
 

 

Mälardalen University  

 

Västerås, 2010-06-02 
School of Sustainable Development of 
Society and Technology 
Bachelor Thesis in Economics 
Tutor: Christos Papahristodoulou       
 

 

 

 
 
 
 
                        

 

The International Monetary Fund (IMF)        

& World Bank  

Structural Adjustment Programs 

Review study of adjustment-aid theory 
 

 

 

 

 

 

 

 

 

 

Group members: 

Jori Lahdenperä 
Shehzad Humayoun  



 

 

Bachelor thesis in Economics 
 

Title: The IMF and World Bank Structural Adjustment Programs 

Author: Jori Lahdenperä & Shehzad Humayoun  

Supervisor:  Christos Papahristodoulou 

Opponents: Yi Wang & Peng Jun Luo 

Date: 2010-05-28 

Key words: IMF, World Bank, Structural Adjustment, Economic Growth, Development,  

 

Abstract 

 

Monetary funding to developing countries is today accompanied by so called “Structural 

Adjustment Programs” (SAPs) imposed by the IMF and the World Bank, consisting of 

economical policy reforms that the countries have to undergo in order to be eligible for loans. 

The impact of these adjustment loans is widely criticized due to the negative effects observed. 

Our purpose is to investigate in depth why these adjustment programs have not delivered the 

expected results. We’ve found that there exist some undesirable consequences following SAP 

implementation that has a hindering effect on growth. These, combined with the complicate 

context in which the IMF and World Bank operates can be seen as the explanation for the 

adversity experienced. 
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1. Introduction 
 

Economic growth has taken a new turn since the end of Second World War. Due to 

globalization - the increased interdependence when it comes to economics and politics - the 

development and growth of countries are to a higher degree affected by foreign and 

transnational interests, some of whom are aiming to improve the situation of developing 

countries and their habitants. The two major institutions, working for this, are the 

“International Monetary Fund” (IMF) and the World Bank, together called the Bretton Woods 

Institutions. They act by reforming the economic structure of their protégé countries by 

requiring the employment of open-market policies in accordance with neo-classical and neo-

liberal economic theory. Some reforms are demanded as requisitions before applying for 

membership with these institutions, and some reforms, as conditions to be fulfilled in order to 

be granted with loans. These reforms are collected in something called a “Structural 

Adjustment Program” (SAP) meant to create an environment more beneficial for investment 

and hence development by attracting the capital needed by countries with a relatively low 

capital stock.  

The majority of recent poverty alleviation has occurred in China1, a country relatively free 

from the interventions of the IMF and World Bank and in use of different economic policies. 

With this in mind it’s not surprising that the discussion about how poverty best is 

encountered, and if SAPs are the way to go, still remains one of great controversy and of 

varying opinions, expressed by different experts and interests. The Bretton Woods institutions 

have today 186 member-nations, and their impact on the wellbeing and living conditions of 

their habitants is of the greatest magnitude. 

                                                           
1
 See appendix 1 for more information 
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The SAPs have not, unfortunately, been able to deliver the anticipated effects on growth and 

poverty alleviation. In many cases, they’ve actually had an impact opposite to the one strived 

for when justifying their implementation, with the most devastating effects being on the social 

level. This view - even though not fully shared by the IMF, World Bank, or some interests 

unrelated to these institutions – will be an underlying assumption for this thesis, and we 

would like to clarify that it is still disputed2.  

This paper will consist of a description of the most general SAPs, the theory behind them, and 

an attempt at explaining the development experienced.   

 

 

                                                           
2
 In the working papers and studies released by the IMF and World Bank, they acknowledge that growth has 

not reached the levels anticipated and that there has been a deterioration of living conditions for a vast 

amount of people, but still it’s claimed that the interventions have been mostly beneficial, and that there still is 

more positive development to be expected 
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1.1 Aim 

The aim of this thesis will be to study the theory concerning the SAPs used by the IMF and 

World Bank in their efforts against poverty. By exploring this thesis we will hopefully be able 

to understand the adversity experienced when it comes to poverty alleviation.   

1.2 Limitations 

1.2.1 Limitations of SAP reforms included 

There exists a variety of adjustments prescribed to the different countries under the SAPs, 

some country specific but the broad idea and underlying strategy differs very little between 

countries and regions. Those handled within this thesis are the most recent, those that are most 

frequently reoccurring in the literature and those that can be considered to be most 

fundamental with the most extensive impact on their recipients.  

It is hard to isolate the effects of the specific adjustment since they are prescribed as a 

package and tend to be supplementary to each other. We will still separate them within this 

SAPs section, as far as possible, and examine them within the context of the whole SAP in the 

analysis section by taking consideration to their aggregate effect. 

1.2.2 Limitations of Institutions included 

 Within the field of poverty alleviation, there exists a great variety of actors ranging from 

enthusiastic individuals, groups and non-governmental organisations (NGO) to international 

institutions. The two institutions included in this thesis are the IMF and World Bank. They 

cooperate with the World Trade Organisation (WTO) when it comes to the rules of trade, 

technical assistance, training and policies in order to achieve more consistency in their 

implementation. This thesis will exclude WTO and focus on the IMF and the World Bank, 

partly due to the limited extent of the thesis and partly because the major factors concerning 
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growth and development will still be included. The effects of free trade and the abolishment 

of tariffs are still considered as an adjustment required under the SAP’s, what is omitted is the 

effect the tariffs sustained by developed countries have on price and quantity when importing 

from, and exporting to, the developing countries.  

1.2.3 Limitations of area and period of time 

Different countries and areas with different cultures, basic conditions and policy structures 

will be differently affected by the SAP’s. Still this differentiation has remained small and the 

impacts of SAPs have been pretty much the same throughout the developing world. We’ve 

tried to avoid limiting ourselves to any specific area in order to circumvent findings 

dependent on specific conditions and instead get a more general comprehension of the 

mechanics of SAPs. We will elaborate those findings that are the concern of only a specific 

area; otherwise this thesis will consider South and Central America, Africa and those Asian 

countries that are subject to SAPs.  

The theories concerning SAPs are outlined using both neo-classical and neo-liberal theory. 

