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Introduction

IN THE SUMMER OF 19835, in the midst of the debt crisis, two newly elected
Latin American presidents set out to transform the domestic and interna-
tional political economy trajectories of their respective countries. Despite
the shared economic and political challenges facing the neighboring coun-
tries of Bolivia and Peru as poor, highly indebted new democracies, the
two new leaders moved their countries in opposite directions: in Bolivia
Victor Paz Estenssoro ended the country’s prolonged economic and politi-
cal paralysis, and instituted a radical program of orthodox economic re-
forms, which transformed the country from a regional basket case into
an unexpected showcase example of successful neoliberalism and cooper-
ation with the International Monetary Fund. Meanwhile, the newly
elected Peruvian president, Alan Garcia, reversed his country’s earlier
IMF cooperation and initiated a heterodox domestic adjustment program
combined with a unilateral debt payment reduction. Even though im-
portant elements of Garcia’s heterodoxy were also found in Argentina’s
Austral Plan and Brazil’s Cruzado Plan, Peru suffered greater interna-
tional consequences as its highly publicized break with the IMF ultimately
resulted in international economic isolation and high economic costs by
the end of the decade.

More than a decade later, newly elected center-right governments in
Bulgaria, Romania, and Moldova also set out to redirect their countries’
prior economic reform trajectories. While their ex-communist predeces-
sors had not resisted IMF policy advice to the extent of their Latin Ameri-
can counterparts, the electoral victories of openly pro-market coalitions
promised to accelerate the pace of IMF-style reforms. These expectations
were fulfilled in Bulgaria, where the government of Ivan Kostov pursued a
series of remarkably consistent and successful reforms in close and quasi-
permanent cooperation with the IMFE. Despite their similar goals and
starting points, the Romanian and Moldovan reformers were much less
successful than their Bulgarian counterparts, as political infighting and
lack of bureaucratic expertise contributed to a succession of inconclusive
stop-go economic reform efforts. Therefore, the IMF program records of
the two countries hardly improved under their pro-market governments,
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and in Romania the advent of a fully implemented IMF program actually
had to wait until after the return to power of the ex-communists in the
2000 elections.

These brief snapshots highlight the tension inherent in the IMF’s
involvement in developing countries. On the one hand, the IMF’s central
role in the wave of neoliberal reforms of the last two and a half decades
has led some observers to interpret IMF programs as tools for imposing
the Western economic agenda on the developing world (Pastor 1989, Stig-
litz 2002). On the other hand, these sketches also suggest that the Fund
cannot simply impose its agenda on program countries, and that domestic
political interests and institutional constraints still matter even in devel-
oping countries facing serious economic crises. Therefore, other analysts
have suggested that IMF conditionality—the practice of conditioning IMF
loans on the implementation of certain economic policies—has played
only a modest role in shaping economic reforms (Remmer 1998), serving
instead as a political alibi for domestic reformers (Vreeland 2003). These
conflicting interpretations, which echo long-standing debates about the
nature and implications of IMF conditionality, and about the drivers of
neoliberal reforms more broadly, raise a number of important questions:
Why and how do economic crises trigger and sustain IMF-backed eco-
nomic adjustment policies in developing countries? Does the IMF live up
to its stated goal of providing impartial policy advice and financial sup-
port for troubled developing countries? How do IMF lending patterns
reflect the evolving demands of international financial markets and the
changing priorities of advanced industrial democracies in the developing
world? Under what constellations of domestic interests and institutions
are governments more willing to initiate and more capable of implement-
ing IMF-style reforms? How are the pressures of IMF conditionality fil-
tered through the domestic politics of program countries?

More broadly, by focusing on the politics of IMF programs I address a
number of central theoretical questions about the increasingly intertwined
nature of domestic and international drivers of economic policy making.
First, in the tradition of Gourevitch’s (1978) “second image reversed”
approach, I analyze the influence of the broader trends in the global econ-
omy on domestic politics and economic policy choices. In analyzing these
international drivers, I emphasize not only the central and continuously
evolving role of the IMF in shaping economic policies of developing coun-
tries, but also the impact of economic incentives related to international
financial markets and the political economy of trade and geopolitical alli-
ances. However, in this book I am equally concerned with how domestic
ideology, interests, and institutions in developing countries mediate the
powerful economic and political pressures to which these countries are
subjected, particularly in economic crisis situations. As such this book
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builds on earlier analyses of the role of domestic politics in shaping na-
tional responses to international crises and pressures (Simmons 1994,
Keohane and Milner 1996, Garrett 1998).

Since one of the main arguments of this book is that the interaction
between domestic and international political economy is contingent on
temporal and geographic context, I address these questions by analyzing
evidence from two prominent recent episodes of large-scale economic ad-
justment under IMF supervision: Latin America during the debt crisis of
the 1980s, and Eastern Europe and the former Soviet Union during the
post-communist transition of the 1990s. For additional analytical lever-
age the final part of the book also compares these two episodes to the
IMF program patterns in Latin America in the 1990s. This systematic
cross-regional and cross-temporal comparison of the politics of IMF pro-
grams captures the dramatic geopolitical and economic transformation
of the international sphere since the debut of the debt crisis in 1982, and
at the same time it highlights the important regional variation in historical
and institutional legacies across different parts of the developing world.

At the international level, I show that the IMF’s response to economic
crises is driven by the changing imperatives of international financial sta-
bility and the changing interests of large IMF member countries. Whereas
IMF programs during the 1980s debt crisis emphasized austerity mea-
sures geared toward the repayment of external debt, IMF conditionality
in post-communist Eastern Europe focused more heavily on domestic
structural reforms and the international economic and political integra-
tion of the former command economies. Moreover, crises in both regions
received greater attention from the IMF when they occurred in economi-
cally and/or politically important countries. While deviations from tech-
nocratic uniformity were driven by both concerns about international fi-
nancial stability and the narrower political and economic objectives of
the Fund’s largest shareholders, this book shows that the nature and in-
tensity of such deviations depended on the regional and global crisis con-
text, with systemic concerns playing a greater role during the Latin Ameri-
can debt crisis, and geopolitical considerations being more salient during
the post-communist transition.

Domestically, this book shows that economic crisis only triggers eco-
nomic reforms when international interpretations (such as those of the
IMF) of the roots and implications of the crisis resonate with the ideal
and material interests of domestic elites and ordinary citizens. The extent
of such ideological agreement and the compatibility of democratic politics
with IMF-style reforms hinges on the broader regional/global context of
a given crisis: during periods of worldwide economic crisis and interna-
tional ideological contestation—such as the debt crisis of the 1980s in the
context of the final decade of the Cold War—IMF interventions are more



4 CHAPTER 1

likely to be regarded as thinly disguised impositions of Western economic
interests by significant portions of the elite and the population. In such a
political context, economic crises are more likely to trigger divergent par-
tisan policy responses from governments of different orientations, and
democracy tends to be at odds with economic adjustment. During periods
of global economic expansion and international neoliberal ideological he-
gemony, the IMF is more likely to be viewed as a technocratic policy
adviser. Under such circumstances—as was the case in the ex-communist
countries in the 1990s—economic crises trigger nonideological economic
adjustment efforts, which are broadly compatible with democratic poli-
tics. However, even economic need and ideological agreement do not
guarantee the successful implementation of reforms; in addition, govern-
ments embarking on IMF-style reforms need to have the bureaucratic ca-
pacity necessary to cope with the technical challenges of the reform pro-
cess and the political capital necessary to weather its political challenges.

