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rP,hi.‘ International Monetary Fund is often X charged with imposing austerity. This is a 
misconception for a number of reasons.

First, economic adjustment is inescapable. No 
country can live permanently beyond its 
means. Many countries have aggravated their 
situations by postponing the economic correc
tion made necessary by the oil shock and the 
world recession. Many of these countries 
thought they would be able to put off adjust
ment measures by resorting to external bor
rowing. We know now that the debt crisis has 
worsened their already difficult situations and 
that they must face up to the consequences.
When a government can no longer resort to 

the expedient of borrowing abroad in order to 
postpone adjustment—which is true for many 
countries today—what happens if it refuses to 
take corrective economic action? In such a case 
adjustment occurs anyway but without out
side assistance and in a disorderly manner. 
Such a process is often characterized by ex
tremely severe import restrictions and by high 
inflation. Experience has shown that the com
bination of import restrictions and inflation 
induced by a lack of fiscal and monetary 
discipline leads to a continual deterioration of 
employment and production in these coun
tries. Therefore, in a situation in which exter
nal constraints are severe, the failure to adjust 
(in the sense of tailing to use the instruments 
of economic policy in order to achieve a more 
efficient allocation of resources) is no way to 
create employment and promote long-term 
growth.

Second, adjustment as perceived by'Jhc Interna
tional Monetary Fund is not synonymous with 
lower growth or economic retrogression. Much 
public comment persists in identifying the 
Fund as an institution that advocates eco
nomic retrogression. This description is at 
odds with the facts. The recent decline in 
economic growth in Latin America began 
before the Fund intervened in any of the 
affected countries. While the Fund's interven
tion in these countries began in 1983, the first 
setbacks to economic growth date from 1981 j 
and 1982. It is not, therefore, the prescriptions 
of the Fund that have stymied expansion in 
Latin America, but the impact of the world 
recession, aggravated by the prolonged 
maladjustment of economic policies and by 
excessive external indebtedness. The objective 
of Fund programs in these countries is to 
achieve a better balance of payments equilib- j 
rium in the medium term and a more efficient 
use of scarce resources by introducing a num
ber of incentives and measures to generate 
more domestic savings, more investment, and 
more exports. These are programs aimed not 
at recession but rather at a more rational 
combination of economic policies in order to 
achieve a better balance of payments equilib
rium and thus open the way for more vigor
ous and lasting growth.

Third, while these programs do entail sacrifices, 
the austerity born of adjustment must be compared 
to the alternatives. If these measures are not 
taken to establish a better external equilibrium 
and to establish greater discipline over na
tional budgets and credit, what can be ex
pected in terms of growth and employment? 
Our experience in the Fund and the com
parative analyses we have conducted show 
that countries that are now in economic^diffi

culties would be much belter off if the policies 
we advocate had been introduced. The auster
ity associated with the programs financed by 
the Fund must, therefore, be compared with 
what would ensue from "nonndjustment," 
that by definition would not be supported by 
the Fund's resources and by the financing for 
which it serves as a catalyst—financing that 
quite obviously eases the burden of adjust
ment. The Fund's lending in 1983 exceeded 
SDK 12 billion; it also helped secure over 
SDR 20 billion in new bank lending to non-oil 
developing countries. If long-term loans from 
government and development organizations 
are included, the total exceeds $40 billion. 
Had these adjustments not taken place, and if 
this financing had not been forthcoming, 
what would have been the fate of the coun
tries concerned in terms of employment and 
growth? The consequences for economic ac
tivity and employment and the sacrifices in
volved would have been far harsher than 
what actually happened in 1983.