These directions became the mantra of the IMF and World Bank around be beginning of the 

1970s and we will therefore limit the period of concern to commence at this point of time. 

Due to the lack of recent statistics and data, the period can be seen as limited to end at 2000, 

unless otherwise stated.  

1.2.4 Limitation of reasons considered. 

We have not limited the reasons considered to only include those directly resulting from the 

SAPs. The literature has presented other influences that are important for growth and poverty 

reduction within the developing countries under IMF and World Bank guidance. 
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1.3 Method 

In order to get an understanding of why the strategies used by the IMF and World Bank have 

failed to deliver the results anticipated with regards to poverty alleviation, and the economic 

growth intended to spur it, we will start by outlining these strategies. Each country under their 

tutelage is prescribed a set of economic reforms (SAP) that they are required to undertake, 

and even though individually formulated according to the specific circumstances of the 

country in question, there tends to be very little differentiation between them. These reforms, 

collected under the “Washington Consensus3”, all originate from the neo-classical and neo-

liberal4 discipline of economics, and will be outlined using that framework stating their 

anticipated effects, both positive and negative, under the “Structural Adjustment Programs” 

section. The effects on the economic level and its ramifications on the social level will be 

considered as described using the literature.   

Finally we will also consider other possible explanations in order to determine the reason for 

the observed performance with the help of the findings in the SAP section and other 

explanations not determined by the composition of the SAPs but rather related to their 

implementation, like compliance with reforms and corruption. These will be discussed before 

reaching the conclusion. 

The data used will mostly originate, directly or indirectly, from either the World Banks, or the 

UN’s databases. For the theoretical part of the work, we will use publications; books and 

articles, science and research orientated described in the literature review. 

                                                           
3
 The term "Washington Consensus" describes the standard reform package prescribed to countries in need of 

adjustment aid, by the Washington based institutions such as the IMF and World Bank. 
4
 Neo-liberalism is not yet generally defined. It can be seen as an ideology claiming social progress to be a 

consequence of economic growth. Since the 1990s it has been used for global market liberalism and free-trade 

policies 
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1.4 Problems concerning methodology 

1.4.1 Problems determining the reason for the observed performance 

It would be deficient to assume that all countries are possible and willing to fully implement 

all the imposed reforms under the SAPs. If a country is reluctant to undergo the adjustments 

recommended, then it would be incorrect to ascribe the development to these adjustments. 

This will be emphasized and taken into consideration under the analysis as a possible factor. 

1.4.2 Problems measuring compliance  

The difficulties encountered, when assessing what impact compliance variations have on 

growth, are related to the scarcity of data available. The studies that we’ve managed to come 

across, all build on a compliance rating presented in a World Bank study5 from 1997.  

We should also keep in mind that it might be deficient to expect all reforms to have a similar 

effect on performance with regards to being either positive or negative. While some reforms 

might be beneficial, others might have the opposite impact. Not to take this into account, by 

differentiating between reforms within a study, could produce a false relationship between 

overall compliance and growth. An analysis built with this in mind would give a valuable 

indication of not only how compliance with SAP effects growth, but also of the performance 

of the different reforms within the SAP. Still the SAP’s are prescribed as a package and to 

threat it this way will help to give an indication of how compliance is related to growth.

                                                           
5
 World Bank. (1997) Adjustment Lending in Sub-SaharanA frica: An Update 
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2. Critical literature review 
 

The literature presents a variety of opinions regarding how best to improve the living 

conditions within the developing countries, if SAPs is the best alternative and if they could be 

designed in a more beneficial way. There is nowadays less controversy regarding the negative 

social impacts resulting from the adjustments even though the cause for adversary is still 

under discussion. We will here present the literature that is most frequently used within the 

thesis and what beliefs they support.  

Those with the most optimistic attitude towards SAPs tend to emphasize the hope for a 

positive effect in the long-run and the increased industrialization and productivity observed in 

the developing countries. The negative development observed is considered to be due to the 

lack of commitment in their implementation and corruption within the developing countries or 

other disadvantageous circumstances, as a study published by the World Bank states it:  

“Part of the explanation, then, for Africa's disappointing aggregate growth is the lack of 

sustained reform, not a failure of the reforms themselves.” 

“There is a real threat that the more advantaged and articulate elite groups in African 

countries will forestall a redistribution of benefits accruing to the poor”
6
 

 

The findings of the publication is further discussed and disputed, for example in a review of 

the study done by Ardeshir Sepehri where he states: 

 “The report selectively uses data to prove that adjustment is working … A re-evaluation of 

the report’s own data suggests that there is sufficient evidence to be concerned about the 

sustainability of adjustment results. After many years of experience with adjustment loans, 

growth rates are still low, as are savings and investment rates – even for the strong 

adjusters”
7  

                                                           
6
 World Bank (1994) Adjustment in Africa : reforms, results, and the road ahead, Volume 1: Oxford University 

Press 
7
 Ardeshir Sepehri (1994) Back to the Future? A critical review of ‘Adjustment in Africa: Reforms, Results and 

the Road ahead’. Review of African Political Economy No. 62:559-568 
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The majority of the optimistic literature used originates from the IMF and World Bank 

working papers, researches and other publications. Still there are others discussing the 

progress in hopeful terms.  

David Held8 and others makes it evident that the main point of dispute dividing those 

optimistic is concerning public expenditure on education and healthcare. The strive for 

minimizing public expenditure and state intervention is set against the increased productivity 

achieved by a healthier and better skilled workforce.   

The critics emphasize the worsened living conditions, the overwhelming increase in the debt 

burden endured and the build-up of an unfair structure creating and preserving a clear 

distinction between those countries consuming and those producing. Even where there have 

been positive effects on growth, these have only benefited small elite within the developing 

countries. The “trickle down effect”9 anticipated has not yet occurred; there’s rather been an 

impoverishment of the situation for the majority of inhabitants. Vincent A, Gallagher10  looks 

beyond the instrumental values of economic growth and puts focus on the social impacts 

consequential to SAP implementation. We can also include the SAPRI report11 to the negative 

literature it is a cooperation between the World Bank and civil society organizations assessing 

the impacts of SAPs, both economic and social.  