The theoretical framework and the empirical tests in this book focus
not only on the separate effects of particular factors, such as economic
pressures, political interests and institutional constraints but on the inter-
action between these different elements in shaping the economic reform
process.! Rather than simply asking whether IMF-style reforms are more
likely in countries with financially or ideologically motivated govern-
ments or with well-functioning bureaucracies, the book analyzes under
what political and institutional circumstances economic crises are more
effective triggers of policy change, and, conversely, under what economic
circumstances partisanship and bureaucratic capacity matter more for
IMF programs.? The empirical patterns revealed by this analysis justify
not only the emphasis on such interaction effects but also the cross-
regional and cross-temporal comparative setup of the book. For example,
the analysis shows that economic crises rarely affect developing countries
uniformly: Instead, in both regions economic crises were much more
likely to trigger IMF programs when they occurred in economically im-
portant countries and in countries with well-functioning bureaucracies.
Conversely, economic importance and bureaucratic capacity mattered pri-
marily during severe economic crises but were much less important during
normal economic environments. The impact of domestic economic crisis
intensity also varied as a function of government partisan interests, but

! For a compelling illustration of the importance of such interactive theoretical proposi-
tions, see Franzese’s (2002) analysis of policy making in developed democracies.

2 Earlier work has identified important interaction between partisanship and various do-
mestic institutions such as labor-organizational structure (Alvarez et al. 2001), labor market
organization (Boix 2000), central bank independence (Clark et al. 1998, Cusack 2000), as
well international constraints (Boix 2000, Garrett 1998). However, the interaction between
crisis intensity and partisanship has received much less attention so far.
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in this respect the patterns were context-specific: For Latin America in the
1980s, domestic economic crises accentuated partisan policy differences,
whereas in Eastern Europe in the 1990s, similar crises instead triggered
partisan policy convergence, as political parties discarded their fair-
weather policy differences and acquiesced to IMF demands. Partisan crisis
responses in Latin America during the 1990s were less clear-cut, but the
overall patterns were closer to those of post-communist Eastern Europe,
suggesting that the ideological convergence of the 1990s trumped (at least
temporarily) the partisan polarization of Latin American politics.

The remainder of this introductory chapter is organized as follows:
The next section introduces the analytical framework developed in this
book and explains the research design in greater detail. The third section
puts the two main crises in comparative perspective, by presenting an
overview of the economic and geopolitical background of the Latin Amer-
ican debt crisis and the post-communist transition in both international
and domestic terms. The fourth section discusses the theoretical contribu-
tions of this book to debates in the international and domestic political
economy literatures. The last section lays out the plan of the book and
provides a brief chapter summary.

The Analytical Framework

As laid out in more detail in chapter 2, this book analyzes IMF programs
as an interaction between the IMF and developing country governments
in the context of a number of economic and political constraints at the
domestic and international level. Even though IMF programs are negoti-
ated by two primary actors—representatives of the IMF staff and the pro-
gram country government—the actual dynamics of Fund programs are
decisively shaped by the complex web of political and economic con-
straints under which the two main actors operate. Therefore, to explain
the trajectories of IMF programs in the developing world, we must con-
sider a series of analytical steps. First, we have to understand how the
nature of IMF conditionality toward a given country is shaped by the
competing imperatives of the Fund’s multiple agendas. These include en-
suring international financial stability, imposing prudent economic poli-
cies in program countries, and (occasionally) helping large donor coun-
tries pursue their broader economic and geopolitical interests. This
international policy environment, combined with the country’s financial
need and domestic economic imbalances, establishes the broad parame-
ters of what the government needs to do to address the demands of the
country’s economic situation in the context of an IMF program. The par-
tisan interests of the parties and politicians in power affect their interpre-
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tation of the country’s economic situation and, therefore, shape what the
government would like to do in the absence of domestic constraints. Fi-
nally, governments are constrained domestically in what they can do to
resolve economic crises. The severity of these constraints depends on the
government’s ability to overcome potential political resistance from re-
form opponents, as well as on the capacity and willingness of the state
apparatus to implement the government’s desired policies.

Research Design

In line with a few recent contributions to the political economy of IMF
programs (Stone 2002, Vreeland 2003), this book employs a multimethod
approach: The predictions of the theoretical model presented in chapter
2 (and formalized in that chapter’s appendix) are tested in subsequent
chapters through a combination of cross-country statistical tests (based
on twenty-one Latin American/Caribbean’® and twenty-six Eastern Euro-
pean/former Soviet countries*) and comparative case studies of four Latin
American countries (Argentina, Bolivia, Chile, and Peru) and four Eastern
European countries (Moldova, Slovakia, Bulgaria, and Romania).

The basic theoretical claim of the book is that domestic and external
economic crises are not uniform drivers of IMF programs (as much of
the prior literature has implicitly assumed) but that economic crises are
mediated by politics at both the national and the international level.
Therefore, this book departs from prior works by comparing two tempo-
rally and geographically bounded country clusters: Latin America during
the debt crisis of the 1980s, and the transition economies of Eastern Eu-
rope and the former Soviet Union in the 1990s. The final chapter of the
book places these two reform episodes into additional comparative per-
spective by discussing the broad political dynamics of Latin American
IMF programs in the 1990s. These comparisons show not only that differ-

3 The criterion for inclusion in the sample was that a country had to be an IMF member
(thereby excluding Cuba, for which reliable statistical data were not available in any case)
and have a population of at least one million in 1982. The resulting sample included the
following countries: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican
Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Jamaica, Mexico, Nicaragua,
Panama, Paraguay, Peru, Trinidad and Tobago, Uruguay, and Venezuela.

4 Since all ex-communist countries were IMF members and had populations above one
million, the only transition countries excluded from my sample were Bosnia-Herzegovina
and Yugoslavia, for which there was insufficient statistical data in the 1990s. The final sam-
ple consisted of the following countries: Albania, Armenia, Azerbaijan, Belarus, Bulgaria,
Croatia, Czech Republic, Estonia, Georgia, Hungary, Kazakhstan, Kyrgyzstan, Latvia, Lith-
uania, Macedonia, Moldova, Mongolia, Poland, Romania, Russia, Slovakia, Slovenia, Taji-
kistan, Turkmenistan, Ukraine, and Uzbekistan.



INTRODUCTION 7

ent crisis aspects matter more under certain circumstances (e.g., debt pay-
ments during the 1980s in Latin America versus reserves in post-commu-
nist Eastern Europe) but that economic crises are interpreted and treated
differently depending on the broader regional and international climate
(e.g., inflation leads to partisan policy divergence in Latin America but to
partisan policy convergence in Eastern Europe).

