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Soci al Di nensions of the M s Policy Dial ogue
Sunmmary

The IMFs mandate is to pronbte internationa
nonet ary cooperation, bal anced growth of interna-
tional trade, and a stable system of exchange
rates; fulfilling this mandate is the M s pri-
mary contribution to sustainable economc and
human devel opment. Since the second half of the
1970s, the inportance of social issues for sus-
t ai nabl e econoni ¢ and soci al devel opnent has be-
cone increasingly evident. This partly mrrors the
changi ng political and social situation in nenber
countries. The I M- s recognition of the social di-
nmension of structural adjustnment has led to
greater attention being paid to these issues in
the context of surveillance and program design, in
cl ose collaboration with other agencies that have
i nportant interests and responsibilities in the
soci al area

Soci al devel opnent requires a strategy of
hi gh-quality econonmic growth, nmacroeconom c sta-
bility, which generates |ow inflation, and prono-
tion of the agricultural sector, where nmany of the
poor work. A strategy of high-quality growth com
prises a conprehensi ve package of policies encom
passing four elenents: (i) nacroeconom c policies
aimed at a stable and sustai nabl e macroeconom c
environment; (ii) structural polices ained at a
mar ket - based environnment for trade and invest-
ment; (iii) sound social policies, including so-
cial safety nets to protect the poor during the
peri od of economc reform cost-effective basic
soci al expenditures, and enploynent-generating
| abor market policies; and (iv) good governance
t hrough accountable institutions and a transpar-
ent | egal franmework, and participatory devel op-
ment through active involvenent of all groups in
society. Such a strategy is key to poverty alle-
vi ati on, enploynent pronmotion, and social inte-



gration. While this is a conplex and difficult
agenda for individual governnents and for the in-
ternational community, the grow ng consensus on
these issues could make their attainment nore
likely than in the past.

Experience with adjustnment in many countries
has shown the high costs of delayed or disorderly
adjustnent; in particular, inflation and overval -
ued exchange rates hit the poor hardest, as their
i ncones are nomnally fixed or depend on export
agriculture. Experience with |M-supported ad-
justnment prograns has shown that attention to a
proper m x and phasing of policy instrunments is
essential to minim ze possible adverse effects on
the poor. Nevertheless, in nany cases, adverse ef-
fects still remain, and vul nerabl e groups need to
be protected through well-targeted social safety
nets, which, largely in collaboration with other
agenci es, have been incorporated in a growi ng num
ber of | M~ supported prograns. Furthernore, to en-
sure sustai nable per capita incone growth and re-
duce poverty, | M--supported programs have al so
i ncreasingly provided for an increase in the | evel
and quality of public expenditure in social ser-
vices, including primry education and health, as
well as for an inprovement of the poor’s access
to these services and adm nistrative capacities.

The I MF s technical assistance in the context
of surveillance and | M--supported prograns has
hel ped strengthen policy design and institutiona
capacity for inplenmenting economc and social
policies. In the fiscal area, technical assistance
has focused on the design of sustainable social
safety nets, inproved nanagenent of public expen-
diture (including social prograns), and effi-
ciency and greater equity of tax policy and ad-
m ni stration.

The IM- is collaborating closely with the
Worl d Bank and ot her UN agencies in the design,
i mpl ement ati on, and nonitoring of social poli-
cies. In the division of labor, I M- advice to mem



ber countries focuses on nacroeconom c i nmplica-
tions, cost-effectiveness, and financial viabil-
ity of social policy options.

The I MF is continuously seeking to inprove
policy advice and program design, based on past
experience. In the social area, there is in par-
ticular a need to hel p governnents to inprove the
integration of social aspects in their global pro-
grans, as well as the conposition of their expen-
ditures and revenues; they nust al so be encouraged
to better address structural weaknesses (i nclud-
ing the lack of financial institutions) in the
rural areas, where npst of the poor live; and im
prove nonitoring of social devel opnments.

In several of these areas, there is scope for
intensifying the M s col |l aboration with other
organi zations, particularly regardi ng advice on
the conposition of nenmbers’ public expenditure
(with the World Bank) and the nonitoring of so-
cial policies and social indicators (with the
Worl d Bank and UN agenci es).

Finally, through policy discussions and tech-
ni cal assistance, the I M- could contribute further
to i nproving governnents’ capacity to nmonitor so-
cial devel opnents and pursue transparent soci al
poli ci es.

Despite significant progress, social policy
i npl enent ati on has been constrai ned in nany coun-
tries by poor data and adm nistrative capacity,
weak political commitnment, vested interests, and
limted foreign assistance. Much remains to be
done—ncluding by the IMF in collaboration with
others—to i nprove the design and inpl enentation of
social policies and effectively alleviate poverty
and pronote enpl oynent.

I ntroduction
The work of the I M- has major inplications for

the three core issues of the World Sunmt on So-
ci al Devel opment (WSSD) —poverty alleviation, pro-



noti on of enploynent, and social integration. 1
The | M s policy advice to nmenber countries ains
at pronoting international npbnetary cooperation
trade, and exchange rate stability and enphasi zes
the i nmportance of sound econonic policies to fos-
ter sustainable growh and generate enpl oynent. As
econoni ¢ and soci al devel opnents are nutually re-
i nforcing, these policies are essential for re-
duci ng poverty and engendering social integration
in the mediumterm At the sane tine, the | M al so
recogni zes the inportance of sound social policies
ainmed directly at achieving social objectives.

Thi s panphl et focuses on only one aspect of
the IMs work, nanmely, its—sainly indirect and
limted—+ole in social policy advice. First, the
evolution of the M s involvenent in social is-
sues is traced. The | essons that can be drawn from
this experience, including the policy inmplica-
tions, are then dealt with. This is foll owed by
an el aboration of the social dinmensions of | M
policy advice to nmenber countries under its two
maj or activities: surveillance of econom c poli-
cies and financial support for adjustment pro-
grams. The next section discusses how the | MF s
techni cal assistance has addressed social con-
cerns, especially in the context of | M-supported
adj ust ment prograns. The I M- s coll aboration on
social issues with the Wrld Bank and UN agenci es
is then exam ned, and the panphl et concl udes by
| ayi ng out ways to further strengthen the I M’ s
contribution to social devel opnent.

| MF I nvol venent in Social |ssues

| M= invol verrent in social issues has to be seen
in the context of the | M s nandate. This mandat e,
as laid down in its Articles of Agreement, is
clear: (i) to pronote international nonetary co-
operation; (ii) to facilitate the expansion and
bal anced growth of international trade, and to
contribute thereby to the pronotion and mainte-



nance of high |levels of enploynent and real in-
conme; (iii) to pronpte exchange stability and to
mai ntain orderly exchange arrangenments anong nenmt
bers; (iv) to assist in the establishnent of a
multilateral paynents system and (v) to give con-
fidence to nenbers by providing tenporary finan-
cial resources to help them correct bal ance of
paynents disequilibria. Gven this essentially
macr oeconom ¢ mandate, the M s contribution to
soci al developnent is mainly indirect, and its
role in social policy advice is necessarily |im
ited. Nevertheless, the | M s involvenent in so-
cial issues has evol ved over tinme, draw ng not
only fromits own experience but also fromthat
of nenmber countries and of other agencies (see Box
1).
Box 1. Role of the IMF in the Wrld Econony
The | M—the world' s central international non-
etary institution—has the responsibility for car-
rying out effective surveillance over its nenbers’
exchange rate and macroeconom ¢ policies. Thus,
one of the IMF's key tasks is to help countries
pursue sound nacroecononic policies ained at sus-
tai ned econonic growh. It advises nenbers on eco-
nonm ¢ and financial policies and pronotes policy
coordination anong the major industrial coun-
tries.

