12/2001
MACEDONIA (FYR) ESAF 4/14/1997 4/10/2000
MONGOLIA ESAF 7/30/1997 7/29/2000
CAMEROON ESAF 8/20/1997 12/20/2000
PAKISTAN ESAF 10/20/1997 10/19/2000
YEMEN ESAF 10/29/1997 10/28/2001
UGANDA ESAF 11/10/1997 3/31/2001

1998 11 COTE D'IVOIRE ESAF 3/17/1998 3/16/2001
NICARAGUA ESAF 3/18/1998 3/17/2002
SENEGAL ESAF 4/20/1998 4/19/2002
ALBANIA ESAF 5/12/1998 7/31/2001
RWANDA ESAF 6/24/1998 4/30/2002
TAJIKISTAN ESAF 6/24/1998 12/21/2001
KYRGYZ REPUBLIC ESAF 6/26/1998 6/25/2001
GAMBIA, THE ESAF 6/29/1998 12/31/2001
GUYANA ESAF 7/15/1998 7/14/2001
CENTRAL AFRICAN REP. ESAF 7/20/1998 1/10/2002
BOLIVIA PRGF 9/18/1998 6/7/2002

1999 9 HONDURAS ESAF 3/26/1999 12/31/2002
ZAMBIA ESAF 3/26/1999 3/24/2003
GHANA ESAF 5/3/1999 11/30/2002
MOZAMBIQUE ESAF 6/28/1999 6/27/2003
MAURITANIA ESAF 7/21/1999 12/20/2002
MALI ESAF 8/6/1999 8/5/2003
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BURKINA FASO ESAF 9/10/1999 9/9/2002
DJIBOUTI PRGF 10/18/1999 10/17/2002
CAMBODIA ESAF 10/22/1999 2/28/2003
2000 10 CHAD PRGF 1/7/2000 12/6/2003
TANZANIA PRGF 3/31/2000 6/30/2003
SAO TOME & PRINCIPE PRGF 4/28/2000 4/27/2003
BENIN PRGF 7/17/2000 3/31/2004
KENYA PRGF 8/4/2000 8/3/2003
NIGER PRGF 12/14/2000 12/21/2003
GUINEA-BISSAU PRGF 12/15/2000 12/15/2003
MOLDOVA PRGF 12/15/2000 12/20/2003
MALAWI PRGF 12/21/2000 12/20/2003
CAMEROON PRGF 12/22/2000 12/31/2003
2001 13 GEORGIA PRGF 1/12/2001 1/11/2004
MADAGASCAR PRGF 3/1/2001 3/1/2005
LESOTHO PRGF 3/9/2001 3/8/2004
ETHIOPIA PRGF 3/20/2001 7/31/2004
VIETNAM PRGF 4/13/2001 4/12/2004
LAO PEOPLE'S DEM. REP. PRGF 4/25/2001 4/24/2004
GUINEA PRGF 5/2/2001 5/1/2004
ARMENIA PRGF 5/21/2001 12/31/2004
AZERBAIJAN PRGF 7/2/2001 3/31/2005
SIERRA LEONE PRGF 9/20/2001 9/25/2004
MONGOLIA PRGF 9/28/2001 7/31/2005
KYRGYZ REPUBLIC PRGF 12/6/2001 12/5/2004
PAKISTAN PRGF 12/7/2001 12/7/2004
2002 10 COTE D'IVOIRE PRGF 3/27/2002 3/28/2005
CAPE VERDE PRGF 4/10/2002 12/31/2004
CONGO PRGF 6/13/2002 6/11/2005
ALBANIA PRGF 6/21/2002 6/6/2005
GAMBIA, THE PRGF 7/23/2002 7/23/2005
RWANDA PRGF 8/12/2002 8/11/2005
GUYANA PRGF 9/13/2002 3/19/2006
UGANDA PRGF 9/13/2002 10/31/2005
NICARAGUA PRGF 12/4/2002 12/12/2005
TAJIKISTAN PRGF 12/11/2002 12/10/2005
2003 10 SRI LANKA PRGF 4/18/2003 2/28/2006
SENEGAL PRGF 4/29/2003 4/28/2006
GHANA PRGF 5/12/2003 5/12/2006
BURKINA FASO PRGF 6/11/2003 6/10/2006