The comparison of three episodes of IMF programs (in broadly com-
parable countries) under varying crisis types and crisis “logics” allows me
to trace the changing interaction between economic crisis and political
interests/constraints as drivers of IMF programs and economic reforms.
From this perspective, this book builds on the theoretical insights of ear-
lier studies (Gourevitch 1986, Rogowski 1989), which showed that do-
mestic alliances and policy choices were greatly affected by temporally
specific changes in global markets. Somewhat surprisingly, the more re-
cent literature dealing with IMF programs and the neoliberal reforms of
the last twenty-five years has largely ignored the role of changing temporal
dynamics due to systemic transformations. Similarly, despite the ongoing
theoretical debates about the importance of regions for political science
(Bunce 1995, Schmitter and Karl 1994, Mainwaring and Perez-Linan
2007) and a number of insightful cross-regional comparisons (Greskovits
1998, Haggard and Kaufman 1995, 2007), regional differences have been
generally ignored in the study of IMF programs.’

While the specific choice of episodes will be discussed in greater detail
below, I will first lay out the methodological justification for using system-
atic cross-regional and cross-temporal comparisons, and the potential ad-
vantages of this approach over the two most common alternatives: the
single-region approach (Pastor 1987, Stone 2002, 2004) and the multire-
gion and multiperiod sample of IMF programs (Reichmann and Stillson
1978, Thacker 1999, Barro and Lee 2003, Vreeland 2003). To understand
the advantages of this research design, it is useful to consider the implica-
tions of having used one of the alternative approaches for the findings
mentioned above. Had the argument been developed by studying only
post-communist Eastern Europe, the book would have concluded that
foreign reserve levels are the crucial driver and higher inflation leads to
ideological convergence. By contrast, the same approach in Latin America
in the 1980s would have yielded very different conclusions, emphasizing
the role of external debt and the partisan policy divergence in response
to inflationary crises. Therefore, a single-region, single-period approach
would run the risk of generalizing on the basis of a specific context to

’ See, for example, Stone and Steinwand’s (2008) criticism that much of the IMF litera-
ture has ignored the serious heterogeneity of IMF programs and candidate countries.
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a broader universe of cases for which the relationship does not hold.*
Alternatively, this approach can provide valid insights for a particular set
of cases but it may not lend itself to some of the comparative insights
generated by a systematic cross-regional and cross-period analysis.

The common approach of combining different time periods and re-
gions into one analysis has the potential advantage of providing generaliz-
able results across countries. However, for these results to be meaningful,
we have to assume causal homogeneity across time and space.” While this
may well be the true for Vreeland’s (2003) particular concern—the
growth effects of IMF programs—for the questions addressed in this
book, this approach would have probably found no interaction effects
between inflation and partisan orientation (since the two opposite effects
would have canceled each other out), missing a crucial aspect of the story.?
Moreover, pooling requires the use of the same statistical indicators
across different episodes, which is precluded by data coverage limitations
for several important indicators (such as bureaucratic quality and parti-
san orientation).

While Eastern Europe and Latin America have been fruitfully com-
pared before in the political economy literature,’ the choice of the Latin
American debt crisis and the post-communist transition as the two main
sets of cases for the present analysis was based on several theoretical crite-
ria. First, the two clusters represent the two most extensive episodes of
IMF interventions in recent history, which not only signals the promi-
nence of the two crises on the Fund’s agenda but also has the advantage
of offering significant variation in both dependent and independent vari-
ables within each region. Second, the two regions displayed a broad and
roughly comparable spectrum of socio-economic development levels,
which made them more comparable to each other than each of them
would have been to Africa, for example.!® Third, the Latin American debt
crisis and the post-communist transition capture critical junctures in the
economic and political development of the two regions in that they in-
volved a massive and costly economic reform push in the delicate political
context of democratic transitions.

¢ To Stone’s credit, he resists makings such generalizations and emphasizes the potential
context specificity of his findings.

7 For a detailed discussion of the pitfalls of striving for larger sets of cases without regard
to causal homogeneity, see Brady et al. 2004.

8 While this problem can theoretically be addressed by interacting regional/temporal
dummy variables with the variables of interest, such an approach would produce a large
number of cumbersome triple-interaction effects for many of the key findings of this book.

? Greskovits 1998, Weyland 1999, Schamis 2002.

10 The East Asian crisis was another plausible candidate for comparison but it had the
disadvantage of involving a much shorter time period and a significantly smaller number of
countries than the Latin American debt crisis and the post-communist transition.
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At the same time, however, the two episodes differed significantly
along a number of important dimensions, which shaped the political dy-
namics of IMF programs and of neoliberal economic reforms more
broadly.!! As the following section shows in greater detail, the changes in
international financial markets and Western political priorities since the
1980s contributed to important shifts in the agenda of IMF interventions
in the developing world. These changes in the international environment,
combined with the different roots and nature of the domestic economic
crises in the two regions, contributed to different domestic political reac-
tions to neoliberal reform initiatives. Finally, the two regions also differed
with respect to their domestic political and institutional landscape, in-
cluding political parties, interest groups, and state institutions, which
led to noticeable differences in the dynamics of reform initiation and
implementation.

While these cross-regional differences do not preclude the compara-
bility of the two episodes, they nevertheless suggest that this book’s ap-
proach of systematic cross-temporal and cross-regional comparisons is
more appropriate for studying the political dynamics of IMF programs
than the traditional approach of treating IMF programs as uniform treat-
ments across time and space. The inclusion of a third set of cases in the
final chapter—Latin America in the 1990s—provides additional analyti-
cal leverage by helping identify which of the differences between the initial
two clusters are primarily due to temporal changes in the international
political economy of IMF interventions, and which are rooted in the do-
mestic socioeconomic and political logics of different regional develop-
mental trajectories.

The case studies in chapters 4, 6, and 7 are nested in the statistical
tests of the preceding chapters, and therefore their primary purpose is to
provide a more detailed and nuanced analysis of the mechanisms underly-
ing the broad empirical regularities identified by the large-N analysis. In
line with Lieberman’s (2005) argument about case selection in model-
testing (rather than model-building) small-N analysis, the country cases
were chosen primarily from among “along-the-line” cases, which fit the
theoretical predictions and statistical findings and therefore provide an
opportunity for exploring these macro-findings in greater detail. While
the book discusses the trajectories of four countries from each of the two
regions, the number of cases is actually greater than eight because the
significant over-time changes in relevant political and economic variables
result in each country providing more than one analytically relevant case
to the analysis, thus, Bolivia 1982-85 is a separate case from Bolivia

" For a more detailed theoretical discussion about the trade-offs entailed in comparing
East and South, see Bunce 1998.
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1985-89, given that the government change in 19835 resulted in a dra-
matic change in partisan orientation, and thus offers the opportunity of
analyzing two different types of partisan responses to economic crises. Of
course, given the fairly large number of resulting cases and the length
of the period under consideration, not all cases perfectly fit the model
for each of the factors analyzed in the statistical chapters. Such devia-
tions, however, represent an additional benefit of case studies, since they
not only remind us of the importance of idiosyncratic factors in shaping
political outcomes but can also identify more systematic explanations,
which may nevertheless not be suitable for large-N statistical tests (due
to data limitations).