The | MF al so provides tenporary bal ance of pay-
ments financing to nenbers to help themto cor-
rect their external paynents difficulties. Finan-
ci al assi stance has been provided to both
devel opi ng and industrial countries to carry out
econom ¢ reform and transformati on, such as the
re-establishnment of narket economies in the coun-
tries of Eastern Europe and the fornmer Sovi et
Uni on, and adj ustnent and structural change in the
econoni es of Africa, Asia, and Latin Anerica. In
provi di ng financial support, the | M pays atten-
tion to social aspects of econom c adjustnent. end
Box 1



During the 1950s and 1960s, when the | M- pro-
vi ded financial assistance mainly to industrial
countries, its policy advice focused prinmarily on
macroeconom c policies. Wth the shift to | endi ng
to devel oping countries since the 1970s and
econom es in transition since the |ate 1980s, much
greater attention has been given to the conple-
mentarity of macroeconom c policies and struc-
tural reforms and to the fornulati on of policies
in a nmediumtermcontext.2 Wth this broadeni ng of
focus, the interrel ationships between econonic
and soci al issues have al so increasingly been rec-
ogni zed. The experience has shown the need for
protecting vul nerabl e groups during the adjust-
ment period by constructing well-targeted soci al
safety nets and by safeguarding their access to
basic public services, such as prinmary health and
educati on. These neasures woul d al so serve to en-
hance the political sustainability of economc re-
forms.

The broader context for the M s policy ad-
vice has called for nuch closer collaboration than
in the past anong international agencies, with a
del i neation of responsibilities according to each
agency’s nandate and expertise. Much of the analy-
sis and policy and technical advice on social is-
sues i s undertaken by international agencies other
than the I M-, such as the World Bank, regional de-
vel opnment banks, the FAO, the ILO the UNDP, and
UNI CEF, as well as by bilateral donors and non-
governnent al organi zati ons. The issues are com
pl ex, and anal ysis and action are often hindered
by weaknesses of data and administrative struc-
tures; given the difficulties, it has been inpor-
tant that the various parties build not only on
their own experience but also on that of nenbers
and ot her agenci es.

Inits policy advice to menber countries, the
I MF is constrai ned not only by resource limta-
tions and its general focus on nacroeconomic poli-
cies but also, at tines, by nenber countries’ dif-
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ficulties in devel oping domestic political sup-
port for improving social spending policies and
their targeting. Notwithstanding the IMFs role in
advi si ng governnments on policy design, the choice
of social and econom c policies belongs ultimtely
to the nmenber.

The increasing involvenent of the | MF in so-
cial matters has been discussed by its Executive
Board on several occasions. In 1988, for exanple,
the Board stressed the need to assist nmenber coun-
tries to evaluate the inplications of | M--sup-
ported adjustnment prograns for inconme distribu-
tion and poverty, to strengthen the staff’s
under st andi ng of the channels through which ad-
justnment policies affect the poor, and to draw
nore extensively on the expertise of the World
Bank and UN institutions. At the same time, it
reaffirmed its decision not to establish condi-
tions on the use of | M resources related to in-
cone distribution. The joint Wrld Bank-I M- De-
vel opnent Committee, which also has discussed
soci al issues, has encouraged both the Wrld Bank
and the IMF to further intensify their efforts,
wor ki ng cl osely together, to help design and im
pl ement well-targeted nmeasures to mtigate the
costs of adjustnent.

Sust ai ned Economi ¢ and Soci al Devel opnment: The
| MF' s Perspective

Whi | e econoni c policies of individual coun-
tries can have diverse objectives, there are three
key points with—as experience has shown—parti cu-
| ar rel evance for social devel opnent.

Economic growth is required for sustainable
soci al devel opment. In the | ast few years, a
broader concept of high-quality growth has
ener ged, nanely, economc growh that brings |ast-
i ng enpl oynent gai ns and poverty reduction, pro-
vides greater equality of inconme through greater
equal ity of opportunity, including for wonen, and
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respects human freedom and protects the environ-
nent .

Controlling inflation can prevent or nmitigate
real inconme | osses, against which the poor are
| east protected since their incone is often fixed
in nomnal ternms and they tend to hold nuch of
their assets in the formof currency.

By pronoting the agriculture sector, which em
pl oys nost of the poor, nmany devel oping countries
can achieve a lasting reduction in poverty.

To achieve progress in these three areas, the
main pillars of econom ¢ policies include sound
macr oeconom ¢ and structural policies, with a
strong social policy conponent, and good gover-
nance and partici patory devel opnent.

Macr oeconom ¢ Policy. Sound nacroecononic
policies—fiscal, nonetary and credit, and ex-
change rate policies—are needed to secure finan-
cial stability and external viability with [ ow in-
flation. In the absence of these conditions, it is
difficult for a country to encourage productive
i nvestment or to pronmote the efficient use of
scarce resources, both of which are essential for
dur abl e grow h.

Structural Policy. Structural reforns are
often vital to pronbpte a narket-based environment
with an outward orientation. These include libera
and open systens of prices, exchange, trade, and
investnent; a fiscal systemthat enphasizes effi-
cient resource allocation and m nim zes adverse
effects on incentives; agricultural marketing
arrangenents that pronote conpetition; a finan-
cial systemthat is free of direct credit alloca-
tion and effectively channels financial savings to
productive investnent; and policies that take into
account their inpact on the environnent.

Soci al Policy. Soci al and supplenentary
structural policies are al so needed to strengthen
t he social dinmensions of econom c devel opnent.
These include | abor market policies ained at en-
suring high enploynent through conpetitive and
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flexi ble wages and at renoving other rigidities
whil e adhering to ILO principles; public expendi-
ture progranms ai ned at protecting and, when pos-
sible, increasing cost-effective prograns for
human devel opment and reduci ng poverty (such as
general ly accessi ble health, education, and so-
cial security programs); a tax systemthat ensures
a fair distribution of the tax burden; and well -
targeted social safety nets to nmitigate negative
effects of econonic reform on vul nerabl e groups.

Good Governance and Partici patory Devel opnent.
Ef fecti ve governance involves such diverse el e-
ments as publicly accountable institutions for
formul ati ng and executing the budget, efficient
tax admi ni stration and public expenditure manage-
ment, prudent banki ng supervision, a transparent
foreign trade and exchange regine, and a fair and
transparent | egal and regulatory franework.
Transparency and checks and bal ances, at both the
political and adm nistrative levels, can help
limt the influence of special vested interests.