M. Chossudovsky, a professor at the University of Ottawa with development economics as 

specialization has published a book12 that we have frequently used and quoted within this 

                                                           
8
 Held. D. (2005) Debating Globalization. Polity Press 

9
 The trickle down effects assumes that once a part of society becomes wealthier, this effect will also spread to 

those less fortunate. 
10

 Gallagher V. A. (2006) The True Cost of Low Prices, The violence of Globalization. Orbis Books. 
11 Structural Adjustment Participatory Review International Network (2004) Structural Adjustment: The SAPRI 

Report: The Policy Roots of Economic Crisis, Poverty and Inequality. Zed Books. 
12 Chossudovsky. M. (1997) The Globalisation of Poverty, Impacts of IMF and World Bank Reforms. Third 
World Networks. 
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thesis. His publication explicitly handles the different adjustments composing the SAPs and 

their impacts on the receiving countries, and has therefore been beneficial for our work. 

We have also used other publication, not mentioned here, in order to answer those questions 

that arise during the work and to find supplementary information. These are not included in 

the main literature for this thesis and are therefore referred to without further explanation. 

3. Presentation of the IMF and World Bank 
 

The International Monetary Fund (IMF) and the World Bank were founded in 1944 just after 

the Second World War during the United Nations Monetary and Financial Conference held in 

Bretton Woods, the area in Washington that gave rise to the name “the Bretton Woods 

Institutions”. These institutions were created as a response to the economic instability 

following the Second World War, and their first focus was to facilitate the reconstruction of 

Europe. Since the 1970s the focus has been on the developing world as the debt-crises and 

other economic events have forced these nations to request aid with their situation.  

The stated purpose of the IMF and World Bank, as of recent decades, is to achieve poverty 

alleviation and to stabilize the economic situation of countries in the developing world. This 

should be achieved by arranging for capital inflows into labor-intensive market, and thereby 

spur growth with the help of open-market reforms.  

The role of the IMF, an organization with 186 member countries, is to foster global monetary 

cooperation, facilitate international trade, promote high employment and sustainable 

economic growth and reduce poverty. The IMF is financed through the quotas paid by their 

member nations, which also determines their voting weight when taking decisions and 
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appointing senior officials. The most important decisions require a supermajority of 85% of 

votes, which has led the US to always be the only country with veto right13.   

The main strategies applied by the IMF in order to combat poverty are: 

- Surviallance; To monitor global, regional and national economic development. 

- Technical assistance and training; Advice and training is given concerning fiscal 

policies, monetary and exchange rates and banking and financial systems. 

- Lending; The IMF provides low interest rate loans to solve the problems of mainly 

low-income countries. 

The World Bank has undertaken the task of achieving the “Millennium Development Goals” 

stated by the UN concerning poverty and the living conditions in the developing world. They 

work by providing loans, mostly to middle-income countries at beneficial interest rates and by 

promoting an environment for investment, jobs and sustainable growth. Traditionally, the 

Bank President has always been a US citizen nominated by the United States, the largest 

shareholder in the bank. The nominee is subject to confirmation by the Board of Governors, to 

serve for a five-year, renewable term. 

The main tasks of the World Bank are: 

- Building capacity 

- Infrastructure creation 

- Development of Financial Systems 

- Combating corruption 

- Research, Conssultance and Training 

For further information please visit http://www.worldbank.org or http://www.imf.org  

                                                           
13

 Some criticism concerning the impacts of the voting structure can be found under the “Analysis” section. 
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4. Reforms within the Structural Adjustment Programs 
 

“Structural adjustment is a term used to describe a deliberate, policy-driven 

change in a country’s economic relationships with a society.”
14

 

 

Prior to being granted with loans, a country must become a member of the IMF. In order to 

qualify, and fulfil the requisitions stipulated for aid-loans or to renegotiate existing loans the 

country in question has to undertake some political and economical reforms. These reforms 

are collected in a "Structural Adjustment Program" (SAP). We have below outlined the most 

fundamental reforms included in the SAPs and the theory underlying them: 

4.1 Trade liberalization  

Free trade between countries is intended to enable specification into the field where most 

efficiency can be achieved and thereby increase aggregate output.  The total welfare for all 

participants would be increased as the goods can be redistributed using trade, allowing each 

country to reach a higher consumption level than what would have been possible in autarky. 

This assumes that the terms of trade are set based on the relative production cost of different 

goods and services.  

Many developing countries use export tariffs in order to retain goods that are important for the 

population or to protect certain industries and their employees. Tariffs on exports are said to 

have the negative effect of discouraging the natural development of the export sector, leading 

to a misallocation of resources. By removing the tariffs, resources will be relocated to the 

sector where they earn the highest return.  

                                                           
14

 Sparr 1994. 
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Import tariffs are kept to discourage the population from purchasing imported goods and 

thereby protect domestic production. Elimination of import quotas and protective barriers are 

expected to make the domestic market more competitive and run more efficiently.  

 

“The neo-liberal paradigm suggests that a system of taxation and subsidy is inefficient, and 

as such the approach preferred in a structural adjustment package is that of lowering taxes to 

increase individual incentive and to eliminate subsidies to raise efficiency through greater 

competition.”
15

 

 

As tariffs and quotas on imports are abolished, this will also result in a reduction of customs’ 

revenues, enlarging the budget deficit. The tightened competitiveness achieved by the lower 

price on imports forces domestic industries to become more efficient in order to be able to 

keep up with the new competition. Not all firms are able to cope with the new conditions and 

as a result many of them are forced out of business.  

“the liberalisation of trade invariably leads to the collapse of domestic manufacturing 

(geared towards the internal market)” 
16

 

 

There will be a subsequent adverse effect on employment as firms find themselves unable to 

compete within the new conditions and with subsidised agricultural goods from abroad. 

Finished goods, no longer produced within the country will have to be imported, reallocating 

resources that could be used for debt-servicing.  

The terms of trade resulting from WTO negotiations are criticized to be unfair, favouring the 

developed countries that still keep tariffs and quotas17.  