The choice of countries for the case studies was guided by two addi-
tional methodological criteria. First, I chose cases that jointly capture a
large range of the variation in the key drivers of IMF programs discussed
in the theoretical chapter and the statistical analyses (King et al. 2001
147-49). For example comparing the IMF programs of a systemically
important country like Argentina, with those of marginal countries like
Bolivia during and Moldova and in-between cases like Peru and in Bul-
garia, helps clarify the mechanisms and implications of preferential treat-
ment during IMF negotiations across regions and time periods. The se-
lected countries also represent a wide range of economic conditions
spanning from the catastrophic domestic and external crises in Bolivia
during the mid-1980s and in Bulgaria during the mid-1990s to the relative
economic stability of Chile since the mid-1980s and Slovakia since the
mid-1990s. Furthermore, the case studies capture at least some of the
theoretically important variation in regime type (e.g., authoritarian re-
gimes like Chile in the 1980s, semiauthoritarian regimes like Peru and
Slovakia in the mid-1990s, and democracies like Argentina and Peru in
the 1980s and Bulgaria in the 1990s) and partisan orientations (ranging
from leftists like Alan Garcia and nationalists like Meciar to committed
neoliberals like the Kostov government in Bulgaria and successive post-
1985 Bolivian governments). Second, since arguments based on cross-
country comparisons may suffer from omitted variable bias (King et al.
2001, Brady et al. 2004), cases were also chosen so as to maximize the
within-country variation in relevant explanatory variables: For example,
the important partisan reorientations experienced by Bolivia and Peru in
1985, Slovakia in 1994, Romania in 1996, Bulgaria in 1997, and Mol-
dova in 1998 and 2001 offer ideal opportunities to study the effects of
partisan politics on IMF programs while controlling for most other alter-
native explanations of IMF programs. Similarly, the rapidly changing eco-
nomic fortunes experienced by several governments in the eight countries
(including the Bulgarian and Romanian ex-communists in 1994-96 and
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Argentina and Peru in 1985-88) facilitate within-country assessments of
the effects of economic crises.

The Two Crises in Comparative Perspective

In this section I discuss the broad economic and political settings of the
Latin American debt crisis and the post-communist transition. The discus-
sion focuses on three broad categories of factors: (1) the international
economic and geopolitical environment and its effect on IMF conditional-
ity; (2) the nature and depth of the economic crises experienced by the
two regions; and (3) the domestic political and institutional environment
in which these crises unfolded.

IMF Conditionality in a Changing International Environment

Since 1982 the mission and the nature of IMF conditionality has been
significantly affected by the economic and political transformations re-
lated to the spread of globalization and the end of the Cold War. On the
economic front, the last two and a half decades have witnessed a rapid
rise in international trade, capital movements, and commercial lending, as
well as important qualitative changes in the composition of transnational
investments. While the 1980s essentially marked the end of the era of
bank finance,'? the 1990s emerged as the “era of equity finance,” in which
portfolio investments (bonds and equity) and foreign direct investment
(FDI) gradually started to displace commercial bank lending, particularly
in Latin America and Asia (Eichengreen and Fishlow 1996). The magni-
tude of these changes has been remarkable: net FDI flows to the devel-
oping world increased from $35.7bn in 1991 to $185.4bn in 1999. Net
bond financing jumped from $10.9bn in 1991 to $62.5bn in 1996, before
declining to $30.3bn in 2000. Net equity flows went from $7.6bn in
1991 to $47.9bn in 2000, despite a temporary decline following the
East Asian crisis.!3

The rising volume and changing nature of international capital flows
has affected the Fund’s ability to regulate and control international finan-
cial markets. During the debt crisis of the 1980s the IMF played a pivotal
role as an intermediary between creditors and debtors and extracted sig-
nificant concessions not only from debtor countries but also from Western
commercial banks by threatening to withhold funding unless the banks

2 Following the traumatic experience of the debt crisis, most commercial banks signifi-
cantly reduced their exposure to developing country debts.
3 Data from World Bank 2001:36.
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agreed to a substantial debt rescheduling. By contrast, in the 1990s the
rising volume and complexity of international capital flows, amplified at
least in part by the Fund’s active promotion of financial deregulation,
led to a marked reduction of the Fund’s ability to control and regulate
international financial markets.'* While the reduced IMF leverage over an
increasingly diverse group of international lenders arguably reduced the
attractiveness of IMF programs in the 1990s—and even prompted critics
to call for closing down the Fund—two other aspects of the international
economic and political environment mitigated and possibly reversed these
effects. First, the high mobility of capital flows in the 1990s arguably
raised the importance of the Fund’s seal of approval, particularly for
countries with limited or mixed track records in international financial
markets. Second, the end of the Cold War triggered an increase in merit-
based bilateral and multilateral aid to developing countries, and the IMF’s
role as a gatekeeper for much of this funding gave it significant leverage
over poor, aid-dependent countries (Radelet 2006).

The economic and political priorities of the advanced industrial coun-
tries were also quite different both from each other and from previous
interventions during the two episodes. Given the high potential impact
of the debt crisis and the post-communist transition on crucial Western
economic and political interests and the West’s control of the majority of
IMF voting rights, the IMF interventions in the two program clusters dif-
fered from the narrow traditional balance-of-payments approach used in
earlier periods. Due to the high degree of exposure of many leading West-
ern commercial banks, the prospect of a massive default on Latin Ameri-
can debt was seen as a serious threat to the stability of the financial sys-
tems of the main creditors (Eichengreen and Fishlow 1998).5 Therefore,
Western governments and banks explicitly conditioned the much-needed
debt rescheduling on the adoption of strict IMF-led adjustment programs,
meant to ensure the continuation of debt servicing by Latin American
debtors. Given the primacy of systemic economic concerns on the Western
agenda for Latin America during the debt crisis, IMF conditionality
showed little concern for domestic social and political consequences, and
the resulting austerity measures left little room for “adjustment with a
human face” (IADB 1990:3).

Following the collapse of Communism, Western interests in the for-
mer Soviet bloc were arguably as much geopolitical as economic in nature.

14 This loss of control was particularly visible in the Fund’s widely criticized handling of
the East Asian financial crisis of 1997.

15 While some observers have argued that the prosperity of a few international banks was
erroneously equated with the stability of the international financial system (Diaz Alejandro
1985:25), the massive political effort starting with the IMF-led debt renegotiations up to
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While the marketization and international integration of the former com-
munist countries undoubtedly coincided with the economic interests of
influential Western businesses, the originally envisioned transition from
one-party-dominated command economies to liberal capitalist democra-
cies had important geopolitical and ideological repercussions for the
shape of the post—Cold War “new world order.” Even though the actual
progress toward this goal has been much slower and more uneven than
initially expected (Pop-Eleches 2007), this vision had significant repercus-
sions on the IMF’s role in the region, which differed significantly from
the narrow debt repayment focus of Latin American interventions in the
1980s. The first consequence was that the Fund adopted a more politically
sensitive approach to IMF conditionality. While this change came at least
partly in reaction to harsh criticisms of the Fund’s handling of the debt
crisis, it was reinforced by the broader geopolitical agenda of the West
for post-communist Eastern Europe, which was shaped by several key
considerations: (1) security concerns related to the existence of nuclear
arsenals in the former Soviet republics as well as the political tensions
related to the Yugoslav crises (particularly Bosnia and Kosovo); (2) the
geographical proximity between Eastern and Western Europe, which
raised the stakes of a complete economic collapse in the former Soviet
bloc;!¢ and (3) the lingering memories of the Cold War ideological rivalry
between East and West, which may have contributed to the temptation
to export the full “package” of Western political and economic liberalism
to the ex-communist countries, rather than the narrower traditional em-
phasis on economic liberalism.