There is a broad consensus anbng governments
and in the international community on the inpor-
tance of nobst of these elenments. But translating
theminto concrete policies and priorities in-
vol ves difficult choices concerning incone dis-
tribution, as well as present and future consunp-
tion and investnent. Consensus building often
i nvol ves disseninating information, explaining
policies to the general public, and, where appro-
priate, decentralizing the decision-mking and
i mpl ementation process. It is critical that key
pl ayers—especially people at the grass-roots
| evel -have a stake in econonic policynaking, and
that the social policies are conpatible with the
adm ni strative capacity.

Soci al Di nmensions of I M- Policy Advice

Policy Advice: Surveillance and Program Support

13



The | MF provi des policy advice to nenber coun-
tries primarily in the context of its “surveil-
| ance” of their economic policies and its finan-
cial support for their adjustnent programs. | M-
surveillance is rooted in its Articles of Agree-
nment and ains at pronpting international nonetary
cooperation, balanced growh of internationa
trade, and a stable system of exchange rates, as
well as regional and global coordination of
growt h-oriented policies. The objective of | M-
policy advice to nmenber countries is to contribute
to the pronotion and mai nt enance of high | evel s of
enpl oynent and real incone and to the devel opnment
of their productive resources. An inportant ele-
nment of this advice in the surveillance process is
to encourage the initiation of appropriate policy
measur es before serious nmacroecononi c i nbal ances
surface. In this way, surveillance hel ps to iden-
tify enmerging i ssues and probl ens of inportance to
member countries and the world community to fa-
cilitate an early policy response. 3

Whenever a country faces macroecononi c i nbal -
ances that arise fromlax financial policies or
external shocks and requests the | M- s financi al
support, the IMF" s policy advice ains at restor-
i ng domestic and external bal ance and price sta-
bility while renmoving structural rigidities,
t hereby paving the way for sustained econom c
growt h, gains in enmploynment, and reduction in
poverty in the mediumterm By catal yzing sub-
stantial amounts of external assistance in the
form of creditor/donor support and debt relief,
| MF- supported prograns help attract financing for
hi gher i nvestnment and donestic consunption, in-
cl udi ng consunption by the poor. Experience sug-
gests that failure to adjust to serious nacroeco-
nom c i nbal ances has high social costs in various
forms, including through inplicit loss in agri-
cultural incone, loss fromrising inflation, and
cuts in social expenditures. The rural poor suf-
fer when attenpts are made to repress inflation
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t hrough price controls on their agricultural out-
put, or when overval ued exchange rates depress
prices of export goods produced by them In addi-
tion, the poor are often left to buy consumer
goods at substantially higher prices on parallel
mar kets. Generalized consuner subsidies, osten-
sibly given to protect the poor, have been found
to be of greater benefit to the relatively bet-
ter-of f consunmers. High inflation often hurts the
poorest the nost, as their limted incone and fi -
nanci al saving are quickly eroded. And very high
inflation can result in a collapse of tax rev-
enues, thereby disrupting governnents’ ability to
provi de basic services and particularly hurting
t he poor. Weak economc policies also tend to re-
duce foreign financing fromboth official and pri-
vat e sources.

Social Policy Issues in Surveillance Activi-
ties

The I|MF s policy advice during Article IV con-
sultation discussions with individual countries
has gi ven consideration to social policy issues,
taking into account each country’s circunstances.
The maj or issues discussed with nmenber countries
have i ncluded unenpl oynent and vari ous types of
soci al expendi tures.

H gh | evel s of unenpl oynent have been an im
portant concern in nmany European countries, since
failure to reduce unenpl oynent to acceptable | ev-
els, nanely, conpatible with low inflation, en-
tails large econonmic and social costs. The | M- has
therefore advocated conprehensive |abor market
reforns to reduce the incidence of high unenpl oy-
ment, together with policies for better education
and training to inprove skills and productivity.
The | MF has al so enphasi zed that | abor market re-
forns have to be acconmpani ed by appropriate ad-
justnents to tax and expenditure policies in order
to address social concerns.
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In other areas of public expenditures, the I M-
has paid increasing attention to health and soci al
security spending, in particular in many indus-
trialized countries where such spendi ng has in-
creased rapidly. Wiile this increase can nainly be
expl ai ned by a pronounced trend toward popul ati on
agi ng and hi gher levels of service and unit costs,
it is often difficult to sustain. Consequently,
the | M- has explored with country authorities op-
tions for streanlining such expenditure and saf e-
guardi ng nediumterm sustainability (see, for ex-
anple, Box 2 on lItaly).

Box 2. lItaly: Reforming the Health Care System
Whereas the | evel of public health care ex-
penditures in lItaly is simlar to that of other
OECD countries, there has been a w despread per-
ception that the quality of public health care has
been declining as costs have increased. Further-
nmore, the weakness of Italy’'s fiscal position has
rai sed questions regarding the sustainability of
health care and other social security expenditures
(notably pensions).

In its discussions with the Italian authori-
ties, the | M has drawn attention to the inpor-
tance of controlling entitlenent spending, in-
cluding public health care. The | M= counsel ed t hat
reforns of health care spendi ng shoul d avoid un-
targeted across-the-board cuts and should aimfor
| ong-1 asting savings. The reform strategy shoul d
focus on increasing |local responsibility for ex-
pendi ture decisions, reinforcing the nanageri al
aut hority and financial accountability of |ocal
health adm nistrators, and giving patients a
greater degree of choice. While nmuch of the fi-
nanci al effects of the reformefforts undertaken
since 1992 will only materialize over the next
several years, the inproved quality of sonme of the
fiscal neasures—n terns of their nore pernmanent
i mpact and the planned structural refornms—were
wel conmed by the | M. end Box 2
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In sone devel opi ng econom es, the task is one
of expandi ng social security arrangenents in |ight
of rapid economic growth and increasing urbaniza-
tion, which underm ne traditional, fam |l y-based
security arrangenents. The | M- s policy discus-
sions in such countries have therefore focused on
econom cal ways to retain basic elenents of equity
in the new social security arrangenents within a
sust ai nabl e fiscal policy franework.

In the IMF s cross-country surveillance—ts
hal f-yearly World Econom ¢ Qutl ook exerci se—the
| M has drawn attention to a broad range of so-
cial policy issues, including, for exanple, unem
pl oynent and | abor market issues in industrial
countries, the econonic benefits of reducing un-
productive expenditures, institution building and
human capital investnent in devel opi ng countries,
and | abor market policies and social safety nets
in transition econonies. To a |l arge extent, these
i ssues reflect the concerns brought to the M s
attention in the context of the annual discussions
with nmenmber countries.

Soci al Policy Issues in Program Design
Policy M x

As noted above, achi evenent of nacroecononic
stability is a key objective of | M--supported pro-
grans. The m x of policies incorporated in a mem
ber’s programthat is supported by the I M- is de-
vel oped in close consultation anong the
authorities, the | M, andot her agenci es. Because
various ni xes and phasing of policies can be con-
sistent with macroecononi c objectives but have
different effects on the poor, prograns have in-
creasingly given attention to the issues of mx
and phasing of policy instrunments, with a viewto
m ni m zi ng possi bl e adverse effects on the poor.