 

                                                           
15 Mohan, G. et al. (2000) p. 46,. 
16 Chossudovsky. M. (1997) p. 63. 
17 Khor, M. et al (2007) WTO and the Global Trading System:Development Impacts and Reform Proposals, 
Third World Network 
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4.2 Currency devaluation 

Currency devaluation is usually required prior to aid negotiations. The exchange rate is seen 

as the most important instrument for macro-economic reform, affecting fundamental supply 

and demand relations within an economy18. By devaluating its currency the country hopes to 

attract more investment by reducing the real costs of production and labour. The export sector 

is also assumed to benefit by more competitive prices on the world market.  

"Keeping budget deficits small helps in controlling inflation and avoiding balance of payment 

problems. Keeping a realistic exchange rate pays off in greater international competitiveness 

and in supporting convertible currencies" 
19

  

 

The instant result of currency devaluation is a price increase in domestic prices of food, drugs 

and most inputs for production as the market adjusts to the new conditions20. The inflationary 

tendency associated with price increases is inhibited using tight restrictions on money supply.  

“The idea is basically that of the so called ‘monetarists’, whereby reductions in the rate of 

growth of the money supply results in reductions in the rate of growth of the price level. This 

theory was adopted by many developed economies in the late 1970s and early 1980s, but was 

quickly abandoned as a major economic strategy due to the effects of reductions in aggregate 

demand and the subsequent appearance of mass unemployment. However, it has remained as 

an important policy instrument of structural adjustment programs.” 
21

 

 

As money creation is restrained while the relative value of money is reduced, the value of the 

total money supply within an economy will be reduced, as will the value of everything within 

that economy in terms of foreign exchange. The aim of attracting investment is achieved by 

the prospect of lower costs of production and labour for those investing. The change in the 

cost structure of certain industries, consequential to currency devaluation, leaves businesses 

                                                           
18

 Chossudovsky. M. (1997) p. 56. 
19

 Worldbank, Adjustment in africa, Oxford University Press, Washington 1994, p. 17. 
20 Gallagher V. A. (2006) p.32. 
21

 Mohan, G. et al. (2000) p. 49. 
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unable to recover their costs. Small and medium sized companies are the ones facing most 

problems as they are not stable enough to transform as conditions change22. 

The export sector gains as lower prices increases competitiveness. Unfortunately this positive 

effect tends to be diminished as several developing countries undergo the same reforms 

simultaneously23. This is further elaborated under the analysis section. 

4.3 Liberalization of domestic markets  

The traditional roles of the state should be eroded in order to attract and retain investment that 

would guarantee growth and development24. The elimination of minimum wages would allow 

wages to settle at the most efficient level where labour supply meets labour demand. 

Unfortunately, this also includes the abolishment of certain safety measures for hazardous 

workplaces and for the handling of harmful chemicals25, further lowering the cost of 

production and attracting investment. The liberalization of domestic markets together with 

trade liberalization also includes diminishing subsidies implemented to protect the agricultural 

sector and other markets that require support. The justification for removing the protection is 

that only those markets that can support themselves should prevail, those incapable are 

inefficient and their labour and capital can be better employed elsewhere.  

The market determined wage-rate is lower than the one sustained by minimum-wage policies, 

due to the high supply and low demand of labour. New investments are attracted mostly by 

the prospect of low labour costs, and subsequent employment follows. Even though this 

creates opportunities for employment, their conditions are worsened by lower wages, longer 

                                                           
22

 Structural Adjustment Participatory Review International Network (2004). 
23

 Chossudovsky. M. (1997) p. 56. 
24

 Structural Adjustment Participatory Review International Network (2004). 
25

 Gallagher V. A. (2006) p.2. 
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hours and the abolishment of unions and safety restrictions through the liberalisation of 

domestic markets.26  

 

Unfortunately the low wage levels prolong as the rates of unemployment remains high despite 

increases in the capital stock. The increased competitiveness following the elimination of 

subsidies and other protective measures leaves many industries unable to cope, further 

increases unemployment levels and the competition for the jobs available27. The intention to 

attract investment is achieved, increasing employment in competitive markets at the cost of 

the less proficient.  

4.4 Balanced budgets 

The strive for balanced budgets builds on the idea that through cutting public expenditure the 

country as a whole will run more efficiently. There will be less resource wasted on inefficient 

forms of business as different sectors are privatized and are forced to compete. This is also 

assumed to have an inhibiting effect on inflation as the monetary supply is kept from 

expanding by the government borrowing from the central bank in domestic currency. The 

cuttings in public expenditure will also free resources for debt-servicing, which is a 

prerequisite for long-term sustainability28. 

One way of controlling the budget deficit and freeing resources for debt-servicing is by 

setting cost ceilings on expenditure, which will have inhibiting effects for the government. 

 “the state is no longer permitted to mobilise its own resources for the building of public 

infrastructure, roads or hospitals, etc.” 
29

 

 

                                                           
26

 Gallagher V. A. (2006) p.18.  
27

 Structural Adjustment Participatory Review International Network (2004). 
28 Structural Adjustment Participatory Review International Network (2004). 
29

Chossudovsky. M. (1997) p. 60. 
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Instead the investments necessary for infrastructure, both social and economic, is done under 

“Public Investment Programs” directed by the World Bank in order to achieve efficiency and 

full utilization of resources. This program requires a process of international bidding which 

tends to allocate the management and execution of entire projects to international firms, as 

smaller domestic firms are excluded from the bidding, even though the practical work is 

usually carried out using cheap domestic labour. The result is that projects are carried out at a 

much higher cost than what is required for their implementation, while at the same time 

inhibiting the development of a domestic construction industry. A large fraction of the money 

meant for development ends up in the administration of the international firms undertaking 

the projects before reaching its intended purpose.  

“loan money earmarked for infrastructure projects is largely “recycled” in favour of 

multinational contractors” 
30

 

 

The cuttings of expenditure on education and health-care have an adverse effect on the skill-

level and productivity of the population. A study assessing the advancement in literacy and 

enrolment rates concludes that the periods under SAPs have had a less desirable effect on 

these points, compared to periods of non-adjustment31. There has been a tendency to over-

represent the amount of students within schools to achieve targets for aid, while at the same 

time the cuttings in expenditure forces the schools to increase the size of classes and decrease 

the number of teachers that they can afford to employ.  

