CHAPTER

3 The Evolution of the IMF’s
Policies with Respect to
Prolonged Use of Its Resources

1. This chapter describes how the IMF's policies
with respect to prolonged use have evolved over
time. It shows that these policies have moved gradu-
aly toward greater acceptance of the need to finance
adjustment over a longer time period, especially in
low-income countries, and that this has increased the
probability of prolonged use. However, the implica
tions of some of these changes both for the extent of
prolonged use and possible adverse consequences
may not have been fully and explicitly recognized. It
also describes how some elements of a strategy for
dealing with prolonged use were adopted by the
IMF's Executive Board at various times; however,
the country case studies and other evidence suggest
that these strategies were not fully implemented.t

Evolution of the IMF’s View of
Prolonged Use

Prolonged use of the IMF’s general resources

2. The official interpretation of the mandate of the
IMF wasiinitially unambiguous on the temporary na-
ture of its assistance, and policies on the use of Fund
resources (UFR) reflected that interpretation. How-
ever, in the 1970s it became clear that even difficul-
ties of a“temporary” nature could require a lengthy
period of adjustment and thisled in 1974 to the deci-
sion to create the Extended Fund Facility (EFF). Al-
though the EFF recognized the need for a longer ad-
justment period, it was nevertheless expected that
the economic program supported by an extended
arrangement should be “adequate for the solution of
the member’s problem.”2 A further step was taken in
1981, with the institution of the enlarged access pol-

1Details on the various policies referred to in this chapter are
provided in Annex 2.

2Executive Board Decision No. 4377-(74/144). Arrangements
under the EFF would be for a period not exceeding 3 years, to be
lengthened to 4 where appropriate, with a repayment period of
45 to 10 years.

icy (EAP). This policy was intended to help mem-
bers address balance of payments problems whose
solution required “a relatively long period of adjust-
ment and a maximum period for repurchase longer
than the three to five years under the credit tranche
policies.”3

3. The creation of concessional facilities (the SAF
in 1986 and the ESAF in 1987) reflected further en-
dorsement of the idea that the adjustment processin
low-income countries required an even longer time
frame than implied by the EFF. However, the cre-
ation of concessional windows for the low-income
countries also paved the way for arenewed emphasis
on the temporary nature of the IMF's support in
other countries. Thus, when the EAP was abandoned
in 1992, its features related to the longer program
and repayment periods were not retained in the new
access policy, unlike those related to the magnitude
of accessto IMF resources. Subsequently, in 2000, a
general review of IMF facilities led to the introduc-
tion of repurchase expectations, shorter than repur-
chase obligations, to signal the importance attached
to the temporariness of the IMF's support, along
with other incentives to encourage a faster repay-
ment of outstanding credit by membersin a position
to do so.

Prolonged use of the IMF’s
concessional resources

4. When the SAF and ESAF were created, both
were originally envisaged as one-off operations to
support adjustment in low-income countries with
protracted balance of payments problems, during a
relatively short period and with limited resources.4

3Executive Board Decision No. 6783, para. 3, 6, and 10. Pur-
chases made under the EAP were to be repaid within 7 years.
This decision stressed the temporary character of the EAPR, hence
the requirement of annual reviews of the policy. However, the
EAP was not allowed to lapse until 1992.

4As under the EFF, resources were to be committed in support
of athree-year program, with a repayment period of 4'4 to 10
years.
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These facilities were not only concessional but also
had a less demanding adjustment requirement than
the EFF: specifically, programs supported by these
facilities were not required to solve the balance of
payments problem fully, but only to assure substan-
tial progressin that direction. The original decisions
establishing the facilities precluded the possibility of
entering into more than one three-year arrangement
with any single country, largely because of the lim-
ited availability of resources to fund the facilities
and the short time frame set for the commitment pe-
riod. Thisrestriction was not entirely consistent with
the recognition that the programs might not solve the
problem within the time frame. It was gradually
abandoned in severa steps taken between 1990 and
1997, as experience showed that the initial estimate
of the time frame needed for effective adjustment in
low-income countries had proved overoptimistic,
and also as more financing became available. How-
ever, the Executive Board consistently stressed that
the purpose of these successive extensions was not
to provide a source of continuous financing for indi-
vidual countries, but rather to maintain the IMF's
ability to respond to members’' needs as they arose.®

5. A further step wastaken in 1999, with the trans-
formation of the ESAF into the PRGF and the close
relationship established between the latter and coun-
tries’ Poverty Reduction Strategy Papers (PRSPs),
which are meant to provide a longer-term framework
for donor support to low-income countries. This
framework does not presume an extended IMF in-
volvement but—unlike the case earlier—it does not
ruleit out, thus generating some ambiguity.