Fiscal policy is a key avenue for dealing with
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soci al aspects of adjustnent. On the expenditure
side, the fiscal package often includes reducing
consuner and public enterprise subsidies, and non-
priority and wasteful expenditures. Phasing these
reductions over time has allowed consumers and
producers tinme to adjust. And reducing unproduc-
tive spendi ng has hel ped safeguard a certain |evel
of soci al spending. Moreover, certain el enents of
i ncones policy can be tailored to help the poor.
Protecting real incones of |ess-well-off groups
has been feasible, for exanple, when governnent
wage i ncreases could be differentiated according
to salary level, with higher wage increases for
| ow-sal ary groups and freezi ng of nonwage benefits
for high-salary groups. However, in many circum
stances, a conpression of wage scales may be con-
si dered undesirable, given the need for appropri-
ate incentives for highly qualified workers.
Furt hernore, prograns have allowed tenporary tax
reductions or maintenance of subsidies for basic
foodstuffs and medicines to protect vul nerable
groups (such as in several CFA franc countries).

Prograns have also typically included tax re-
forns ainmed at enlarging the revenue base, im
provi ng conpliance, and reducing distortions and
fraud stemmi ng from conpl ex and inefficient tax
systens. Besi des spreading the tax burden nore eq-
uitably across different income groups, these re-
forms have generated additional resources for gov-
ernments to support social prograns targeted to
t he poor during critical periods of econonic ad-
j ustnent.

Public sector reformis a further area where
social inplications could be addressed. In | M-
supported prograns, civil service reforns are di-
rected at inproving adm nistrative capacity and
cost-effectiveness, while public enterprise re-
structuring and privatization aimat exposing nman-
agenent to market principles, thus fostering con-
ditions for sustainable growth and job creation in
the mediumterm As these measures often inply

18



| ayof fs of public sector enployees, prograns have
attenpted within their nmacroeconom c constraints
to spread retrenchnent over time and to provide
severance pay while pronoting alternative job op-
portunities through a nore flexible | abor market,
as well as retraining schenes.

Exchange rate policy also bears directly on
soci al issues. In nmany devel oping countries where
external inbal ances and exchange rate overval ua-
tion made currency depreciation unavoi dabl e, pro-
grans have often enphasi zed the need for inprov-
ing the agricultural terns of trade (that is, the
rel ati onshi p between agricultural producer prices
and consuner prices), on which the livelihood of
rural popul ati ons depends. For instance, in nany
sub- Saharan African countries, the large majority
of the population and nore than 80 percent of the
poor live in rural areas. Their incones are to a
| arge extent based on agricultural exports and are
| argely spent on donestic goods. Therefore, nore
realistic exchange rates, if acconpani ed by tight
macr oeconom ¢ and i ncones policies, tend to im
prove real output, incone, and enploynent in rura
areas, laying the basis for poverty reduction.

To ensure that the potential benefits of cur-
rency depreciation reach a broad group of produc-
ers, prograns in |lowinconme countries have often
i ncor porated conprehensive reforns of the agri-
cultural sector. These reforns have ained at fur-
ther stinmulating agricultural production through
a reduction of inplicit and explicit export taxa-
tion; producer price increases; inproved access to
i nported inputs; and a liberalization of market-
i ng arrangenents, including the eventual elinina-
tion of state npnopolies in the purchase, trans-
portation, processing, and marketing of export
commodities. In several African countries, where
state marketing boards were tenporarily nain-
tained, agricultural policies included flexible
producer-pricing policies in line with world nar-
ket devel opnents (for exanple, in Ckote d Ivoire,
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Mal i, and Senegal). These policies, inter alia,
ai mred at reduci ng economic rents from nonopol i s-
tic marketing boards to the benefit of farners and
t he governnent.

Trade liberalization is widely inplenmented in
| M-- supported prograns. |In general, these nea-
sures entail the removal of trade distortions
stemmi ng from quotas, |icenses, excessive export
and inport tariffs, conplex admi nistrative proce-
dures, and foreign exchange rationing. Although
renpval of distortions should free the potenti al
for output and enploynent in the export sector,
the reallocation of resources induced by relative
price changes takes tine and is often acconpani ed
by enpl oynent | osses in previously protected sec-
tors. Wth a viewto mnimzing transitory ad-
justnent costs, and also to protecting fiscal rev-
enue, | M--supported prograns generally provide
for phasing the renpval of trade restrictions and
reduction of tariffs over a period of several
years.

Fi nanci al sector reformis another el enent of
| MF- supported progranms, which have also recently
enphasi zed inproving rural financial institu-
tions. To better channel rural savings to produc-
tive uses, programs have included neasures to re-
structure agricultural credit banks and, in sone
cases, set up new institutions with adequate ac-
cess for farnmers (for exanple, in Canbodia and in
Benin and other CFA franc countries). More gener-
ally, the increased access to formal credit at
mar ket - determned interest rates envisaged in
nost prograns has hel ped to reduce reliance on in-
formal credit narkets at higher interest rates.

Labor market policy is another inportant in-
strunment. In many countries, |abor market rigidi-
ties—and, in sone cases, high payroll taxation—
have led to high |I|abor <costs, which have
under m ned conpetitiveness and enpl oyment. Pro-
grans supported by the | M- have i ncorporated the
revision of |abor codes and restrictive practi ces,
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with a view to enhancing | abor nobility and em
pl oynent, in particular in the formal sector (in-
cluding in several CFA franc countries, the Kyr-
gyz Republic, and Nicaragua). In Ckote d lvoire,
| abor policies sought to reverse the steady de-
cline in private sector enploynent since the 1980s
t hrough a revision of collective bargaining pro-
cedures, so that |abor contracts reflect branch-
and firmspecific circunstances. In Senegal and
other countries, progranms incorporated the elim-
nati on of state-run | abor placenent and hiring
nmonopol i es, which had often curtail ed enpl oynment.
The m x and phasing of policy instrunments have
hel ped i nsul ate the poor agai nst possi bl e adverse
effects of reform Nevertheless, in many cases,
such effects were unavoi dabl e, and there was a
need for targeted social safety net neasures.

Short-Term Social Effects and Social Safety Nets

In the short term reformpolicies can affect
certain poor groups in several ways. Renoval of
general i zed price subsidies on basic necessities
or exchange rate deval uation can cause real in-
cones of donestic consuners, including the poor
to decline in the short term A reduction in bud-
getary subsidies to state-owned enterprises and
their restructuring, a lowering of protection fol -
lowi ng trade |iberalization, and a downsi zi ng of
the governnent may result in job | osses. Conse-
quently, | M-supported prograns have sought to in-
clude social safety net neasures to nmitigate an-
ticipated adverse short-term ef fects on
vul nerabl e popul ati on groups. In this area, the
| M/ s policy advice has focused on the cost-ef-
fectiveness and financial viability of social pol-
icy options.