BANGLADESH PRGF 6/20/2003 6/19/2006
MAURITANIA PRGF 7/18/2003 7/17/2006
TANZANIA PRGF 8/6/2003 8/15/2006
KENYA PRGF 11/21/2003 11/20/2006
NEPAL PRGF 11/24/2003 11/18/2006
DOMINICA PRGF 12/29/2003 12/28/2006
2004 7 BURUNDI PRGF 1/23/2004 1/22/2007
HONDURAS PRGF 2/27/2004 2/26/2007
GEORGIA PRGF 6/4/2004 6/3/2007
ZAMBIA PRGF 6/16/2004 6/15/2007
MALI PRGF 6/23/2004 6/22/2007
MOZAMBIQUE PRGF 7/6/2004 7/5/2007
CONGO PRGF 12/6/2004 12/5/2007
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1995 23 MEXICO SBA 2/1/1995 8/15/1996
HAITI SBA 3/8/1995 3/7/1996
MOLDOVA SBA 3/22/1995 3/21/1996
UKRAINE SBA 4/7/1995 4/6/1996
ESTONIA SBA 4/11/1995 7/10/1996
RUSSIAN FEDERATION SBA 4/11/1995 3/31/1996
LATVIA SBA 4/21/1995 5/20/1996
MACEDONIA (FYR) SBA 5/5/1995 6/5/1996
ALGERIA EFF 5/22/1995 5/21/1998
KAZAKHSTAN SBA 6/5/1995 6/5/1996
ARMENIA SBA 6/28/1995 6/27/1996
GEORGIA SBA 6/28/1995 5/31/1996
PAPUA NEW GUINEA SBA 7/14/1995 12/15/1997
EL SALVADOR SBA 7/21/1995 9/20/1996
LESOTHO SBA 7/31/1995 6/30/1996
BELARUS SBA 9/12/1995 9/11/1996
CAMEROON SBA 9/27/1995 9/26/1996
GABON EFF 11/8/1995 3/7/1999
AZERBAIJAN SBA 11/17/1995 11/16/1996
COSTA RICA SBA 11/29/1995 2/28/1997
PANAMA SBA 11/29/1995 3/31/1997
PAKISTAN SBA 12/15/1995 9/30/1997
UZBEKISTAN SBA 12/18/1995 3/17/1997
1996 17 JORDAN EFF 2/9/1996 2/8/1999
URUGUAY SBA 3/7/1996 4/6/1997
HUNGARY SBA 3/15/1996 2/14/1998
YEMEN SBA 3/20/1996 6/19/1997
RUSSIAN FEDERATION EFF 3/26/1996 3/25/2000
ARGENTINA SBA 4/12/1996 1/11/1998
DJIBOUTI SBA 4/15/1996 3/31/1999
UKRAINE SBA 5/10/1996 2/23/1997
MOLDOVA EFF 5/20/1996 5/19/2000
LATVIA SBA 5/24/1996 8/23/1997
PERU EFF 7/1/1996 3/31/1999
VENEZUELA SBA 7/12/1996 7/11/1997
KAZAKHSTAN EFF 7/17/1996 7/16/1999
BULGARIA SBA 7/19/1996 3/18/1998
ESTONIA SBA 7/29/1996 8/28/1997
LESOTHO SBA 9/23/1996 9/22/1997
EGYPT SBA 10/11/1996 9/30/1998
1997 12 EL SALVADOR SBA 2/28/1997 4/27/1998
CROATIA EFF 3/12/1997 3/11/2000
BULGARIA SBA 4/11/1997 6/10/1998
ROMANIA SBA 4/22/1997 5/21/1998
URUGUAY SBA 6/20/1997 3/19/1999
THAILAND SBA 8/20/1997 6/19/2000
UKRAINE SBA 8/25/1997 8/24/1998
LATVIA SBA 10/10/1997 4/9/1999
INDONESIA SBA 11/5/1997 11/4/2000
KOREA SBA 12/4/1997 12/3/2000
PANAMA EFF 12/10/1997 12/9/2000
ESTONIA SBA 12/17/1997 3/16/1999
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1998 10 ARGENTINA EFF 2/4/1998 2/3/2001