“Freezing the number of graduates of the teacher training colleges and increasing the 

number of pupils per teacher are explicit conditions of World Bank social-sector adjustment 

loans” 
32

 

 

                                                           
30

 Chossudovsky. M. (1997) p. 61. 
31 Centre for Economic and Policy Research. (2001) The Scorecard on Globalization 1980-2000. 
32 Chossudovsky. M. (1997) p. 71. 
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Despite the savings in expenditure, the long term effects are worrying. The skill-level of the 

population is considered to be a major determinant for sustainable long-term growth33.   

4.5 Market determined interest rates.     

Interest rate plays a very important role, determining the amount of investment within an 

economy. A high interest rate is likely to deter investment since investors can profit from 

other alternatives taking advantage of the higher return on savings and because loans for 

investment become more expensive and therefore associated with more risk. The control 

exercised by the Central Bank over the interest rate is considered to be one of the main tools 

of monetary policy, by reason of its effect on investment.  

Market determined interest rates will settle at a level according to the interaction of supply 

and demand for loans. This will be advantageous since it reflects a realistic value of 

investment, allocating resources only to the markets where profit can be made. As interest 

rates increases following the implementation of SAPs, this tends to have a negative effect on 

both the investment within the economy as well as on the prosperity of small and medium 

sized businesses. For those companies already weakened by the currency devaluation, the 

increased interest might be more than they can cope with.  

“However, to maintain high interest rates or increase them further will cause companies to 

go bankrupt, increase the non-performing loans of banks, weaken the banking system, and 

dampen consumer demand.”
34

  

 

An IMF working paper found a negative correlation between growth and real interest rates for 

a selection of “emerging economies” in Asia and Latin America35.  This is explained, in the 

                                                           
33 Weil N. D. (2008) Economic Growth. Addison Wesley. 
34 Khor M. Debate on IMF and interest rate policy. Third World Network. 
35 Tchakarov, I. and Elekdag, S. (2006) IMF Working Papers: The Role of Interest Rates in Business. 
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paper, by that when price of capital increases, the demand for labour will decrease leading to 

a subsequent decrease in equilibrium output.  

4.6 Privatization of public utilities 

Privatisation of public assets is usually combined with the renegotiation of debt payments as 

the income from selling public enterprises to international companies becomes available for 

debt servicing36.  

The main argument for privatization of public assets is that the lack of competition when 

publicly run will not achieve an optimized utilization of the assets.   

“The World Bank assumes that government bureaucracies are not the best producers, that 

such bureaucracies often do a bad job at managing prices of goods and services, and that 

these firms are a drain on the government's resources. The loaning agencies believe that 

state-run economic institutions are not effective because of low-levels of productivity, poor-

quality controls, and the lack of competitiveness”
37

 

 

Some of the effects of privatization are similar to the effects of balanced budgets since 

privatization is a means for achieving balanced budgets. The effects on efficiency are 

disputable; even though costs are reduced, the cost reduction tends to lead to worsened quality 

in healthcare, education and other affected areas. Parts of the population might no longer be 

able to access water, electricity or other basic needs as a consequence of privatising public 

entities38.  

Furthermore, natural resources like oil, minerals and others, which would otherwise be 

harvested for the benefit of the country possessing them, tend to be taken over by foreign 

                                                           
36 Chossudovsky. M. (1997) p. 63. 
37

 Hatem 1994. 
38 Structural Adjustment Participatory Review International Network (2004). 
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companies at prices below their value as a consequence of the requirement to meet debt 

payments and with several countries selling their assets at the same time39.  

4.7 Central Bank independence 

As a means of controlling inflation, the IMF requires that the Central Bank should not be 

under the jurisdiction of the government. Monetary creation will inevitably have an 

inflationary effect on a currency, and to prevent its usage for debt servicing as well as 

stabilizing the economy as a whole, it should remain independent from political power. 

“The IMF requires the Central Bank to be independent from political power, as a remedy 

against the inflationary bias of governments.”
40

 

 

The policy of market determined interest rates combined with an independent Central Bank 

leads to the government losing control over monetary policy and to significant hikes in both 

real and nominal interest rates41. As the country becomes incapable to mobilise domestic 

resources, the dependency on foreign funds and investments increases, further expanding the 

debt. 

“These countries recognise that borrowing from the domestic economy is a vital tool for 

governments to smooth expenditure from year-to-year, rather than being limited to 

spending only what is received through taxation. Denying governments the ability to borrow 

domestically seriously hinders their ability to manage the economy.”
42

 

4.8 Liberalising Capital Movement 

The capital account keeps track of inflows and outflows of capital into a country, when 

liberalized, capital can move without restrictions.  

                                                           
39 Chossudovsky. M. (1997) p. 63. 
40 Carlo Cotelli, Limiting Central Bank Credit to Governments, IMF, Washington DC 1993, p. 3. 
41 Chossudovsky. M. (1997) p. 63. 
42 World Development Movement (2005) One size for all: A study of IMF and World Bank Poverty Reduction 

Strategies. 
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“Classic economic theory argues that international capital mobility allows countries with 

limited savings to attract financing for productive domestic investment projects”
43

 

 

The up and downs of the business cycle are levelled out as countries becomes able to borrow 

when their income is low and repay when income rises, increasing the stability of the 

economy. Firms’ exposure to domestic economic disturbances is diminished as by the 

possibility of also investing abroad. 

”Capital mobility thus enables investors to achieve higher risk-adjusted rates of return. In 

turn, higher rates of return can encourage saving and investment that deliver faster economic 

growth” 
44

 

 

The liberalisation of capital movement is the adjustment most disputed within SAPs as many 

researchers claim it to be the one with the most hurtful ramification on growth. The country 

becomes unable to retain the surplus of the efforts of their population as profits are allocated 

to companies not mainly based within the country45. Most part of the value-added for the 

exported goods will be allocated, not to production, but to the distribution process in 

developed countries46. 

