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ABSTRACT

Actually in some cases the IMF has a little positive effects on developing economics while has a vast bad
effect on all developing economics. The main purpose of the study is to examine the impact of IMF on
developing countries. The globalization of the world economy gives rise to large global inequalities. The
inequalities are responsible for increasing absolute poverty and starvation. Low income countries are
suffering from financial crisis to reduce its absolute poverty and starvation. So they have to depend on IMF
and various financial institutions. But the IMF policies are heavily criticized and unhelpful. The IMF
sometimes led to increased dependency of developing countries upon developed countries. The social
sectors of developing countries such as health and education sectors are most affected by these policies. So

these policies increase poverty and underdevelopment of developing world.
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INTRODUCTION:

The IMF, the World Bank and the World Trade
Organization are main actors in the international
political economy. The IMF and World Bank were
created after 2" World War to assist the world
economy for reconstruction and international co-
operation in managing financial crisis. A significant
role has been played by the International Monitory
Fund (IMF) to construct the world economy, when
the World War II was about to finish. The Inter-
national Monetary Fund has emerged under in-
creased scrutiny and attack, with some of the most
intense criticisms aiming on the link between its pro-
grams and reduced economic growth in borrower
countries (Dreher, 2006). From 1986 the IMF Stru-
ctural Adjustment Facility Program has been focused
on criticism. IMF’s program and policy effectiveness
has a lot of evaluation studies. The IMF provided
financial assistance for many developing, developed
and under developed countries.
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Developing countries, here and many other liter-
atures in economics are those countries characterized
by low levels of living standards and other deve-
lopment drawbacks. They are always found in Asia,
Africa, Middle East, Latin America, Eastern Europe
and the former Soviet Union (Muhumed and Gaas,
2016). But the economic effects of IMF assistance
have a lot of controversial debate. The findings of
this debate are disappointing.

The conditions that IMF imposes on financial aid to
poor countries are unnecessary. The possible nega-
tive effects that literature highlights are Moral
Hazard problem and Dutch Disease. The IMF finan-
cial assistance and insurance are similar in nature.
By taking this assistance the countries engage in
conditional and unsound policies.

Literature review

In 1980, the Overseas Development Institute (ODI)
conducted a research that states the criticisms of
IMF. This report also supports the analysis which is
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considered as a pillar of what activist Titus Ale-
xander calls global apartheid. In 2006, Action Aid
policy analyst Akanksha Marphatia stated that any
possibility of meeting the Millennium Development
Goals (MDGs) in Africa was undermined due to the
policy restriction imposed by IMF. The former Rom-
anian Prime Minister Calin Popescu-Tariceanu
claimed in his interview (2008-05-19) that ‘since
2005, IMF is constantly making mistakes when it
appreciates the country’s economic performances’.
Raghuram Rajan, the former chief economist of IMF
and former governor of Reserve Bank of India
(RBI), predicted financial crisis of 2007-08 as well
as he criticized IMF’s side line player behavior to the
developed world. In 2009, Rick Rowden in his book
titled “The Deadly Ideas of Neoliberalism’ mention-
ed that IMFs monetary approach of prioritizing price
stability and fiscal restraint was unnecessarily rest-
rictive to prevent the developing countries long term
investment in public health infrastructure, quality
improvement of public health and fight against
AIDS (Mujeri et al., 2021). This was published by
IMF’s research department in 2016. The report
stated that the organization has been ‘overselling’
restrictive fiscal policies, which they claim, has
enhanced both financial crisis and world’s economic
inequality.

Objectives of the study

This article critically examines the IMF impact on
developing countries. It concerns about developing
countries because the IMF policies led to increase
dependency of developing countries upon developed
countries. IMF hurts mainly emerging markets eco-
nomy, such as Argentina, Mexico, Brazil and other
countries whose economies are emerging from finan-
cial stagnation. IMF policies have always hard up
the developing countries in favor of the interest of
global companies, that get benefits from deals and
conditions that IMF imposes. Because of IMF stru-
ctural adjustment programs, the international bankers
have been gradually bankrupting the developing
countries in order to buy their natural resources and
small industries. The IMF is a developed country’s
tool for further development but imposing neo-
colonialist economic exploitation on the developing
countries.