CAPE VERDE SBA 2/20/1998 3/15/2000
PHILIPPINES SBA 4/1/1998 12/31/2000
BOSNIA & HERZEGOVINA SBA 5/29/1998 5/29/2001
ZIMBABWE SBA 6/1/1998 6/30/1999
INDONESIA EFF 8/25/1998 2/4/2000
UKRAINE EFF 9/4/1998 9/30/2002
EL SALVADOR SBA 9/23/1998 2/22/2000
BULGARIA EFF 9/25/1998 9/24/2001
BRAZIL SBA 12/2/1998 12/1/2001
1999 11 URUGUAY SBA 3/29/1999 3/28/2000
JORDAN EFF 4/15/1999 4/14/2002
PERU EFF 6/24/1999 5/31/2002
MEXICO SBA 7/7/1999 11/30/2000
RUSSIAN FEDERATION SBA 7/28/1999 12/27/2000
ZIMBABWE SBA 8/2/1999 10/1/2000
ROMANIA SBA 8/5/1999 2/28/2001
LATVIA SBA 12/10/1999 4/9/2001
KAZAKHSTAN EFF 12/13/1999 12/12/2002
COLOMBIA EFF 12/20/1999 12/19/2002
TURKEY SBA 12/22/1999 2/4/2002
2000 12 INDONESIA EFF 2/4/2000 12/31/2003
ESTONIA SBA 3/1/2000 8/31/2001
LITHUANIA SBA 3/8/2000 6/7/2001
ARGENTINA SBA 3/10/2000 1/23/2003
PAPUA NEW GUINEA SBA 3/29/2000 9/28/2001
ECUADOR SBA 4/19/2000 12/31/2001
URUGUAY SBA 5/31/2000 3/31/2002
PANAMA SBA 6/30/2000 2/28/2002
NIGERIA SBA 8/4/2000 8/3/2001
GABON SBA 10/23/2000 4/22/2002
MACEDONIA (FYR) EFF 11/29/2000 11/28/2003
PAKISTAN SBA 11/29/2000 9/30/2001
2001 18 PERU SBA 3/12/2001 3/11/2002
CROATIA SBA 3/19/2001 5/18/2002
LATVIA SBA 4/20/2001 12/19/2002
SRI LANKA SBA 4/30/2001 8/19/2002
SERBIA SBA 6/11/2001 5/13/2002
LITHUANIA SBA 8/30/2001 3/29/2003
BRAZIL SBA 9/14/2001 9/5/2002
ROMANIA SBA 10/31/2001 10/15/2003
2002 10 PERU SBA 2/1/2002 2/29/2004
TURKEY SBA 2/4/2002 2/3/2005
BULGARIA SBA 2/27/2002 3/15/2004
URUGUAY SBA 3/25/2002 3/31/2005
GUATEMALA SBA 4/1/2002 3/31/2003
SERBIA EFF 5/13/2002 5/12/2005
JORDAN SBA 7/3/2002 7/2/2004
BOSNIA & HERZEGOVINA SBA 8/2/2002 11/1/2003
DOMINICA SBA 8/28/2002 8/27/2003
BRAZIL SBA 9/6/2002 11/5/2003
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2003 10 COLOMBIA SBA 1/15/2003 1/14/2005
ARGENTINA SBA 1/24/2003 8/31/2003
CROATIA SBA 2/3/2003 4/2/2004
ECUADOR SBA 3/21/2003 4/21/2004
BOLIVIA SBA 4/2/2003 4/1/2004
MACEDONIA (FYR) SBA 4/30/2003 6/15/2004
GUATEMALA SBA 6/19/2003 3/15/2004
DOMINICAN REP SBA 8/29/2003 8/28/2005
ARGENTINA SBA 9/20/2003 9/19/2006
PARAGUAY SBA 12/15/2003 3/31/2005
2004 6 UKRAINE SBA 3/29/2004 3/28/2005
GABON SBA 5/28/2004 6/30/2005
PERU SBA 6/9/2004 8/16/2006
ROMANIA SBA 7/7/2004 7/6/2006
CROATIA SBA 8/4/2004 4/3/2006
BULGARIA SBA 8/6/2004 9/5/2006
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