David Held states – with regard to the growth witnessed in China - that:  

“Countries that have rapidly opened their capital account have performed significantly less 

well in terms of economic growth and income inequality than countries that have maintained 

a tight control on capital movement but cut tariffs.”
47

 

 

The implications of free capital movement are further discussed in the analysis section.  

 

                                                           
43 International Monetary Fund, Liberalizing Capital Movements: Some Analytical Issues 1999. 
44

 International Monetary Fund, Liberalizing Capital Movements: Some Analytical Issues 1999. 
45 Held. D. (2005). 
46 Chossudovsky. M. (1997) p. 90. 
47 Held. D. (2005) p. 11. 
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5. Analysis of possible explanations 
 

Here we analyse our research and make an attempt at explaining the adversity experienced by 

the IMF and World Bank in their effort to reduce the poverty within the countries under their 

tutelage.   

First of all we would like to emphasize that the reasoning and claims within this thesis are 

based on generalisations. We have done our best to make this generalisation as accurate as 

possible and to only contain those adjustments that are implemented in a majority of the 

countries. Still there exist deviations from the SAPs as we have described them.    

There seems to be two fundamental reasons for the sustained poverty on the most superficial 

level. First, growth did not reach the anticipated levels while debt have increased beyond the 

point where countries become unable to meet the increasing interest payments, leading to an 

unsustainable situation where a constant expansion of debt is required not to fail with 

payments and obtain an international blacklisting48 . Secondly, the growth achieved has failed 

to benefit those most in need. The difference in income within the countries has widened, as 

between countries, leading to further impoverishment of the lower classes.  

We have outlined the reasons that we consider to be the most determinant for the observed 

performance in order to achieve a deeper explanation. 

                                                           
48

 If the indebted country complies with the structural adjustment requirements, it givers the green light to 

foreign investors, commercial banking institutions, and bilateral donors of foreign aid to invest in the country. If 
the indebted country refuses to implement the structural adjustment policies, it will be refused loan and funding 
from outside sources. Countries that refuse to go along or refuse to repay their loans will face disaster as a result 
of economic isolation. (Gallagher V. A. (2006) p. 31.). 
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5.1 Malfunction of SAPs.  

We have so far only considered the individual reforms within the SAPs, here we will try to 

investigate to what extent their compounded effect and the way they are implemented could 

answer our question.  

The main weakness of the SAPs, as we have understood them, is that the interest on the heavy 

loan burden and the liberalization of capital movement works to transfer the surplus generated 

within the countries. Profits originating from production and manufacturing conducted within 

the developing countries is allocated to international companies, and rarely recycled or 

distributed within the country of production. The money that despite this ends up within the 

countries is transferred either as interest payments or payments loan principals. Even though 

the capital inflow associated with investment and loans is beneficial to the countries with 

relatively low capital stocks, the overall result of SAPs tends to prevent the country from 

generating the resources necessary to build their own capital stock and decrease the 

dependence on foreign aid. Higher interest rates and the necessity for the government to 

balance their budgets are also contributing to this. The attempts at redemption from debt in 

the aftermath of 1980s debt-crises has rather lead to further indebtedness. The constant 

presence of interest repayment obligations won’t allow the countries to catch their breath and 

recover.  

Another undesired consequence is pointed out by David Held49. According to his reasoning 

the commodities, raw materials and intermediate goods are exported at a higher price than the 

domestic market is able to offer when protective measures are abolished. These goods are 

transferred out of the country rather than further processed, inhibiting the build up of domestic 

industries. The finished goods and are then imported at a higher world price.  
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 Held. D. (2005) Debating Globalization. 
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In the long-run, one of the most fundamental conditions for sustainable growth and 

development is an educated and knowledgeable population according to Weil50. Despite this, 

IMF conditionalities requires cuttings in public expenditure which has a deteriorating effects 

on the general skill level, productivity and efficiency of the population by making education 

affordable to a smaller fraction of the population while at the same time weakening the quality 

of the education provided, inevitably weakening the possibility for sustainable long term 

growth. The growth occurred has been further criticized for lacking sustainability. Four main 

points of concern has been pinpointed in the United Nations’s “Human Development Report 

1996”. The growth that has occurred has to a great extent been driven by capital intensive 

production, not leading to job opportunities. Growth has benefited the wealthy within the 

countries without improving the situation for the poor part of the population. The democratic 

situation has been worsened, both by widened income discrepancies and as the actions 

available for governments are restricted by SAPs. The growth can be seen as futureless since 

much if it comes from harvesting natural resources. 

 A factor further restraining poverty alleviation is the effect SAPs tends to have on the income 

distribution within the countries. The reforms in the taxation system, leading to reduction in 

taxation revenue combined with cuttings in public expenditure will encumber the social 

welfare systems of the countries. The reforms have in a majority of cases been beneficial to a 

minority of the population and further widened the income gaps51.  

 

As mentioned in the SAPs section the policies of more export orientated markets and 

increased competitiveness due to currency devaluation can lead to some undesired effects. 

When several countries are told to direct their export production towards the same markets, 
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 Weil N. D. (2008) Economic Growth. Addison Wesley. 
51 World Bank (1994) Adjustment in Africa : reforms, results, and the road ahead, Volume 1: Oxford University 
Press. 
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combined with the price decrease resulting from currency devaluation, this tends to decrease 

the prices of those goods as well as the income to those countries exporting the goods:  

 

“The IMF now concedes that worsening terms of trade have undermined its adjustment 

programmes, and the World Bank's most recent GLOBAL ECONOMIC PROSPECTS report 

acknowledges that world prices for coffee, cocoa and tea -Africa's major primary commodity 

exports- have been depressed by oversupply."
52

 

 

It has also been argued that the free-market policies promoting competition should not be 

implemented in uncompetitive countries all too quickly without giving the incumbent 

companies time to prepare for, and adjust to the new circumstances. When these reforms are 

employed too quickly, bankruptcies and unemployment usually follows, further destabilising 

the economy of the country in question. The tight monetary policies leave the government 

unable to take the necessary actions to combat these problems. 