In practice, it has been difficult, especially
in poorer countries, to identify and target the
nost vul nerabl e groups affected by adjustnment nea-
sures because of a | ack of household data. Inte-
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gration of social safety nets into prograns is
al so constrai ned by weak adm nistration, particu-
larly at local levels, inadequate political sup-
port, shortfalls in expected external financing,
and the absence of adequate social protection in-
strunents. Notwi thstanding these difficulties,
ref orm prograns have increasingly provided for a
range of social safety net instruments, depending
on a country’s mx of reform policies, existing
institutions, adninistrative capacity, the conpo-
sition of target groups, and avail abl e financing.
Soci al safety net neasures have conprised targeted
subsi di es, cash conpensation in lieu of subsidies,
i nproved distribution of essentials such as nedi -
cines, tenporary price controls for essential com
nodi ti es, severance pay and retraining for re-
trenched public sector enployees, enploynent
t hrough public works, and adaptati on of pernmanent
soci al security arrangenents to protect the poor-
est. Targeted subsi di es and cash conpensati on have
all owed refornm ng countries to shield the con-
sunption of basic food items by the vul nerable
groups in the face of rising prices, and at the
sane tine have pernitted a strengthened budgetary
position (for exanple, in Mdyzanmbi que and Zanbi a;
al so, see Boxes 3 and 4 on Jordan and the Kyrgyz
Republic, respectively).

Box 3. Jordan: Subsidy Targeting Through a
Coupon Schene
Under the | M--supported program fiscal ad-
justnment has entailed, inter alia, enhancing the
efficiency of expenditures through a better tar-
geting of generalized consuner subsidies for basic
food itens. The subsidy for selected food itens
was retained, but targeting was inproved through
a food coupon schene. This schenme, introduced in
Sept enber 1990, all owed coupon recipients to pur-
chase fixed quantities of subsidized sugar, rice,
and powdered nmilk, equal to quantities consuned,
on average, by the poorest 10 percent of the pop-
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ul ati on. Consuners were all owed to purchase addi -
tional quantities at higher liberalized prices but
were no | onger able to buy unlimted subsidized
quantities. The budgetary subsidy costs declined
from 3.4 percent of GDP in 1990 to 1 percent of
GDP in 1994, while the real consunmption of the
poor was shielded. A large decline in world nar-
ket prices of grains also contributed to the fall
i n budgetary costs. However, the generalized sub-
sidy on wheat, and therefore bread, was nmain-
tai ned. end Box 3

Box 4. The Kyrgyz Republic: Replacing General -
i zed Subsi dies with Cash Conpensati on

Before initiation of the | M- supported program
in May 1993, untargeted consunmer subsidi es and
cash benefits to househol ds constituted a signif-
i cant burden on the budget. As part of the objec-
tive to reduce the fiscal deficit, the Government
devel oped a schedul e for phased increases in bread
prices and replaced the consuner subsidy for bread
with targeted cash transfers to pensi oners and
famlies with three or nore children under the age
of 16.

Until 1992, all famlies with children were
eligible for child all owances irrespective of in-
cone. Means testing for determi ning child al-
| owance eligibility was introduced in January
1993. I n 1994, outlays on cash benefits were pro-
jected to decline, reflecting mainly reduced ben-
efits to the better-off. Under the 1995 budget, a
single, better-targeted cash benefit is to repl ace
the current system of support.end Box 4

Di fferent options have been adopted in dif-
ferent countries. One option has been to limt the
amount of subsidized commdities to the quantity
consuned by the | owest incone group; another has
been to provide full or partial cash conpensation
in lieu of the subsidy to selected popul ati on
groups. The conposition of wvul nerable groups has
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been an inportant consideration in targeting sub-
sidies or cash conpensation (for instance, fani -
lies with three or nore children and pensioners in
the Kyrgyz Republic). Social safety nets have in-
cl uded severance paynments to workers who | ost jobs
as a consequence of public sector downsi zi ng,
trade policy refornms, and public enterprise re-
forms (see Boxes 5 and 6 on CGhana and Sri Lanka,
respectively). In nany instances, severance pay-
ments have been conbined with the retraining of
unenpl oyed workers and initiation of targeted pub-
lic works prograns to provide incone support to
j obl ess i ndi vi dual s.

Box 5. Ghana: Severance Paynments to Retrenched
VWor ker s

During 1983-91, Ghana pursued a conprehensive
program of econom ¢ and structural refornms sup-
ported by the M. One aimof this program was
to renpbve structural weaknesses in the budget by
rationalizing civil service enploynent. Conse-
quently, between 1987 and 1991, the size of the
civil service was reduced by 10 percent, or 32,000
posi tions.

To alleviate the inpact of incone | oss on re-
trenched civil servants and their dependents, this
program included (i) severance paynents to de-
parting workers of two nonths of salary for every
year of service; (ii) enploynment counseling, re-
training, and courses in entrepreneurial devel op-
ment; (iii) credit facilities; and (iv) food-for-
work programs for those unable to secure
alternative enploynent opportunities. The take-up
rate for (ii) and (iii) was lowin the initial
years. Recent evidence indicates that retrenched
wor kers invested a | arge proportion of their sev-
erance paynents, thereby contributing to the es-
tabl i shnent of small busi nesses and farns. How
ever, because of severance paynents and the need
to raise wages for skilled civil servants, the net
budgetary savings fromthe civil service reform
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have been negligible in the short term Neverthe-
| ess, budgetary savings are anticipated in the
mediumtermw th concomtant inprovenent in gov-
ernnment efficiency.end Box 5

Box 6. Sri Lanka: Rationalization of Poverty Al-
| eviation Prograns and Civil Service Reform

The successive progranms supported by the | MF
and the world Bank during 1989-94 were ai med,
inter alia, at restructuring governnent expendi -
tures through a rationalization of poverty alle-
viation prograns and civil service reform

The main poverty alleviation prograns in Sri
Lanka are the JanaSaviya, the Mdday Meal, and the
Food Stanp Programs. These prograns were poorly
targeted, and they cost some 3 percent of GDP in
1989. After reform and w thout reducing assis-
tance to the vul nerabl e, governnent expenditures
on these three prograns were projected to decline
to 1.9 percent of GDP in 1994.

The JanaSavi ya Program which was introduced
in 1989, ains at assisting near-subsistence house-
hol ds in establishing a pernmanent earni ng poten-
tial. Since 1990, the Governnent has sought to im
prove the targeting for this program for exanpl e,
t hrough community screeni ng, inspections, comu-
nity neetings, and a check of ownership, such as
of consuner durables, and through participation in
productive activities, such as public works pro-
grans and sel f-enpl oyment projects.

The M dday Meal Program was al so established
in 1989 with the objective of inproving nutrition
anong children and increasing the returns to edu-
cation. The program covered the entire popul ation
until 1994 when the programwas to be restricted
nmostly to food stanp program recipients wth
school -age children and to those who appli ed.

The Food Stanp Program was introduced in 1979
to inprove the nutrition of poor households. Since
then, it has been restructured twice in order to
renmove ineligible households and add newy eli-
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gi bl e househol ds, and to use the savings to raise
t he nom nal benefits, which were being eroded by
i nflation.

The civil service reformof 1990-91 led to an
enpl oynent reduction of about 44,000 enpl oyees, or
13 percent of the total civil service. The re-
structuring effort in the civil service is con-
ti nui ng—al t hough with m xed results—and i ncl uded
the planned elinnation in 1994 of 60,000 vacant
positions. The departing civil servants received
generous severance paynents from the Govern-
ment . end Box 6

Exi sting pernmanent social security arrange-
ments (such as pensions and unenpl oyment i nsur-
ance) have been adapted to shield two groups usu-
ally considered vul nerabl e: the pensioners and the
unenpl oyed. The adaptation has neant a tightening
of eligibility and restructuring of pensions and
unenpl oynent benefits to ensure that the average
benefit is not only fiscally sustainable but also
fair and adequate (for exanple, in Latvia). | M-
supported prograns have al so sought to inprove the
cost-effectiveness of existing poverty allevia-
tion prograns (see Box 6 on Sri Lanka).