Fourth, with regard to the social costs of 
adjustment programs, by definition any action 
to restore balance of payments equilibrium 
entails costs, since it tends to reduce the 
absorption of external resources. The matter 
has to be looked at as follows. First, we have 
to establish the total of the external resources 
a country can reasonably expect to obtain in a 
given year. This comprises earnings from 
exports of goods and services, aid from bilat
eral and multilateral sources, assistance from 
the Fund, and financing from banks in the 
form of debt reschedulings and new money 
We have next to see that the necessary steps 
are taken to assure that these external re
sources are allocated as effectively as possible 
and with the lowest possible level of inflation 

connected with restoring .i viable balance of 
payments position, i heso actions entail social 
exists, but the wav these costs arc divided 
within tlie society is not a matter for the Fund 
to decide but a question of political choices to 
be made bv the governments themselves.

It is often said that Fund programs attack 
the most disadvantaged segments of the pop
ulation, but people forget that how the re
quired effort is distributed among the various 
social groups and among the various public 
expenditure categories (arms spending or so
cial outlays, productive investment or current 
operations, direct or indirect taxes; is a ques
tion decided bv the governments. Generally, 
people refrain from drawing attention to the 
choices made in this respect, and instead 
allow tile Fund to come under attack and 
describe its activities as inimical to the least- 
favored segments of the population.
A question that mav be raised in this 

connection is whether the Fund should exert 
pressure in the determination of government 
priorities and even make the granting of its 
assistance contingent on measures that would 
better protect the most disadvantaged popula
tion groups. An international institution such 
as the Fund cannot take upon itself the role of 
dictating social and political objectives to sov
ereign governments. The Fund's role is to say: 
"In view of the external financial resources 
available to you, the objective of restoring a 
viable balance ot payments position within a 
reasonable period implies that you must limit 
your domestic consumption, increase your 
domestic savings, and expand vour exports. If 
you are resolved to take measures that will 
make it possible to achieve these objectives, 
we will help you; it is up to you, within the 
framework of macroeconomic parameters ne-
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gotiated by mutual agreement, to arrange 
your own social and political priorities."

Fifth, as to the impact of exchange rate adjust
ments on the least-favored segments of the popula
tion, the effects vary depending on the case. 
There is no standard model. There are coun
tries where depreciating the domestic cur
rency, as is often advocated by the Fund in its 
programs, works to the advantage of the least- 
favored social groups. This applies particu
larly to countries with a sizable agricultural 
economy that is export oriented. The exces-,, 
sively high exchange rate that sometimes 
characterizes these economies pi^vents the 
small farmers producing agricultural raw ma
terials from benefiting from the attractive 
domestic currency prices that would result 

I from a competitive exchange rate. This over- 
j valuation may, on the other hand, protect 
1 more-favored population groups who live in 
the cities and would, of course, be affected by 
price increases from imported consumer 
goods. One must, therefore, be rather cau
tious with social analysis of the effects of 
devaluation on the poorest segments of the 
population, which is often oversimplified. 
More generally, Fund programs always stress 
the n£ed for offering incentive prices—that is,

. remunerative prices—to producers, particu
larly in the agricultural sector. Such measures 
benefit the vast majority of the rural popula
tion (which has all too often been the victim of 
"disincentive" prices, in Africa in particular) 
arid, over dme, restore a better equilibrium 
between urban and rural areas.

Finally, Fund programs must be supported 
and extended by longer-term structural efforts to 
promote durable growth in these economies. 
This touches upon the question of the basic 
interconnections between the Fund—which is
an organization that works with "revolving"

, financing in the short- to medium-term—and 
the organizations devoted to development. 
These interconnections must be improved, 

i Fund programs should be supported in spe
cific ways and with sufficient resources by the 
development agencies, so that the countries 
subjected to these essential adjustments and 
discipline may at the same time be certain that 
they are working for growth and for the 
future. To achieve this, coordination must be 
extensive. The Fund works closely with the 
World Bank. Our relations are excellent, and 
there are now many Fund and Bank.missions 
in the field with a staff member from the other 
institution. Likewise, neither institution pre
pares a mission without close cooperation 
with the other. More can and must be done. 
The Fund's adjustment programs must b£ 
supported by increased external financing to 
assist structural efforts, especially those 
undertaken by the World Bank. We must 
move in this direction to avoid seeing part of 
what is called the "developing" world sink 
into endemic underemployment.