METHOLODOGY:

In the article, the secondary data have been used.
Secondary data have been collected from concerned
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books, published Journals, daily newspapers, internet
and other materials.

A brief history of IMF

IMF a specialized agency of United Nations (UN)
founded at the Bretton Woods Conference in 1944. It
was formed in 1945 with 29 member countries. Now
there are total 189 countries are the member of IMF.
The Headquarter of IMF is in Washington D.C.
USA. The main purpose of IMF is to simplify inter-
national trade, ensure sustainable economic growth
and overcome the balance of payment difficulties.
IMF works to improve the economic situation of
member countries. Besides this main purpose IMF
provides advice and policy prescription to manage
balance of payment difficulties. There are two major
sources of IMF funds: quotas and loans. Quota gene-
rates most of the IMF funds. Economic and financial
importance in the world derives the quota of member
countries. Countries with larger economic import-
ance have large quotas. The IMF is governed distin-
ctively by an executive board that consists of its
member countries, with having high weight ranking
countries that provides more money to its Fund. This
executive board sets board policies and approves
loans for its member countries. To get voting power
each member country is required to contribute funds
according to its economic size and strength. In
proportion to their contribution in funding, nations
are awarded votes which determine the overall poli-
cy of the institution. At the time of setting up board
policies, member countries’ voting right to the IMF
is weighted. That means the country which has big-
ger money contribution to IMF’s fund distinctively
possesses a higher voting power and having more
say. The United States of America has the largest
shareholder at the IMF maintaining vote power over
major decisions at the IMF Fund.

The following Table analyses which countries and
blocks of countries have the largest voting power

From the Table 1 we can see that the voting right for
Rest of World is 31.9% where United States belongs
itself 20.60%. On the other hand, All of Europe pos-
sesses 30.40% voting power. As the voting power
mostly concentrated to all developed countries so at
the time setting up any policy and its implement-
ation, developing countries will try to take favor
after their own interest and the bitter experience is
same like this. In this modern civilization this type of
immoral voting weight ranking is really a hurtful
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matter. This type of practice gives a sovereign power
to some specific member countries which leads them
to influence all the policies in favour of them. Cons-
equently, all the developing countries as member of
IMF with having lower voting power are being dep-
rived from various developmental projects even in
some cases being badly affected by some Policies
prescribed by IMF for them.

Table 1: Voting Power.

United States 20.6%
All of Europe 30.4%
European Union 24.5%
Asia 9.9%
Latin America 7.2%
Rest of World 31.9%

Source-http://web.stanford.edu/class/e297c/trade_environment/
global/hcrisis.html

Financial Assistance and Policy Conditionality of
IMF

The IMF strengthened its support to its low income
member countries to cope up with the changing eco-
nomic conditions of these countries. IMF introduces
some new lending instruments to assist its member
countries directly and emergency basis. The IMF
concentrates on making up balance of payment pro-
blem by providing on condition loans and advising
stable exchange rate policy. The IMF has created
modern day colonialism by ‘Structural Adjustment
Policies (SAPs)’. Structural Adjustment Policies
(SAPs) of IMF and World Bank secure debt repay-
ment requiring low income debtor countries to
reduce their expenditure on education & health, cut
out basic food and transportation subsidies, devalued
national currencies to make export cheap, privatize
national assets and stagnate worker’s wages. Such
belt-tightening policies enhance poverty, shorten
countries ability to develop domestic economics, in-
crease malnutrition and give chance to multinational
corporations to exploit their workers on low wages
and their working environment. In 2010, IMF has
established a Poverty Reduction and Growth Trust to
make its financial support more flexible and tailored
to the diversity of low income countries. Which has
three concessional lending windows:

The Extended Credit Facility (ECF) - This ins-
trument provides sustained engagement over the
medium to long term lending facility to solve the
balance of payment problems.
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The Standby Credit Facility (SCF) - This instru-
ment provides financing to its low-income member
countries with actual short-term balance of pay-
ments.