“The IMF's insistence on developing countries maintaining tight monetary policies has led to 

interest rates that would make job creation impossible even in the best of circumstances."
53

 

5.2 Deficient compliance with SAPs.  

To determine whether the events and development witnessed is a result of SAP’s, and in that 

case to what extent it is so, we will have to examine the relationship between compliance with 

the policy reforms prescribed in the SAPs and the effects on growth and poverty. If there is a 

strong connection between compliance and growth then it would lead us to believe that it 

rather is the reluctance to comply and not the SAP’s themselves that has brought about the 

adversity. The few studies that we have been able to find covering the topic are all based on 

the same compliance rating54 presented by the World Bank in 1997 consisting of 37 countries 
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 Róbinson Rojas (1997) Notes on Structural Adjustment Programmes. 
53 Joseph E. Stiglitz, (2002) Globalization and Its Discontents, New York: WW Norton, p. xii & 17. 
54 World Bank. (1997) Adjustment Lending in Sub-SaharanA frica: An Update. 
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in Africa. Some countries are attributed their rating based on the evaluation of only one 

operation, while the average lies between 2-3 operations. A lot of the information on the 

negotiations between the IMF and World Bank and the receiving countries is confidential; this 

makes it even more problematic to quantify compliance into a meaningful measure. The 

studies conducted have not managed to find a convincing relation between compliance and 

growth.  

“While supporting previous results on the negative relationship between IMF programs and 

economic growth, there is some, albeit weak, evidence that compliance with IMF 

conditionality does increase growth rates once taking account of sample selection.”
55

 

 

Even the World Bank has had similar findings: 

“But the cumulative progress of even the best compliers has been limited: only half of them 

managed to prevent poverty increases and a similar number kept public debt from continuing 

to grow towards unsustainable levels. While most weak and poor compliers did worse on both 

counts, the limited progress of the best compliers raises questions regarding the design of the 

reform program.”
56

  

 

A research conducted by Khan comparing development between “Adjusting” and “Non-

adjusting” countries also shows that there are insignificant differences concerning growth 

rates. The non-adjusting countries have performed better with regards to development 

concerning infant mortality and primary school enrolment rate while they’ve had increases in 

expenditure allocated to education and healthcare. The Adjusting countries have had less of 

an increase in their under nutrition rate even though it still have increased57.  

 

The results of the compliance studies conducted are somewhat ambiguous. Even though the 

lack of compliance can be part of the explanation, we still cannot put too much emphasis on 

                                                           
55 Dreherm, A.(2005) IMF and Economic Growth: The Effects of Programs, Loans, and Compliance with 
Conditionality. p. 22. 
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 World Bank (1997) Adjustment Lending in Sub-Saharan Africa: An update Report No.16594. 
57 Do IMF-Supported Programs Work? A Survey of the Cross-Country Empirical Evidence” (with N. Haque), in 
M. S. Khan, S. Nsouli, and C. H. Wong (eds.), Macroeconomic Management: Programs and Policies (IMF, 
Washington D.C.), 2002. 



26 

 

its significance when reaching our conclusion, but it will still be kept it in mind as a 

possibility. 

5.3 Domestic governments are unable to manage.  

The sovereignty of the countries is eradicated by the composition of adjustments imposed by 

the IMF and the World Bank. The governments cannot take the decisions demanded by their 

population without risking even more hurtful retributions. Monetary creation is frozen as the 

accountability of the Central Banks shift from government and parliament to the IMF and the 

World Bank58. Monetary policy is no longer available as a means for controlling 

unemployment, exchange rates or interest rates by extracting and contracting the money 

supply. This is not an undesired accident but rather an intended effect to prevent 

mismanagement by the government. Still it will leave the government unable to react to those 

situations that require actions to be taken. 

“The freeze on money creation obliges the government to curtail real expenditure, reduce 

real wages and lay off civil servants.”
59

  

 

To question whether this has been beneficial or not for the countries, is closely related to the 

question whether the SAPs have been beneficial or not. It’s hard to determine if the inability 

of the domestic governments to take some specific actions has prevented them from choosing 

a better or a worse path. How the democratic aspect of the weakened sovereignty is related to 

growth and poverty can be further investigated and discussed.  

5.4 Corruption.  

The negative effect corruption has on growth, through misallocating resources and impeding 

the environment for business, is well known. But to measure it and estimate to what extent it 

affects growth is harder. The IMF has conducted studies within the topic using questionnaires, 

and found out that:  
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“These studies provide tentative evidence that corruption may have considerable, adverse 

effects on economic performance… Even though the results need to be interpreted with 

caution, corruption is found to lower investment and economic growth and to alter the 

composition of government expenditure, specifically by reducing the share of spending on 

education.” 
60
 

 

The awareness of corruption can also inhibit growth by complicating the process of 

conducting business and also have a deteriorating impact on peoples’ attitude towards starting 

new projects. The same goes for foreign investors who will, most probably, hesitate to invest 

where government quality and reliability is questioned. Even though it is hard to quantify, 

corruption should still be considered as a factor inhibiting growth and poverty alleviation. 

5.5 Questionable allegiance of the IMF and World Bank.  

The institutions aim to attract investment through making an environment more fertile for 

capital. This creates a conflict of interest between what is best for the countries under their 

tutelage and what is best for the investors. Joseph Stiglitz, Nobel-prize winner in economics 

and former vice-president of the World Bank states, when talking about the World Bank, that: 

"They were interested in one thing. They looked at the country and thought, `they need to 

repay the loans they owe to Western banks. How do we get that to happen?' So they would 

never ask, `should we give this developing country a bankruptcy procedure so they can have a 

fresh start?' They thought that bankruptcy was a violation of the sanctity of contracts, even 

though every democracy has a bankruptcy law for people who have persistently failed. They 

were interested in milking money out of the country quickly, not rebuilding it for the long 

term." 
61

 

 

Another point of criticism regarding the allegiance of the IMF and World Bank is that 

concerning their undemocratic governance. Even though they represent 186 countries, they 
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are still directed by only a few. For example; the UK’s voting weight exceeds that of 43 

African countries together.  