Second, in response to criticisms for its failure to respond to evolving
financial markets and economic theory advances,'” in the late 1980s
the Fund started to expand its mission beyond the narrow traditional
balance-of-payments focus to promote a more comprehensive economic
reform agenda for the developing world (Stallings 1992). This focus shift
in the Fund’s agenda during the late 1980s and early 1990s is illustrated
by figure 1.1, which indicates the average number of structural bench-
mark conditions in IMF programs 1987-99. Thus, particularly during
the early and mid-1990s, there was a veritable explosion of structural
conditions in IMF programs, which increased eightfold between 1987 and
1997 before starting to decline again in 1998 and 1999.

the 1989 Brady Plan indicated the depth of the Western commitment to control the interna-
tional fallout from the crisis.

16 According to this logic, political turmoil in Eastern Europe (as proven by the Yugoslav
crisis) can easily translate into waves of refugees into Western Europe in addition to the
costs of military intervention to avoid a spread of the conflict.

17 See, for example, Edwards’s (1989) sharp critique of the IMF financial programming
model.
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Figure 1.1: Average Number of Structural Conditions by Program Year
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The nature of IMF conditionality differed not only temporally but
also regionally. Thus, the number of structural conditions in Fund pro-
grams involving the former communist countries during the 1990s was
consistently and significantly higher than for other regions in the same
time period (IMF 2001)." On average, transition economies had almost
twice as many structural benchmarks in their IMF programs as other
countries. This trend was particularly visible starting in 1995, when the
average number of structural conditions in IMF programs involving
former communist countries jumped to fifteen from about eight in the
preceding year and stayed at or above that level for the rest of the decade,
whereas in other countries the average number of such benchmarks oscil-
lated between five and ten. Moreover, whereas in the 1980s, structural
conditions emphasized exchange rate and fiscal measures (primarily
spending cuts), the IMF programs in the transition economies during
the 1990s were primarily concerned with tax reforms, privatization, and
financial sector reforms, which accounted for more than half the
structural conditions during this period (Mercer-Blackman and Unigov-
skaya 2000:9).

Part of this greater emphasis on structural reforms in IMF condition-
ality can be traced to the broader economic and geopolitical changes dis-
cussed earlier. Thus, the shift in international financial markets toward

8 The East Asian programs of 1997 and 1998 were the only exception to this pattern.
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portfolio investment and foreign direct investment placed a greater pre-
mium on enacting a broader range of pro-market economic policies (espe-
cially privatization and deregulation) than had been required by the rela-
tively indiscriminate bank lending of the 1970s. Moreover, particularly
in the transition countries, a rapid dismantling of the large state sector
was widely regarded as the best guarantee against a resurgence of political
challenges to the liberal world order of the post—Cold War era. However,
this transformation was also driven by the theoretical and ideological
convictions of the IMF staff, which reflected the ideological ascendancy
of neoliberalism in academic and policy circles starting in the 1980s. As
Kahler (1989) points out, the traditional dominance of neoclassical
prescriptions in stabilization matters was complemented by the gradual
intellectual strengthening of its structural policy prescriptions starting in
the 1970s, which, however, only gradually started to be applied in practice
in the 1980s following the collapse of the import-substitution (ISI) mod-
els.” While the nature of the adjustment tasks of the 1990s (particularly
in the transition countries) may have required complementing monetary
and fiscal policy measures with comprehensive structural reforms, this
expansion occurred in an area outside the Fund’s traditional area of ex-
pertise with managing balance of payments crises.? While the IMF has
since announced an initiative to streamline conditionality by restricting
the number of conditions and maintaining only crucial structural bench-
marks, there is little doubt that the nature of IMF programs in the 1990s
was profoundly influenced by the prominence of structural conditions in
IMF conditionality.

The Nature of the Adjustment Challenge

The crises experienced by the two regions during the massive episodes of
IMF intervention differed in both their depth and their nature. In terms
of their external debt position, Latin American countries were much more
vulnerable at the outset of the crisis in 1982. The crisis followed more
than a decade of massive lending of recycled oil money by Western com-
mercial banks to Latin America and other developing countries. The wide
availability of low-conditionality loans had enabled the Latin American
countries to finance their massive fiscal deficits and continue to keep up
with the soaring interest payments charged by the commercial banks.

" In Eastern Europe, these ideological undertones became particularly clear during the
heated debates between neoliberals and market socialists about the appropriate trajectory
of the postcommunist economic reforms (Greskovits 1998:29-34).

2 Given that structural reforms had traditionally been primarily the World Bank’s preoc-
cupation, the IMF’s expanded reach during the 1990s may explain the increasingly frequent
and open tensions between the two Bretton Woods sister institutions.
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However, starting in 1979 the recession affecting advanced countries, the
rise of interest rates, the lower lending willingness of commercial banks,
and the deteriorating terms of trade undermined the ability of Latin Amer-
ican governments to continue with their debt-financed expansionary poli-
cies (Eichengreen and Fishlow 1998). Thus, much of Latin American bor-
rowing after 1980 was channeled into maintaining external liquidity
(IADB 1990) and by 1982 the net inflow of international loans was insuf-
ficient to cover the spiraling interest payments and resulted in the insol-
vency of the most indebted nations (Brovedani 1985).

By comparison, most of the former communist countries had rela-
tively low debt burdens at the outset of transition: Whereas by 1982, debt
servicing accounted for more than 46% of the Latin America’s export
earnings (and then declined gradually to around 30% by the end of the
decade), for the transition economies the corresponding figures fluctuated
between 10% and 18% during the 1990s.2! Similarly, interest payments
for the transition economies amounted to less than 1% of GNP before
1994 (and did not exceed 2% at any point during the 1990s), whereas in
Latin America interest payments absorbed on average 4.5% of GNP
1982-89. In Eastern Europe (with the notable exceptions of Poland, Hun-
gary, and Bulgaria), the main problem following the collapse of commu-
nism was not too much debt, which accounted for only 13% of GNP in
1990, but the extremely low international reserves and very limited access
to capital markets.

Despite the severity of the Latin American debt crisis, the initial as-
sessment of the crisis was that the underlying adjustment task was to
address the spiraling external payments but did not require a fundamental
revision of the region’s developmental strategy (Jorge 1985:11). There-
fore, it is not surprising that large segments of the population in Latin
America were receptive to politicians who blamed the high adjustment
costs on the foreign imposition of IMF conditionality, thereby creating a
tense and ideologically charged political environment surrounding IMF
programs. Meanwhile, at the outset of the post-communist transition, it
was much less credible to blame the region’s economic woes on the West.
Even though neoliberal reforms were not necessarily embraced enthusias-
tically by post-communist elites and citizens, the IMF nevertheless had the
opportunity to play a much more constructive role in the post-communist
economic transition by providing the expertise and mobilizing the exter-
nal funding necessary for a smoother international reintegration. There-
fore, we would expect to see fewer political tensions in connection with
IMF programs in the post-communist context.