The Rapid Credit Facility (RCF) - This window
provides rapid financial support without strong con-
ditionality for low-income countries facing urgent
balance of payments needs. To give financial assis-
tance IMF sets a condition. The funds are withheld if
the conditions are not full filled. Some of the IMF
conditions are as follows:

e Cutting expenditures

e Focusing economic output on direct export and
resource extraction

e Devaluation of currencies

e Trade liberalization

e Increasing the stability of investment

¢ Balancing budget and not over spending

e Removing price control and state subsidies

e Privatization of state owned enterprises

e Enhancing the rights of foreign investors

e Improving governance and fighting corruption

IMFs experts seen BOP deficit as cost by a surplus
money supply over the demand for it. So the essen-
tial task of IMF team is to restrict credit to remove
BOP difficulties. Due to credit control, programs try
to reduce government budget deficit. IMF team
thinks exchange rate is an important influence on
BOP. So it’s all programs involves devaluation. IMF
team gives attention how government reduces budget
deficit by installing social safety net programs and
reducing military spending.

At the same time, it gives importance on pri-
vatization policy. Because of many cases privati-
zation of public enterprise reduces budgetary pre-
ssures but increase productivity. The Meltzer Com-
mission, a leading critic, argues that the IMF was
ineffective and inefficient, and was in need of a
reform (Bird, 2007). Conditionality was also per-
ceived as excessive (Bird, 2004). Facing these criti-
cisms, the IMF started a reassessment of its pro-
grams and is trying to establish a medium-term
strategy (Yang, 2013).

Impact of IMF structural adjustment programs
and the debt burden in developing countries

For obtaining lower interest rates or getting new
loans SAPs are policies. To ensure debt repayment
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and restructuring economic situation SAPs has
forced developing countries to reduce expenditure in
health, education. For IMF debt repayment policies
is more important than developing countries deve-
lopment. When developing countries of South in-
cluding those in East Africa affecting financial
problem and take loan from IMF, these countries
having no voice in decisions made against them. The
financial assistance hampers the democratic process
by imposing policies. This policy threatens nation’s
sovereignty. IMF policies include impact on state
sovereignty, agriculture, exploitations of raw mate-
rials, education, environment, health, etc. The debt
burden has continued to increase. Stieglitz has noted
that world economy from Argentina to Moldova
from Africa to Indonesia debt poses a severe pro-
blem for developing countries. The consequences of
debt sometimes create debt crisis. Generally, money
flows from rich country to poor country but some
years later when debt repayment period comes a
large amount of fund flow from poor to rich coun-
tries. Currency devaluation measures of developing
countries increase export and reduce the value of
domestic goods. Devaluation makes their goods
cheaper for foreigners to buy and theoretically makes
foreign inputs more expensive (Githua, 2011). Liber-
alization of trade and investment and high interest
rate attract foreign investment and because of higher
competition domestic banking system fails. Govern-
ment reduces of spending reduce consumption and
remove financial regulation, for this reason labor
demand reduce and create unemployment problem,
capital flows at increasing rate that cause social un-
rest. Investor concerns about their assets and pullout
their assets. Pullout of assets can lead to economic
collapse.Poverty reduction programs of the World
Bank and the IMF are conditional on civil society’s
participation in the formulation and implementation
of the national development strategy, their demo-
cratic record is particularly interesting to examine
(Michaelowa & Hianny, 2010). The IMF structural
adjustment program has cost underdevelopment of
developing countries.