“This problem is compounded by the structure and functioning of the IMF and World Bank 

boards where rich countries hold 62 per cent of the votes, despite only possessing 21 per cent 

of the world’s population and providing 23 per cent of the Bank and Fund’s income. 

Developing countries, who provide 77 per cent of the institutions’ income and hold 79 per 

cent of the world’s population, have just 39 per cent of the votes on the IFI boards.”
62

 

 

Those most economically powerful have the heaviest votes and are able to select the leaders 

of the day to day management. This makes their interest dominant and the mostly pursued63. 

This is further commented in the SAPRI report, from the perspective of the critics within the 

development countries:  

“To them SAP and other expressions of the neoliberal agenda are seen as reforms that, 

despite the free market rhetoric, ‘regulate’ capital accumulation at a world level to the benefit 

of the interests of dominant economic and political elites.”
64

 

 

Some take it as far as claiming that these institutions and their imposed loan conditionalities 

are merely means for obtaining control over natural resources, labour and land worldwide65, 

as well as gaining influence over the governance of economic policy. The senior officials of 

the Central Bank are no longer accountable to neither government or parliament, their 

allegiance lies with the “International Financial Institutions” (IFI), and in the developing 

countries many of the Central Bank officials are former staff of developing banks or IFI’s66. 
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 Jones, T. and Hardstaff, P. (2005). Denying democracy: How the IMF and World Bank take power from 

people. World Development Movement. London. May 2005. 
63 Chossudovsky. M. (1997) p. 63. 
64 Structural Adjustment Participatory Review International Network (2004) p. 21. 
65 Based on claims by John Perkins in an interview about his book “Confessions of an Economic Hit Man: How 
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The implications of a loyalty directed towards the investors at the expense of the protégées of 

the IMF and World Bank would help to explain, to a great extent, why their strategies 

employed have been unsuccessful in addressing growth and poverty problems. To what extent 

this is true, and if so; whether this is a necessity due to the context in which the IMF and 

World Bank operates, or if it can be solved by restructuring the governance of the institutions 

is still an open question.  

5.6 Circumstantial reasons.   

Events like global recessions, civil wars, transnational conflicts and the Cold War all 

influence the economic conditions of the different countries. The global petroleum crises of 

the 1970s combined with the subsequent interest hikes and debt-crises is what forced many 

countries to seek aid from the IMF and World Bank. This lead to a more than threefold 

increase in the external debt levels of many regions and has most probably also complicated 

the context of economic management. The fall in commodity prices following the debt crises 

decreased the value of exports and the ability of the developing countries to attract enough 

foreign exchange to repay their debts. 

Many countries in Africa, and in other regions, have faced conflicts and civil wars, making 

successful economic management almost impossible. Whether economic malfunction has 

been a result of these conflicts or if the cause-impact relation is the opposite is hard to decide, 

but it is evident that it has disturbed the work of the IMF and World Bank. 

The trade rules constituted by the WHO are extensively criticized due to their inherent 

injustice. The advice of tariff and quota abolishment that is given to the developing countries 

is ignored by the US and EU.  Subsidized agricultural products are sold below production cost 

and ‘dumped’ in the developing countries, undermining the agricultural production and 
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displacing a huge amount of farmers out of their livelihood and the countries to losses of 

export revenue67.  

The different events affecting the context in which the IMF and World Bank operates all have 

impact on performance, but it is within this context that the reforms are designed and should 

be evaluated. Still we keep in mind that circumstantial reasons have affected the work of the 

IMF and World Bank. 
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6. Summary and conclusion 
 

It is not surprising that the topic is one of controversy and that there is such an extensive 

criticism facing the IMF and World Bank. Despite decades of interventions, they’ve still not 

managed to turn the negative trend. It’s hard to answer the question; ‘why they’ve been 

unsuccessful regarding poverty alleviation’ by isolating only one reason or claiming one 

reason to be most important. We’ve rather found that it’s the interaction of the variables 

mentioned in the section above that together sustained and increased the critical situation for 

many countries. The economic events of the 70s and 80s forced many countries to seek aid to 

handle their economic situation. Unfortunately the design of this aid has not been able to ease 

the situation but rather imposed a structure that is by some considered to prevent a successful 

development, rather than facilitate it. Uncompetitive countries have been forced to adopt 

reforms which increase their volatility for competition without protection of their businesses, 

and in most of the cases the shock has been too hard. The composition of the SAPs have been 

unsuccessful in handling the situation, but we have to keep in mind that this composition is a 

captive of the obligation to meet the interests of investors and international capital, and cannot 

be composed in such a way that it would jeopardize the returns and still at the same time 

attract their interference. The strategy used has also benefited the ruling elites imposing them 

in their countries and this might be part of the explanation for their extensive use despite the 

negative overall effects. On the other hand we can expect there to be a necessity to find the 

right balance between incentives and benefits in order to achieve maximum outcome, and the 

development witnessed might be the best possible considering what is feasible within the 

context shaped by the globalisation of the capitalistic open-market economic structure.  

From another perspective the question could be solved by the simple answer; because the 

right remedy has not been employed. There seems to be an inherent contradiction in trying to 
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redeem countries from their alarming debt situation by prescribing even more debt. The best 

solution can be debt-relief, in order to lift the burden of repayments, enable the governments 

to regain their sovereignty and redirect their countries in accordance with what their situations 

dictate. The judicial implications of debt-relief might be seen as opposing the norm of 

contract validity, and hence justice. But the real question is; what definition of justice that 

could justify the sustained poverty for billions of people? 

6.1 Conclusion 

The conclusion, based on the understanding of the situation that we’ve gained by exploring 

this thesis, is that one single factor is insufficient as explanation to the question asked. We 

have found that there are weaknesses in the composition of SAP’s and that some negative 

effects are inevitable. The situation is further complicated by the inability of the IMF and 

World Bank to sufficiently prioritize poverty alleviation due to the necessity of attracting 

capital by creating prospects for profit. Corruption in the receiving countries plays a role in 

hampering development as do the incapability of governments to take the necessary actions in 

response to the effects of SAP adoption. These are the explanations that are considered to be 

of the greatest impact and we keep in mind that there still remains a plethora of possible 

influences that are not mentioned within this thesis. 
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