2! The statistical data in this section is based on Global Development Finance (2001
CD-ROM version).
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While Eastern Europeans may have had fewer reasons than Latin
Americans to distrust the Fund’s economic policy advice, their economies
and societies suffered much greater disruptions particularly in the early
part of the transition. Even though the 1980s were rightfully called “the
lost decade” in Latin America, the magnitude of the output loss was
much larger in Eastern Europe, where it exceeded 50% of pre-1989 out-
put in many transition countries. Since this economic shock was com-
pounded by the underdeveloped framework of market institutions, ex-
communist countries had a significant disadvantage compared to their
Latin American counterparts, which could at least depend upon the basic
legal and institutional framework necessary for the functioning of a mar-
ket economy. Therefore, even to the extent that IMF programs empha-
sized similar policy measures, the economic response to these measures
were bound to differ between the two regions, as well as between coun-
tries of the same region.?

Domestic Political and Social Context

While program initiation may frequently be an elite initiative, the imple-
mentation process inevitably involves a broader set of social and political
actors. Therefore, we need to analyze the domestic social and political
constellations of the two regions, and their likely implications for the
politics of IMF programs. At first sight, the two regions are fairly similar
in terms of regime type patterns, in that both span a wide spectrum rang-
ing from liberal democracies to semi-authoritarian and authoritarian re-
gimes. Moreover, a significant number of countries in both regions had
to tackle the painful and unpopular economic reforms in the volatile
political context of democratic transitions, thereby facing similar
trade-offs between the political and economic objectives of the new
democratic regimes.

Nevertheless, even a cursory overview of the two regions reveals a
number of crucial differences in terms of their political and social fabric.
At the most basic level, it may be worth remembering that of the twenty-
eight former communist countries in Eurasia, only six—Albania, Bul-
garia, Hungary, Mongolia, Poland, and Romania—existed in their cur-
rent geographic form in 1989. Therefore, particularly in the early part of
the decade, the overarching tasks of nation and state building complicated

22 For example, tightening domestic credit is likely to have the expected anti-inflationary
effect only if state firms face hard budget constraints and banks have the expertise necessary
for selective credit allocation. If these conditions are not fulfilled, the measure is likely to
“choke” both sick and healthy companies, thereby creating not only unnecessarily deep
recessions but also limiting the effectiveness of anti-inflationary policies.
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the pursuit of economic reforms in many transition economies (Roeder
1999). Even abstracting from the often disruptive and violent nature of
this process in Yugoslavia and the former Soviet Union, the need to funda-
mentally rebuild state institutions proved to be a formidable challenge
for many ex-communist countries, including some of the region’s more
successful reformers (O’Dwyer 2006, Grzymala-Busse 2007).

In addition to the existence of basic state institutions, the successful
conduct of economic policy requires a set of reasonably stable and coher-
ent political organizations representing the interests of relevant social
actors. In this respect, too, most Latin American countries had a superior
starting point compared to their Eastern European and former Soviet
counterparts. While Latin America can hardly be considered the textbook
case of consolidated and institutionalized democracy,? the spells of au-
thoritarian rule prior to the third wave of democratization were shorter
and less totalitarian in Latin America than in the communist regimes in
the Soviet bloc (Bunce 1995). Therefore, many Latin American political
parties could draw on their pre-authoritarian experience and social con-
stituencies, whereas in the former communist countries (with the partial
exception of Poland and Hungary) the only coherent political organiza-
tions were the deeply compromised communist parties (Grzymala-Busse
2002). This organizational deficit, which is a lasting legacy of communist
rule (Howard 2003), explains the high degree of electoral turnover and
political instability in the post-communist countries. While such instabil-
ity certainly undermines the coherence of economic policy conduct, the
vaguely defined ideological platforms of post-communist parties, com-
bined with the reduced maneuvering room between impoverished popula-
tions and strict Western conditionality (Innes 2002) have resulted in less
radical policy reversals than the more polarized politics of Latin America
in the 1980s.%

Since the politics of IMF programs are not limited to cabinet meetings
and parliamentary debates, it is important to incorporate the role of inter-
est groups in shaping the implementation of IMF-style policy measures.
In this respect one must mention several significant interregional differ-
ences. In Latin America, labor unions, business associations, and in
many cases the army, acted as well-organized interest groups capable

2 See, for example, O’Donnell’s (1991) discussion of delegative democracy in Latin
America.

2 Also, several countries (e.g., Colombia, Costa Rica, Venezuela), did not experience
authoritarian regimes in more than two decades prior to the outbreak of the debt crisis.

> While Frye (2002) shows that polarization has affected economic policies and eco-
nomic outcomes, policy disagreements focused primarily on the speed and mode of marketi-
zation, rather than on raising the specter of a wholesale rejection of the neoliberal economic
approach.
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of affecting economic policy making both directly, by threatening strikes,
coups, or other forms of direct political action, and indirectly, by influ-
encing the agenda of political parties through electoral pressures (Schnei-
der 1997, Schamis 1999, Murillo and Schrank 2005). By comparison, in
the ex-communist countries, such interest groups were severely underde-
veloped: The business sector was fragmented between an initially well-
connected but diminishingly influential group of state-owned enterprise
managers; a small number of wealthy oligarchs, whose individual connec-
tions did not congeal into stable institutional forms; and a rising number
of atomized small entrepreneurs. With a few notable exceptions (such as
Solidarity in Poland) labor unions were generally fragmented and contin-
ued to suffer from their organizational subordination to the Communist
Party apparatus in the decades preceding the collapse of communism.
Therefore, transition governments faced less immediate political pres-
sures from reform losers®® than their Latin American counterparts
(Greskovits 1998) but at the same time they suffered from a much higher
degree of social “disconnect” (Howard 2003), which hindered the forma-
tion of durable reform coalitions and undermined the effectiveness of
economic reforms.

Theoretical Contributions

Since IMF programs unfold at the intersection of domestic and interna-
tional political economy, academic efforts to analyze them have spanned
several different disciplines and subdisciplines. Therefore, this book con-
tributes to several different bodies of literature that are concerned with
various aspects of the Fund’s involvement in the developing world: the
international political economy literature on the role of the IMF in inter-
national financial markets, and more broadly about the nature of interna-
tional organizations’ behavior in world politics; the comparative political
economy literature on the domestic politics of economic reforms in devel-
oping countries; and the largely econometric literature on the effects of
IMF programs.

International Political Economy of IMF Programs

Scholarly debates about the role of international organizations in global
governance have long been concerned with the political implications of
IMF lending patterns. The appropriate balance between financial support

% In fact, as Hellman (1998) argues, post-communist reforms suffered more because of
the early transition winners than because of opposition from losers.
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and policy adjustment, which is at the very heart of conditional lending,
has triggered impassioned and ideologically charged debates; thus, IMF
conditionality has been criticized as being too soft,”” too harsh,? or alter-
natively completely ineffective.”” This book suggests that the nature and
intensity of IMF policy demands vary significantly over time, since they
are greatly affected by the broader international economic context. Dur-
ing global financial crises, such as the debt crisis in Latin America, the
zero-sum nature of debtor and creditor interests creates significant ten-
sions between the Fund’s international policy agenda and the political
priorities of developing countries. By contrast, during periods of global
economic expansion, such as the financial boom of the 1990s, there is
much greater overlap between the interests of debtors and creditors, and
IMF programs are less likely to be viewed as painful external impositions
by program countries.