Criticism of IMF Policies

Critics claim that IMF programmes and the con-
ditionality they embody do not work, either because
they are badly designed or because they are not fully
implemented (Killick, 2004a, 2004b; Collier et al.,
1997). They claim that IMF programmes have a
negative effect on economic growth and on income
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distribution (Bird, 2004). The facilities that IMF
provided are in form of standbys, extended arrange-
ments, and structural adjustment facilities and en-
hanced structural facilities. IMF loans facilities are
associated with some conditions like, decreasing bud-
get deficit, devaluation, decreasing domestic credit
expansion, unbinding controlled prices and interest
rate, decreasing trade barriers and privatization of
state enterprises. For balancing budget, the IMF re-
commends the loan receiver countries to raise taxes,
to cut government spending. As a result, government
reduces the expenditure on education, health and
social care. According to UNICEF, as a result of
debt crisis and IMF SAPs management over 500,000
children less than 5 years are died in each year in
Africa and Latin America in late 1980s (Githua,
2011).

Despite its great and good objectives, the IMF
suffers from some criticisms as follows:

e Too much or too little intervention: The IMF
has been criticized for not reaching or for
overreaching. It has been criticized for too cool
or too excited to help defecting national poli-
cies. Since the US, Japan and Great Britain pro-
perly remarkable in IMF policies, it has been
blamed of being a tool free market countries
only. Thus free market supporter countries also
criticized the IMF for too much intervention.

e Create Moral Hazard: Some member coun-
ties, like, Italy and Greece have been blamed of
purchasing unstable budget because they be-
lieved that the IMF would come to their rescue.
This is no different than moral hazard problem.

e Dutch Disease hypothesis: This hypothesis
points out that, because of IMF assistance coun-
tries get a large inflow of foreign currency.
Which may appreciate their local currency and
they undermine their competitiveness in inter-
national market.

Furthermore, some other criticisms as follows:

e Low income countries have a less dominant
role and control over IMF than developed coun-
tries.

e IMF assumes that all payments disequilibrium
of low income countries was cost domestically.
But United Nations Conference on Trade and
Development (UNCTAD) accused that disequi-
librium is external.
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e Some policies of IMF may not be helpful for
development, because the deflationary effects
of IMF policies led the low income countries
to reduce of output and employment.

e IMF’s role as generalist institution especially
in macroeconomic issues needs reform be-
cause countries faces increased income in-
equality who takes assistance from IMF pro-
gram.

e The borrowing countries economy is control-
led by the IMF and its experts. IMF is the new
form of colonization for debtor countries.

e Because of the reduction of fund from public
health service demoralization are created in
working place and brain drain of medical per-
sonnel occurs.

e Many of the programs of IMF breakdown
because of adverse external developments. Be-
cause of insure financing, natural calamities
such as drought and hurricanes countries get
into difficulties.

CONCLUSION:

The developing countries are uncertain about the
degree of impacts of adjustment policy. Financial
assistance for meeting crisis situation of developing
countries creates debt burden further more. Stru-
ctural Adjustment Programs (SAPs) imposed by IMF
provided loan and this load is disaster for developing
countries. SAPs are simply a policy to remove all
kinds of trade restrictions. In developing countries,
the adjustment policies create slow growth, higher
poverty, lower incomes, rising debt burden, low
human development indicators. The policies pro-
posed by IMF severely affect poor and middle in-
come countries and these policies led to higher
poverty and income inequality. On the contrary the
countries such as Turkey and Malaysia, who rejected
the policies, did very well. The economic growth is
retarded by the IMF loan facility and it raises the gap
between rich and poor. In many times this institution
leads to economic stability. By imposing policies
against the recipient countries willingness IMF loan
facility weaken the economic freedom and sove-
reignty of those countries. In terms of documents
and information the IMF has little transparency.
There is also criticism in ineffective operations and
corruptions. The IMF policies serve interest to the
and hurt
countries. It is high time for developing countries to

developed countries the developing
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consider more financial alternative. They should
develop and engage alternative financial institution
to stop 80 years domination of IMF. The New
Development Bank established by BRICS countries
in 2014 is one of the available alternatives. In
addition to the already existing regional development
banks, launching the Asian Infrastructure Investment
Bank (AIIB) may also balance the western domi-
nation. These institutions will give developing coun-
tries the chance to handle their own issues, rather
than depending on the west (Muhumed and Gaas,
2016).
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