6. In part, this evolution reflected the understand-
ing that the countries concerned were particularly
vulnerable to exogenous shocks and were in need of
continued IMF support for their macroeconomic
policies. However, another factor was the growing
pressure from official creditors and donors for an
IMF-supported program with IMF monitoring, as a
“seal of approval” for debt relief and donor support
(see Chapter 6).

Evolution of the Strategy Vis-a-Vis
Prolonged Use

7. Each time prolonged UFR was discussed by the
IMF Executive Board, Directors expressed concern
not so much about prolonged use per se, but at the
persistence of balance of payments imbalances in
spite of protracted financial support from the IMF.
This suggeststhat their primary concern was the inef-

5Cf. Chairman’s summing-up of EBM/97/5, EBM/97/8, and
EBM/97/10.

fectiveness of programs in achieving sustainable bal-
ance of payments adjustment. In each review, various
remedial measures of increasing specificity were pro-
posed by the IMF staff and endorsed by the Board.
However, the Board consistently opposed imposing
fixed limits on the length or extent of reliance on IMF
support, out of concern that such limits might prevent
the IMF from responding flexibly to members’ needs
as they arose. The Board aso opposed endorsing any
specific operational definition of prolonged use,
owing to concerns that any definition would be arbi-
trary and assuming that good judgment would be suf-
ficient to identify problematic cases of prolonged
use. However, in practice, very few countries were
even identified as prolonged users in staff reports to
the Board,® which may account in part for the lack of
consistent implementation of the guidelines approved
by the Executive Board.

Program design elements

8. All internal reviews of prolonged UFR identi-
fied inadequate program design and weak program
implementation as key factors underlying prolonged
use. The remedies envisaged focused on two aspects:
the nature of conditionality and the extent of access.

Conditionality

9. From 1985 onward, successive staff reports en-
dorsed by the Board proposed desling with prolonged
use through (i) greater emphasis on prior actions and
frontloading of policy measures, especially those re-
lated to past policy failures; (ii) aproactive use of con-
ditionality—in particular, the use of more detailed
conditionality covering structural aspects; and (iii) on
a case-by-case basis, a tranching of the IMF financia
support such that disbursements would be back-
loaded. In addition, the 1991 review recommended
building policy contingencies into programs, along
with IMF contingency financing if appropriate.

10. In fact, actual practice with regard to pro-
longed users did not correspond to the remedies sug-
gested in the reviews (see Chapter 5).7 Contrary to

6Based on a keyword search in the text of country reports
recorded in the IMF's ingtitutional repository, the only countries
specifically characterized as prolonged, repeat, or long-term users
in staff reports to the Board since 1983 are Argentina (2), Bul-
garia (1), Cameroon (1), Céte d' Ivoire (1), Dominica (1), Jamaica
(2), Malawi (1), Morocco (3), Pakistan (1), the Philippines (5),
Senegal (1), and the Federal Socialist Republic of Yugoslavia (1).
The figure in parentheses indicates the number of reports in
which the terms above are mentioned.

7In assessing compliance with prolonged use guidelines
throughout this chapter, for lack of a single officially recognized
definition of countries to which these guidelines should be ap-
plied, we have used our own definition of prolonged use. Since it
tends to be more demanding than the ones suggested by staff at



the policy directions endorsed by the Board, pro-
longed users as a group were actually subject to
fewer prior actions and performance criteria, and
even had gslightly more frontloaded schedules of dis-
bursement, on average, than “temporary” users.8
However, as discussed in Chapter 5, thereislittle ev-
idence that the extent of conditionality per se—as
opposed to ensuring that it iswell prioritized and in-
tegrated into program design—was an important de-
terminant of a program’s successful implementation.
In that narrow sense, the nonimplementation of these
aspects of the guidelines was probably not a major
cause of prolonged use. However, that does not
mean the design of conditionality is unimportant; we
will return to thisissue in Chapter 5.

Access to IMF resources

11. The general policy on accessto IMF resources
adopted in 1984 and still applicable today provided
that “in determining the case for further Fund sup-
port and the amount of access in those cases where
members have made repeated use of Fund resources,
more careful attention will be given to the past
record, the design of adjustment programs and the
effectiveness of their implementation.”® In 1991, this
policy was reinforced by making explicit that its pur-
pose was to seek a net reduction in prolonged users
outstanding liabilities to the IMF, through a strength-
ening of programs and, possibly, a greater use of
arrangements involving only limited access to IMF
resources, but which could serve as a catalyst in mo-
bilizing resources from other creditors.10 L ater in the
1990s, as UFR policies became more differentiated
between the GRA and the ESAF/PRGF Trusts, the

the time of various reviews, it seems fair to expect that most of
the countries we define as prolonged users should have been sub-
jected to these guidelines.