Another important theoretical dilemma inherent in IMF lending
practices is the trade-off between uniformity and flexibility in the design
and enforcement of conditionality. In line with the Fund’s mission of
technocratically impartial crisis support, IMF conditionality has officially
stressed uniformity of treatment at the expense of flexibility.’® This
approach has been criticized from two different perspectives: Some critics
have charged that IMF conditionality uses a cookie-cutter approach
based on outdated economic principles.’! Others have pointed out that
the IMF applies different strictness standards to different countries as a
function of the narrow economic and geopolitical priorities of large West-
ern donors.** This latter point taps into the broader debate between real-
ists and institutionalists about the extent to which international organiza-
tions pursue public goods or simply serve the narrow interests of their
largest shareholders.

Based on the Fund’s track record in Latin America and Eastern Eu-
rope, this book suggests that the answers to these debates depend to a
large extent on the regional and temporal context. From the perspective
of flexibility, the comparative evidence suggests a mixed picture: On one
hand during the post-communist transition, the Fund paid greater atten-
tion to political context and domestic program ownership than during
the Latin American debt crisis of the 1980s, where domestic concerns
were overshadowed by the emphasis on debt repayment. On the other

7 See, e.g., De Grauwe and Frattiani 1984, Weintraub 1983, Feldstein 2002.

2 Payer 1974, Koerner 1986, Pastor 1987.

2 Sachs 1994, Remmer 1998.

3% Buira 1983, David 19835, Pollack 1991.

3t Edwards 1989, Stiglitz 2000.

32 See, for example, Stiles 1991, Killick 1995, Thacker 1999, Stone 2002, Dreher and
Jensen 2006.
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hand, the much larger number of structural conditions in the IMF pro-
grams of the 1990s (especially among the transition economies) suggest
a more intrusive approach to conditionality, which was combined with a
lower tolerance for heterodox economic policies (as illustrated by the Slo-
vak case in chapter 4).

From the perspective of impartial enforcement, this book confirms
that when it comes to IMF programs not all countries are created equal.
Unlike earlier works, however, the present analysis differentiates between
narrow “realist” and systemic deviations from technocratic impartiality,
and shows that the severity of both types of deviations depends on the
international context. Thus, during the Latin American debt crisis, sys-
temic concerns about international financial stability predominated and
contributed to special treatment for large debtors but only when such
countries were facing severe crises. In the context of the international
financial boom of the 1990s, systemic concerns were less prominent but
preferential treatment in Eastern Europe reflected Western concerns about
the region’s geopolitical reorientation.

Comparative Political Economy of Economic Reforms

Through its analysis of domestic political dynamics of IMF program initi-
ation and implementation this book addresses a number of broader theo-
retical questions related to the politics of economic reforms. The book
confirms earlier arguments that deeper initial economic crises facilitate
the initiation and implementation of market-oriented reforms® but it also
suggests that the salience of different crisis aspects depends on the broader
regional and temporal context; whereas inflationary crises contributed to
IMF program initiation and implementation during the Latin American
debt crisis and the post-communist transition, the same was not true for
Latin America in the 1990s. Similarly—as one would expect—debt ser-
vice payments played a greater role during the debt crisis than during the
1990s, while reserve levels were more salient in cash-strapped Eastern
Europe than in Latin America.

Moreover, both the statistical tests and several of the cases discussed
in this book (e.g., Bolivia in 1982-85, Peru in 1987-89) suggest that coun-
tries often fail to implement reforms despite experiencing long periods of
severe economic crisis. By themselves, economic crises are not sufficient
to trigger reforms in the absence of governments willing and able to use
these crises as catalysts for decisive economic policy changes. The theoret-
ical emphasis on the temporal and regional variation in the interaction

33 See, for example, Stallings and Kaufman 1989, Nelson, 1990, Rodrik 1994, Haggard
and Kaufman 1995, Remmer 1998.
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between economic crises and domestic politics engages the broader debate
about the importance of partisan differences on economic policy making
in the context of globalization. While this question has attracted a fair
amount of scholarly attention, most studies have focused on advanced
industrial countries,* and their findings about the temporal dynamics
of partisan differences have been contradictory.”® More recently, a few
studies have shown that partisan politics has affected the trajectories of
neoliberal reforms in both Latin America (Remmer 1998, Murillo 2002,
Murillo and Schrank 2005) and Eastern Europe (Appel 2004, Frye 2002).
However, none of these studies engage in explicit cross-regional and cross-
temporal comparisons of partisan political dynamics, and they do not
address the crucial theoretical question about the interaction between par-
tisanship and crisis intensity in driving economic reforms. Moreover, par-
tisanship has played a relatively marginal role in statistical analyses of
IMF programs with the notable exception of Stone (2002).%

In contrast, I find that partisan politics do matter but that their sa-
lience and temporal evolution vary by region: in Latin America the ideo-
logically polarized reactions to the IMF interventions of the 1980s were
followed by a significant decline in partisanship during the 1990s and
renewed polarization since 2001. Meanwhile, ideology played a relatively
modest role in Eastern Europe in the 1990s, and there is no clear sign
of a rebirth of a more assertive left along Latin American lines. More
importantly, I show that partisan differences do not have a uniform effect
on IMF programs but instead depend on context-specific interactions
with the intensity of the economic crisis. Thus, if there exist alternative
ideologically based crisis interpretations and solutions (such as during the
Latin American debt crisis) then partisan differences are exacerbated by
economic crises. Meanwhile, if the Fund’s monopoly on crisis manage-
ment solutions is largely unchallenged (as it was during the Washington
Consensus of the 1990s) then partisan differences are more likely to be
abandoned in the face of economic emergencies (as occurred in both East-
ern Europe and Latin America after 1990). Moreover, partisan differences
also depend on the nature of the crisis, with some crises (such as low

3% See inter alia Alvarez et al. 1991, Simmons 1994, Garrett 1998, Bernhard and Leblang
1999, Pierson 2001, Huber and Stephens 2001, Kwon and Pontusson 2005, Milner and
Judkins 2005.

35 Thus, Pierson 2001 and Huber and Stephens 2001 find that the effect of government
partisanship has declined since the 1970s with respect to social policy outcomes, whereas
Kwon and Pontusson 2005 show that partisan effects increased from the 1970s to the mid-
1990s but then declined dramatically afterward.

% Vreeland’s 2003 argument about conditionality-seeking governments highlights the
importance of domestic political interests, but he uses fiscal deficits rather than government
orientation as an indicator of domestic political will, which suggests that his results should
not necessarily be interpreted in partisan terms.
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liquidity) less likely to trigger ideological disagreements than other more
contentious economic problems (such as high debt service burdens).

This book also addresses the question of whether democratic politics
and neoliberal economic reforms are compatible. Much of the work draw-
ing on the experience of the 1980s noted that authoritarian regimes had
generally been more successful in implementing reforms,*” while others
questioned the ability of democracies to overcome the popular resistance
toward the high short-term costs of economic reforms (Przeworski 1991).
On the other hand, several studies of the post-communist transition have
emphasized the positive correlation and reinforcing nature of political
and economic reforms in the former communist countries.’® The present
analysis confirms that democracy was hard to reconcile with IMF-style
reforms during the Latin American debt crisis but was no longer an obsta-
cle in Latin America in the 1990s and even improved the program imple-
mentation prospects in East European countries. These different out-
comes can be traced to differences in how economic crises were perceived
by elites and citizens: In Latin America the roots of the debt crisis were
widely perceived as being of an external nature, which resulted in a lower
willingness to bear the economic costs of adjustment policies and made
it much more difficult for governments to implement reforms in a demo-
cratic context. Meanwhile, in Eastern Europe the domestic roots of the
economic crises were much less disputed, and, therefore, voters were more
likely to support or at least tolerate neoliberal reforms despite their con-
siderable short-term costs.