The available financing is critical in the ac-
tual coverage of social safety nets and in the
choi ce of instrunents used to shield the vul nera-
ble. In this context, |M--supported prograns have
emphasi zed the i nportance of reducing or elim-
nati ng unproductive expenditures to generate fi-
nanci ng for safety nets and other social expendi -
tures. In sone |lowincone countries, tenporary
financing for safety nets from external donors has
al so been hel pful and has been included in the ex-
ternal financing assurances that the |IM has
hel ped countries obtain. In such instances, the
target for the fiscal deficit is set so as to en-
sure that the pattern of fiscal adjustnent in the
nmediumtermis consistent with a sustainable |eve
of external debt.
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Longer - Term Soci al Policy Measures

Whil e social safety net neasures help allevi-
at e possi bl e adverse effects during the adjustnent
period, long-term poverty reduction is best
achi eved by sustai ned and broad-based econom c
grow h, coupled with inprovenents in the | evel and
qual ity of governnent spending on social services.
Consequently, the IM—n collaboration with the
Worl d Bank and other institutions—has paid in-
creasing attention to the conposition of public
expendi ture and the need for inproving the effi-
ciency of different expenditure prograns to gen-
erate savings for well-targeted social spending.
Wi | e significant progress has been achi eved, nore
needs to be done in this area.

In recent years, | M--supported programs in
| ow-i ncome countries have increasingly sought to
achi eve significant real growth in social expen-
ditures, including primry education and health,
since such expenditures often were cut by the au-
thorities in the past when budgets canme under
pressure (see Boxes 7, 8, and 9 on the CFA franc
zone, Peru, and Uganda, respectively). |In other
cases, prograns have sought to protect social sec-
tors fromthe deep expenditure cuts that were nade
el sewhere and to inprove the cost-effectiveness of
soci al prograns.

Box 7. CFA Franc Zone: Pronoting Economic Growh
and Shi el di ng the Poor Through Appropriate Program
Desi gn

After the deval uation of January 12, 1994,
each of the 14 CFA franc countries initiated ad-
justnment prograns supported by the | MF and the
Worl d Bank. These programs aimat striking an ap-
propri ate bal ance between fiscal adjustnent, fi-
nanci ng, and structural reform but special nea-
sures were al so incorporated to protect the poor
agai nst possi bly adverse effects from adj ust nent,
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i ncl udi ng reduction of producer subsidies and pub-
lic sector retrenchnent. At the sanme time, sub-
stanti al i ncreases in agricultural producer
pri ces—for exanple, of cocoa, coffee, and cotton—
facilitated by the exchange rate deval uati on ben-
efited the majority of the poor living in rural
ar eas.

All prograns aimat limting price increases—
t hrough tenporary subsidies and tax or tariff re-
ducti ons—for goods essential to the poor, in par-
ticular rice, sugar, flour, kerosene, and generic
drugs. Moreover, shortly after the deval uati on,
nost countries inposed selected price controls to
avoid panic and excessive profit nmargins on
stocks. As inflationary pressures abated in the
first half year after the deval uation, nost of
these controls were renoved. In the nmeantine, m n-
i mum wages and sal ari es of | owincone public sec-
tor workers have been increased, with a viewto
partially conpensating i ncone earners for deval u-
ation-induced price increases (for example, in
Bur ki na Faso and C\kote d' lvoire).

In addition, many prograns include severance
payments under voluntary departure schenes. More-
over, budgetary allocations provide for socia
funds ai med at creating enploynent through public
wor ks, such as in Burkina Faso, Caneroon, C\ kote
d' lvoire, Gabon, and Togo; public housing, such as
in Benin; and the pronotion of small businesses,
such as in Benin, Caneroon, and Niger. Finally,
all programs envisage increased real expenditures
for primary health and education, in sone cases
with quantified targets—for exanple, in Caneroon
Mal i, Niger, and Senegal —and in others through
ear mar ked donor financing, such as in Benin. end
box 7

Box 8. Uganda: Peace Dividend in a Stable Macro-
economi ¢ Envi ronnment

After alnost a decade of war and civil strife,

Uganda found its infrastructure devastated, agri-
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cultural lands wi dely abandoned, public services
paralyzed, and its popul ation |l argely inpover-
ished. Real CGDP fell by 8 percent between 1983 and
1986, external financing declined, and inflation
rates were very high. A series of | M-supported
adj ustnent prograns starting in 1987 restored eco-
nomc stability and reduced inflation to single-
digit levels in 1993. Since the onset of the re-
formin 1987, econonmic growh has averaged over 5
percent per annum

The adj ustnment strategy al so focused on struc-
tural reform For exanple, the liberalization of
the foreign trade and exchange system and narket -
ing of coffee and tea fostered an expansi on of
agricultural value added by nore than 23 percent
since the onset of reforns, largely to the bene-
fit of the rural poor. Most farnmers directly re-
ceive the fruits of cultivation, as there is lit-
tl e wage | abor, and small hol der production is
preval ent.

The Governnent’s fiscal adjustnent has focused
on improving expenditure conposition. Mre than
40, 000 ghost workers have been elim nated from
public payrolls, while public sector reorganiza-
tion, conbined with a system of nmainly donor-fi-
nanced severance paynents, allowed the retrench-
ment of nore than 66,000 tenporary public
enmpl oyees and 14,000 civil servants. Moreover,
more than 23,000 sol di ers have been reintegrated
into civilian life through the provision of a sup-
port package including a six-nmonth subsistence al -
| owance, construction materials and agricul tural
i nputs, |abor-intensive public works, and train-
ing progranms. This has helped to hal ve the share
of mlitary expenditure in GDP during 1990-93 (to
1.9 percent of GDP). The peace dividend, in com
bi nation with the efficiency gains from public
sector reorgani zation, has set free resources to
ef fectively double the share of health expenditure
and noderately increase the share of education in
current governnent expenditure during the reform
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period, with further increases envisaged under the
current | M~ supported program end box 8

Box 9. Peru: Securing Macroeconomic Stability to
I ncrease Pro-Poor Spending

As part of its efforts to stabilize and |ib-
eralize the econony, Peru entered into a series of
prograns supported by the | M and the World Bank.
The prograns have been successful in reducing an-
nual inflation to 16 percent by end-1994 from an
annual average of 3,800 percent during 1988-90,
and economc growth of 11 percent was estimated
for 1994.

Fi scal policy has been a focus of these pro-
grans, with inportant consequences for the soci al
sector of Peru. Hyperinflation had led to the vir-
tual coll apse of revenues and, consequently, rea
wages of civil servants and other critical public
expendi tures had declined dranatically. Thus, one
of the cornerstones of the programwas to increase
tax yield. As a result, current revenues have
clinbed from7 percent of GDP in 1989 to a pro-
jected 12 percent in 1994. This has allowed a
gradual recovery in social and other expenditures,
and has stopped the erosion of public sector
wages, which had contributed to a sharp deterio-
ration in the quality of public services.