8|t was not possible in the context of this study to assess on a
large scale to what extent the recommendations related to contin-
gency planning were followed, but evidence from the case studies
suggests they were not. Furthermore, like the recommendations
related to the use of conditionality, they do not appear to have
ever been translated into actual operational guidelines for IMF
staff.

9“Access Limits for 1985, Preliminary Policy Considerations’
(EBS/84/168). To some extent, this is only an adaptation to the
specific case of repeat users of the general guidelines on access
adopted in 1983, according to which “the amount of the member’s
outstanding use of Fund credit and its record in using Fund re-
sources in the past must enter into the judgment on the appropri-
ate scale of further use of the Fund” (EBS/83/233).

10“ Selected Operational Issues Related with the Use of Fund
Resources’” (EBS/91/108). Similarly, in the 1990 Board discus-
sion on “Strengthening the Cooperative Strategy,” Executive Di-
rectors had said that when there is evidence of repeated failure in
program implementation, continued access to IMF resources
would need stronger policy justification.
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need to reduce access over time, even to conces-
siona resources, was confirmed.

12. Our evaluation shows that these guidelines
were not applied consistently in practice. In particu-
lar, our case studies show that the justification of the
level of access proposed in staff reports was treated
in arather perfunctory manner. A broader ook at the
evolution of the level of access further indicates that
only about one-fifth of prolonged users had a consis-
tently diminishing access to either general or con-
cessional resources.11

Strengthened analytical and
assessment efforts

13. The area of greatest consensus in dealing with
prolonged users since the first time the Board re-
viewed the issue was the need to improve the under-
standing of the factors underlying a country’s pro-
longed need for IMF resources. This was to be
achieved through atwo-pronged analysis:

« areview of the historical background to a mem-
ber’s problems and an analysis of the factors un-
derlying its prolonged use experience at the time
anew request for UFR was introduced;

e candid ex post assessments of performance
under previous programs. The need for such as-
sessments was repeated in successive Board dis-
cussions with increasing specificity over time.

However, the case studies show that these recom-
mendations were generally not followed. A notewor-
thy exception is Morocco, whose entire IMF-sup-
ported adjustment experience was reviewed in 1994
as part of that year's Article IV consultation. How-
ever, the practice was not followed for most pro-
longed users during the 1990s, although, as will be
discussed later, somewhat more was done internally
than was reported to the Board.

Exit strategies

14. As early as 1984, the IMF recognized that
“frequently, despite the progress achieved during the
period covered by an arrangement or a succession of
arrangements with the Fund, the amount of adjust-
ment remaining to be accomplished at the end of the
period was substantial.” 12 Two remedies were envis-
aged to prevent such a situation from leading to pro-

11The trend of access broadly reflectsthat of members' gross fi-
nancing needs, which also failed to decline consistently in a ma-
jority of cases. See Annex 2 for further evidence on the evolution
of access.

12“Review of Upper Credit Tranche Arrangements and Some
Conditionality Issues’ (EBS/84/227).
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longed UFR which, taken together, outlined an exit
strategy from IMF lending.

Ex ante assessments of time needed to
complete the adjustment process

15. In the early 1980s, it became a standard re-
quirement for UFR staff reports to include a medium-
term scenario, in order to identify ex ante cases
where significant balance of payments gaps could be
expected to persist over the foreseeable future. Sub-
sequently, IMF staff was further requested to foresee
atime frame for the disengagement of the Fund, par-
ticularly when prolonged users were involved.13 Evi-
dence from the case studies again suggests that this
recommendation was often not followed.

Strengthened surveillance at the
post-program stage

16. Surveillance has long been identified as an
important instrument for promoting the sustained
implementation of adjustment efforts beyond theim-
mediate UFR period.14 “Continued policy dialogue’
was actually put on a par with improved program de-
sign to contain prolonged use. This was meant to in-
volve anything between interim Article IV consulta-
tions and “shadow programs,” almost as detailed as
UFR programs, but not linked to any IMF resources.
This approach to safeguarding the IMF's general re-
sources beyond the program period received re-
newed emphasis in the 2000 “ Review of IMF Facili-
ties,” in the form of “post-program monitoring”
(PPM). For concessional resources, the principle of
post-program monitoring as a means of avoiding
prolonged use was formally established in the early
1990s.15

17. However, few prolonged users have ceased to
make use of IMF resources for longer than a simple
interruption between programs and, among those

13 Selected Operational Issues Related with the Use of Fund
Resources’” (EBS/91/108) recommended “systematically high-
lighting, in staff reports accompanying requests for UFR arrange-
ments by prolonged users, the prospects for continued need for
Fund resources in the future and, where possible, indicate the
time frame and circumstances in which UFR might no longer be
needed.”