Econometric Assessments of IMF Program Effecis

The group of studies most directly concerned with IMF programs has
grown out of policy concerns about the economic, political, and social
repercussions of IMF programs, and has focused primarily on economet-
ric assessments of program effects. Despite the steadily growing number
of such studies, the evidence from the various large-N analyses has so far
been largely inconclusive and contradictory. The only relatively robust
finding of this literature is that IMF programs are generally effective in
terms of one of their primary tasks: improving the overall balance of pay-
ments position of program countries.” However, with respect to other

37 See Kaufman and Stallings 1989, Sheahan 1987. On the other hand Remmer’s (1996)
analysis of Latin America has argued that authoritarian regimes had no advantage over
their democratic counterparts in terms of either political stability or economic performance.

3% Fish 1998, Bunce 1999, but see Kurtz and Barnes 2002.

¥ See, for example, Gylafson 1987, Khan 1990, Pastor 1987, and Killick 1995. For some
other studies, however, these improvements failed to reach statistical significance (Edwards
1989, Goldstein and Montiel 1986).
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significant repercussions, such as program effects on inflation,* economic
growth,*! savings rates, and income inequality,* findings have generally
been contradictory or inconclusive.

While this book is not directly concerned with econometric assess-
ments of IMF program effects, its approach nevertheless has important
implications for this literature. First, the book’s emphasis on the politics
of IMF programs should help correct for the fact that many of these stud-
ies “relegate the discipline of political science to the error term” (Stone
1999:4). While a number of recent works have started to address this
issue, a recent review of the literature emphasizes that our understanding
of the politics of IMF lending is still tentative and rudimentary (Steinwand
and Stone 2008).

Second, compliance with IMF conditionality has been consistently
low,* and even though this has been widely acknowledged,* the large-N
“IMF effects” literature has largely ignored the different degrees of com-
pliance with IMF programs.*® But ignoring the politics of program com-
pliance is the logical equivalent of trying to assess the effectiveness of a
drug without asking whether or not the patient took the prescribed drug,
and what his/her reasons were for taking or not taking it. The present
analysis of the economic and political drivers of compliance not only
contributes to a better theoretical understanding of IMF programs but
may also help with the design of politically more feasible IMF programs.
Political feasibility and program completion are particularly important
since, as Joel Hellman (1998) has argued in the case of transition econo-
mies, partial reforms may actually produce worse results than avoiding
reforms altogether.

Finally, the explicit cross-temporal and cross-regional comparative
analytical approach of this book questions the implicit assumption of

40 Thus, Stone (2002) and Donovan (1982) found statistically significant improvements
in the inflation records of program countries, but most other studies were inconclusive
(Khan 1990, Killick 1995, Gylafson 1987, etc.), and Pastor 1987 actually detected a statisti-
cally significant increase of inflation for Latin American IMF programs.

4 Przeworski and Vreeland 2000 and Vreeland 2003 find that IMF programs result in
significant economic contractions but earlier studies in the yielded much weaker results (Pas-
tor 1987, Goldstein and Montiel 1986, Killick 1995).

42 See, for example, Pastor 1987, Heller et al. 1988, and Loxley 1984, though more recent
work by Vreeland 2003 finds that IMF programs result in higher inequality.

4 See, for example, Thacker 1999, Stone 2002, Vreeland 2003.

4 Less than half of Latin American programs in the 1980s were fully implemented and
the former communist countries in the 1990s fared no better.

4 Reichmann 1978, Heller 1988, Edwards 1989, Killick 1995.

46 More recently, a few studies have started to pay closer attention to compliance patterns
(Edwards 2001, Ivanova et al. 2003) but the political dynamics of compliance are still sig-
nificantly understudied.
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much of the IMF-effects literature that IMF programs can be considered
uniform treatments across space and time. Returning to the earlier medi-
cal analogy, this book shows that the nature of the treatment has changed
over time (as IMF conditionality has evolved in response to the changing
international economic and political environment), and that even similar
treatments can provoke very different results depending on patient-level
characteristics, such as domestic partisan politics or the quality of bureau-
cratic institutions.

Structure of the Book

The book is structured as follows: Chapter 2 develops a theoretical model
of IMF program initiation and implementation, which builds on a formal
model (presented in the appendix) and provides a systematic analysis of
how the interaction between the IMF and program country governments
is affected by key parameters of the domestic and international environ-
ment. The model yields a series of hypotheses that specify a number of
important interaction effects between different domestic and interna-
tional drivers of IMF programs and provide the basis for a more nuanced
and targeted empirical analysis in the statistical and case study chapters.

The empirical part of the book is divided into three sections. The first
section explores the international dimension IMF programs during the
Latin American debt crisis and the post-communist transition. It analyzes
how developing country governments respond to external crises and inter-
national market incentives, and how the Fund’s response to such crises is
influenced by systemic concerns for international financial stability and
by the narrower economic and geopolitical concerns of large IMF donors.
The comparison illustrates how the changes in the international context
between the debt crisis of the 1980s and the post-Cold War “Washington
Consensus” of the 1990s led to important variations in the economic
and political dynamics of IMF programs in the two episodes. Chapter 3
presents the statistical results of the drivers of IMF program initiation,
design and compliance in twenty-one Latin American and Caribbean
countries 1982-89 and twenty-six ex-communist countries 1990-2001.
The case study evidence from four Latin American (Argentina, Bolivia,
Chile, and Peru) and two Eastern European countries (Moldova and Slo-
vakia), which is presented in chapter 4, illustrates the statistical findings
from the preceding chapter, and provides a more detailed account of the
opportunities and constraints faced by the countries of the two regions
as a function of their economic and geopolitical status.

The second section focuses on the domestic politics of IMF program
initiation and implementation during the two main crisis episodes. Chap-



26 CHAPTER 1

ter 5 analyzes the statistical patterns of the complex interaction between
economic crises, partisan concerns, and institutional constraints that
drive the dynamics of IMF programs. Chapter 6 revisits the six cases
discussed in chapter 4 and adds a paired comparison between Romania
and Bulgaria.

The third section (chapter 7) broadens the scope of the comparative
analysis developed in chapters 3-6 by focusing on the political dynamics
of IMF programs in Latin America 1990-2001. Since this third cluster of
programs represents a combination between the international political
and economic environment experienced by the ex-communist countries
in the 1990s and many of the domestic economic and political characteris-
tics of Latin America in the preceding decade, this comparison provides
better analytical leverage for understanding the roots of the important
differences in the political economy of IMF programs discussed in the
preceding chapters.

The final chapter synthesizes the theoretical contributions and empiri-
cal results of the book, not only for understanding the politics of IMF
programs but for more broadly understanding the political economy of
neoliberal economic reforms in the developing world. The conclusion also
discusses the policy implications of these findings for the design of more
politically feasible IMF programs, in the context in which, despite a num-
ber of recent calls for its demise, the IMF is likely to remain a key interme-
diary between developed and developing countries in the context of in-
creasingly complex international financial markets.