The Governnent al so stepped up its efforts to
conbat poverty. A social investnent fund, FON
CODES, was established in 1991 to finance conmu-
nity-based projects and i nprove the access of the
poor to social services and infrastructure. A
basi ¢ social program was | aunched in 1994 to co-
ordinate efforts in five priority areas (educa-
tion, health services, nutrition, justice, and em
pl oyment gener ati on). Soci al spendi ng was
i ncreased, partly through the use of proceeds from
the privatization of public enterprises. The ef-
fectiveness of social spending is also being im
proved, including through enhanced budgetary and
expenditure managenent, and better targeting
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mechani sns. end box 9

Prograns have al so ai med at enhancing the
poor’s access to these services. Measures incor-
porated in adjustnment prograns supported by the
Worl d Bank and the | M- have included increasing
t he nunber of school teachers and health person-
nel ; redeploying staff fromurban to rural insti-
tutions; increasing access of wonen to health, ed-
ucation, and popul ati on- pl anni ng servi ces;
enhancing the availability of teaching materials
t hrough t ext book-I1endi ng schenes; and i nproving
the supply of nedicines through denonopolization
and other regulatory reform Infrastructure pro-
grans have in several cases enphasized inmproved
transportati on and access to nmarkets for the poor
and the provision of irrigation facilities to
smal | | andhol ders (including in Clkote d'Ivoire,
Mal i, and Canbodi a).

In addition, social policies in sone cases
have sought a better targeting of the nost wvul-
nerabl e by shifting resources away from university
educati on or advanced medi cal care, accessible
only to privileged groups, to primary educati on
and health care (such as in Burkina Faso, Canbo-
di a, Honduras, Janmica, Lesotho, Mili, and Sene-
gal). I n some cases, resources have been made
avail able to sustain the public provision of ser-
vices by introducing appropriate user fees, which
al so induced their efficient use. Reorganization
of mnistries and decentralization of adm nistra-
tive responsibilities to i mTechni cal Assistance-
prove targeting has appeared frequently in | M-
supported programs (for exanple, in Burkina Faso,
Chana, and Guyana). Wth World Bank support, many
progranms have included adm nistrative reforns to
facilitate nonitoring of social expenditures and
services, as well as their inpact on key soci al
i ndi cators. In many cases, however, the cost-ef-
fectiveness, targeting, and nonitoring need fur-
t her strengthening.
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Techni cal Assi stanceTechni cal Assi st ance

Since the M s inception, an inportant aspect
of its relationship with nenber countries has been
the provision of techni cal assi stance to
strengthen their econom c and financial nmanage-
ment. The focus of technical assistance has been
on areas in which the | M- has a conparative ad-
vant age—public finance, central banking, exchange
systens, and econonic and financial statistics.
Assi stance has al so extended to capacity buil ding
by devel opi ng and strengthening institutions and
training local officials in new work practices,
such as conputerization of tax admnistration, im
proved systens for nonitoring budgetary policies,
conpilation of statistics for economc policy, and
new nonetary policy instrunents. |In recent years,
i ncreasing efforts have been nmade to integrate
technical assistance in program design, and
t hrough nmediumterm planning the | M- seeks to nake
this assistance available to nenmber countries in
a tinely manner.

In the fiscal area, technical assistance has
been provided principally in the areas of tax pol-
icy and adm ni stration, public expenditure man-
agenent, and the design of social safety nets.
Techni cal assistance in social safety nets has
usual |y been provided in connection with | M-sup-
ported adjustnent prograns to integrate fiscally
sust ai nabl e social safety nets into those prograns
to counter adverse short-termeffects of certain
adj ust ment nmeasures on the poor.

Techni cal assi stance has been provided to sev-
eral transition economes experiencing |arge
changes in prices and enpl oynent (such as Arnenia,
Kazakhst an, the Kyrgyz Republic, Ml dova, and the
Russi an Federation) to inprove the targeting of
subsidies and to restructure pensions, unenpl oy-
ment conpensation, and other social benefits. In
the Lao People’s Denocratic Republic, the author-
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ities were advised on social safety net options in
t he context of public sectorretrenchnent, and, in
Romani a, the objective was to devise appropriate
means of mitigating the short-terminpact of the
deval uation on specific population groups and to
provi de for the contingency of higher outlays on
unenpl oynent benefits. The scope of assistance has
been extended to enconpass the strengthening of
the delivery of poverty alleviation progranms, in-
cl udi ng enhanced managenent of social expendi-
tures (such as in Peru). Advice has al so been pro-
vided on enhancing the cost-effectiveness of
soci al expenditures (such as in Algeria and the
f ormer Yugosl av Republic of Macedoni a) and soci al
security systens, while ensuring that the latter’s
role in redistributing incones toward the poor is
mai ntai ned (including in Brazil and Thail and).

To help inprove the effectiveness of public
projects and prograns, including social prograns,
the | MF has provided extensive technical assis-
tance on public expenditure nmanagenent to both de-
vel opi ng and transition econom es (including Al -
bani a, The Ganbi a, Hungary, Lebanon, Ml awi, the
Russi an Feder ation, Turknenistan, and Ukraine).
In the case of CGuatenala and Peru, the assistance
was provided explicitly within the context of the
design of a nediumterm poverty reduction strat-
egy. The assistance has sought to establish in-
stitutions and procedures to nonitor, control, and
eval uate public expenditures. This should in-
crease transparency and accountability in deci-
sion making, inprove the cost-effectiveness and
targeting of social and other spending, and
strengthen the conduct of macroeconom ¢ nanage-
ment .

In the area of tax policy and adni nistrati on,
advi ce has focused on reform of the tax system
specific taxes (such as value-added taxes or
gl obal incone taxes), tax rate structures, and im
proved col |l ection procedures. |nprovenents in tax
adm ni strati on have been stressed because they
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pronote conpliance and enforcenent and hel p dis-
tribute the tax burden nore equitably.

Central banking assi stance has been provi ded
on new currency issue and reform foreign exchange
managenent and operations, the devel opnent of a
noney mar ket and paynents and settl enent system
and banki ng regul ati on and supervision. |nprove-
nments of institutional capacity have assisted mem
ber countries in conducting macroeconom ¢ poli-
cies for sustained noninflationary economc
growt h. These inprovenents have also led to a
deepeni ng of finan-Collaboration with O her In-
stitutionscial nmarkets, thereby increasing access
to credit for different groups in society.

Advi ce on inproving nmacroecononi c statistics
is given with the aimof facilitating economc
anal ysis, policy fornulation and nonitoring, and
i nternational conparisons. The i ndependence and
integrity of official statistics and their w de
di ssem nation are essential for the functioning of
a nmar ket econony and the pronotion of good gover-
nance.