14See “Review of Upper Credit Tranche Arrangements and
Some Conditionality Issues’ (EBS/84/227) and “Issuesin the Im-
plementation of Conditionality: Improving Program Design and
Dealing with Prolonged Use” (EBS/85/265).

15“Operational Modalities and Funding Alternatives for an
ESAF Successor—Preliminary Considerations” (EBS/93/32).
Subsequently, it was also envisaged that one option for continued
IMF support for the programs of former ESAF users that ceased
to have aneed for IMF financing would be through precautionary
arrangements, but that option was eventually not pursued.

that did, few went through any of the envisaged exit
strategies.16

Implications for other creditors

18. A key implication of the exit strategy outlined
above was that, if the IMF was not prepared to pro-
vide financial support to its members for the entire
period required to achieve a sustainable balance of
payments situation, other donors and creditors would
have to provide the necessary financing beyond the
program period. This delicate problem was recog-
nized in 1991, when a staff report noted that: “In
cases wWhere external viability is not in reasonable
prospect, the Fund will need to carefully limit further
provision of its resources. . . . Other creditors and
sources of funds would then have to assume more of
the responsibility for providing appropriate financ-
ing.” 17 In the event, although the Executive Board en-
dorsed the staff’s analysis, such a sequencing of IMF
and donors' financing has largely failed to material-
ize, in part asaresult of creditors and donors continu-
ing to insist on an IMF lending arrangement as a
“sedl of approval” (see Chapter 6).

19. In conclusion, the evolution of IMF policies
responding to changing circumstances and percep-
tions have contributed to the phenomenon of pro-
longed use of its resourcesin several ways. First, the
evolution of the IMF's facilities intended to address
more deep-seated causes of external problems, espe-
cialy in low-income member countries, clearly in-
creased the likelihood of prolonged use, though it
did not fully and explicitly recognize the potential
consequences. This appears to have reflected in part
differences of view within the Executive Board over
what the longer-term role of the IMF should be in
such cases.18 As aresult, the IMF has been left with
a mismatch between its core operational approach
(which is still focused on promising and achieving a
restoration of sustainability within a relatively short
time frame) and some of the tasksit is being asked to
perform. Aswill be seen in subsequent chapters, this

16Among prolonged users, The Gambia and Bangladesh went
through the “enhanced surveillance” procedurein 1993/94, as did
Uruguay and the Federal Socialist Republic of Yugosavia in the
late 1980s. Ecuador had a staff-monitored program in 1995/96,
and the Philippines entered the post-program monitoring proce-
dure after itslast arrangement expired in 2000. In all these cases,
these procedures were applied to the country after along string of
IMF-supported programs. Of these countries, Bangladesh and the
Philippines are the only two which, to date, have not made further
UFR.

17 Selected Operational 1ssues Related with the Use of Fund
Resources” (EBS/91/108).

18The discussion in Annex 2 of the evolution of policies on the
use of concessional resources provides further illustration of this
point.



question of time frame lies at the heart of many of
the problems associated with prolonged use.

20. Second, although the Board did on various oc-
casions approve the elements of a strategy to reduce
prolonged use, this has not been systematically im-
plemented. A contributory factor here is the absence
of formal definition of prolonged use, although vari-
ous proposals have been made by IMF staff. In the
absence of a formal definition, there is ambiguity
about whether procedures prescribed to deal with
prolonged use need to be followed in particular
cases.

21. Finally, questions of financing have strongly
influenced the approach to prolonged use. Initially,
the limited availability of funding for the IMF's con-
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cessional facilities precluded any consideration of a
long-term involvement. Subsequently, the fact that
the level of aid flows was not always consistent with
the intended diminished reliance of SAF/ESAF
users on IMF lending implied that the IMF would
have to either remain involved until a sustainable ex-
ternal situation could be reached, no matter how
long it took; or leave the countries concerned mid-
way in this process, with a high probability of back-
dliding. Both options involved some departure from
the IMF's original mandate, and the choice taken—
to remain involved—while perhaps the only practi-
cal one under the circumstances, only deepened the
mismatch with the IMF's operational approach men-
tioned above.
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