Col I aboration with Qther Institutions in Program
Desi gn and Mbnitoring

G ven the |MF's mandate and own limted re-
sources, the IM- draws in program desi gn and non-
itoring on the expertise of other institutions,
i ncluding the Wrld Bank, the UNDP, the ILO, other
UN agenci es, and regional devel opnent banks. The
| MF assists nmenber countries in integrating social
policies in the macroeconom c franework devel oped
in close collaboration with these institutions, so
as to ensure that they are consistent with sus-
t ai nabl e macroeconom ¢ policies over the nedium
term

Traditionally, collaboration has been partic-
ularly close between the Wrld Bank and the | M.
In the social area, the I M- s conparative advan-
tage is to advise nenber governnents on the nacro-
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econoni ¢ and budgetary inplications of policy op-
tions, in particular the financial viability of
such options. The World Bank advice centers on
| ong-term poverty reducti on and broad-based hunan
resource devel opnent, in particular, through im
proving the level of, and access to, basic social
services, admnistrative capacities, and the
cost-effecti veness of social expenditure, includ-
ing social safety nets. | M--supported structura
adj ustnent prograns rely largely on Wrld Bank ex-
pertise with regard to human resource devel opnent,
public sector reform and design of social safety
nets and social security arrangenents.

Social policy inplenentation is nonitored
mai nly by the World Bank. Except in the sel ected
cases where the | M- has provided its own techni -
cal advice, the IM- staff concentrates on macro-
econom ¢ and budgetary devel opnents, including
soci al spendi ng devel opnents. In tandem the World
Bank nonitors social policy and project inplenen-
tation, often by neans of on-site inspections and
soci al indicators.

In the case of |lowincone countries, collabo-
rati on between the M- and the Wrld Bank is for-
malized in the policy framework papers (PFPs),
whi ch set out macroeconom ¢ and structural ad-
justnment policies of countries in a nmediumterm
framewor k. They are prepared by the governnents
borrowing fromthe | M- under the ESAF and in cer-
tain other cases, and fromthe Wrld Bank under
Structural Adjustnent Credits in collaboration
with the World Bank and | MF staffs. All recent
PFPs exami ne the social inpact of the adjustnent
program and often al so descri be human resource de-
vel opnents. Through their distribution to the
participants of Consultative G oup neetings, PFPs
facilitate consistency in policy advice and fi -
nancing with other bilateral and nultilateral
donors on all aspects of structural adjustnent
policies, including the social inpact.

Col I aboration with UN agenci es and ot her in-
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stitutions involved in social policies is an on-
goi ng process. The Managing Director of the | M-
participates in neetings of the UN s Adm nistra-
tive Council Conmmttee, and the IMF staff regu-
larly comments on reports prepared by UN agencies
and benefits fromaccess to the data bases of sev-
eral UN agencies. The contribution and support of
UN agenci es and other institutions have been very
important in helping the IMF in its approach to
t he social dinmensions of structural adjustnent,
poverty reduction, and social safety nets. In ad-
dition, there have been close interagency staff
contacts on several specific countries, including
with the 1LO and the UNDP. Cl ose coll aboration
with UN agencies is particularly essential in
countries that are in, or in the period imedi-
ately follow ng, donestic or international con-
flict, when fully functioning governnents m ght
not yet be in place and destruction of social and
other infrastructure has taken place.

Whil e col | aboration with other agencies has
been fruitful in the past, there is still a need
for further inproving coordination of technical
advi ce on the design of social safety neasures in
t he context of adjustnent operations, since such
assi stance has not always been avail able on a
timely basis. Gven the IMFs |imted resources,
it is highly dependent on the responsiveness of
other institutions in ternms of both technical and
financial assistance for social prograns.

| nproving the | M s Contribution

Agai nst the background of the | MF s mandate
and in the context of a country’s overall nmacro-
econom ¢ franework, the | MF al so advi ses on soci al
i ssues, while fully recognizing that such issues
lie basically in each nmenber governnent’s donai n.
The IMF is continuously making efforts to | earn
fromits and others’ experience, with the ai m of
inproving its policy advice. At present, the staff
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is exam ning the pace of recovery of investnent
and output follow ng the adoption of structural
adj ust nent prograns as the npbst effective way to
raise per capita incone growh in nmany devel opi ng
countries, notably in sub-Saharan Africa. The ex-
peri ence suggests that greater attention needs to
be given to the inpact of fiscal policy on growh
in a nmediumtermcontext, as well as to the analy-
sis of distributional inplications of expenditure
and revenue. There is also scope for inproving
further the experience with incorporating soci al
aspects in general program design, including the
design of key policy instrunents, such as pricing
policies and tax and tariff systens. This also in-
vol ves deepeni ng the understandi ng of the con-
straints on policy inplenentation and their im
plications for inproving the design of social
polici es.

The conposition of governnent expenditure re-
flects social priorities. The IM-F staff is in the
process of intensifying collaboration with the
Worl d Bank on public expenditure, with a viewto
inproving its policy advice to nenber governnents.
Menber governnents review their own public expen-
diture policies as part of their sovereign deci-
sion making on social priorities. The advice from
the | M= (and ot her organi zati ons) can neverthel ess
be a technical input to governnents seeking to im
prove the basis for establishing and addressi ng
such priorities.

Through policy discussions and technical as-
sistance, the IMF contributes to inproving trans-
parency in governnents’ decision making and their
capacity to nonitor social devel opnents. The | M-
staff seeks to report on social indicators in
country reports and also to increase transparency
and accountability in budgetary expenditure, in-
cl udi ng spendi ng on social services and the poor’s
access to these services.

| mprovenent of nonitoring of social policies
and social indicators in the context of | M- sup-
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ported prograns is being pursued as central to the
achi evenent of sustainable high-quality growth.
I mproving coll aboration with the World Bank, UN
agencies, and others, with the objective that each
institution focus on areas of conparative advan-
tage, is the best way to achi eve—i t hout duplica-
tion of work—a better foll owup on the inplenmen-
tation of social policies in prograns.

Since in lowincone countries the great ma-
jority of the poor live in the rural areas, pol-
icy reforns that address structural weaknesses in
these areas need nobre enphasis. One area where
there is scope for nmajor inprovenents is devel op-
ing widely accessible financial institutions and
savings and lending instrunents in the rural
areas, in close collaboration with the Wrld Bank
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1 Social integration—as defined in UN documents
for the Social Sunmt—eoncerns the ability of dif-
ferent groups in society to live together in pro-
ductive and cooperative harnony and to acconmodat e
differences within a framework of comon interest
to the benefit of all. Social integration inplies
justice for the individual and harnony anong dif-
ferent social groups and countries. It neans in-
tegration of disadvantaged and vul nerabl e groups
by making all institutions of society nore acces-
sible to them

2 The | M- created new facilities that enphasized
structural refornms set in a nmediumterm context:
the extended Fund facility in 1974, and two con-
cessional lending facilities—the structural ad-
justnent facility (SAF) in 1986, and the enhanced
structural adjustnent facility (ESAF) in 1987—%or
the benefit of |ow-incone countries. The latter
facility was extended and enlarged in 1993.

3 The I MF carries out its surveillance role
mai nly through the regular Article IV consultation
di scussions with all nenber countries. | M sur-
veill ance over the exchange rate policies of nem
bers includes anal yses of all policies affecting
exchange rates and is based on principles for the
gui dance of nenbers’ exchange rate policies that
respect the donestic social and political policies
of menbers (The IMF's Articles of Agreenment, Ar-
ticle IV, Section 3(b)).
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