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Feedback

List one thing I should: 

● KEEP doing 
● QUIT doing 
● START doing



Class Learning Objectives 

● Understand why evaluating the success or failure of the 
Bretton Woods institutions is difficult theoretically and 
empirically

● Evaluate evidence against the effectiveness of IMF/World 
Bank lending based on social, economic and political 
outcomes.
○ Today: Criticisms
○ Tuesday: Triumphs  





What happened in Iceland in 2008?
https://www.youtube.com/watch?v=X35R_3ZN-t8&frags=p

l%2Cwn

https://www.youtube.com/watch?v=X35R_3ZN-t8&frags=pl%2Cwn
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● Banks were 10x larger than GDP, mostly short-term debt in foreign 
currencies 

● Less international lending in 2007 led to increased perceptions of risk
● October 6, 2008: Government took over major banks → stock market fell 80%



● Government couldn’t afford to bail out the banks, so it let them go under 
● The government did guarantee the deposits of domestic citizens 
● Then the government needed a bailout to protect domestic deposits and 

ensure social welfare 



Iceland accepted a $2.1 billion dollar loan from the IMF



They lowered the value of the krona (to increase exports)



They increased interest rates (to increase foreign 
investment in Iceland)



Is Iceland an 
IMF success 

story?



Since 2011, Iceland has been growing! 



Iceland doesn’t think so:

● “In fact, crisis management in Iceland had already started, and 
very important decisions had been taken before we agreed on 
our program supported by the IMF. These were crucial decisions 
on how to handle failing banks which, to my mind, played a big 
role in the success that we have had so far.”

- Governor of Iceland’s central bank Már Guðmundsson

Is Iceland’s success attributable to the IMF? 



Is Iceland’s success attributable to the IMF? 

On it’s relationship with the IMF: 

● “I think our cooperation has been good. We have always had 
candid discussions, and sometimes disagreed. And then we did 
what we thought was right. The IMF had a big role in prompting us 
and challenging us. Sometimes during these discussions, it was 
not the initial view of the IMF that prevailed and we met in the 
middle.”

- Governor of Iceland’s central bank Már Guðmundsson



The difficulties of evaluating the IMF’s effect

What main conclusion does your article find? 
Is it a positive, negative, or mixed evaluation of the IMF?



The difficulties of evaluating the IMF’s effect

What main conclusion does your article find? 
Is it a positive, negative, or mixed evaluation of the IMF?

Is it based on political, social or economic criteria?



How do we evaluate the IMF? 
● No counterfactual

○ We can’t know what would have happened without IMF intervention

● Other interventions
● Tradeoff between preventing financial crises and moral hazard
● Represents the hardest cases
● What is success?

○ Growth? Development? Social welfare? Maintaining political power?

● What about the IMF?
○ Having a program? The size of the program? Conditions? 



Adverse Selection 

● One party has information that the other party doesn’t 
○ There is asymmetric information 

● There is hidden information about “type” 
○ Who is a good borrower and who is a bad borrower? 

● Without additional information, the ignorant party may make 
suboptimal deals 
○ Might accidently lend to bad borrowers 

● Often leads to increased costs, to weed out the bad types 
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● One party has information that the other party doesn’t 
○ There is asymmetric information 

● There is hidden information about “type” 
○ Who is a good borrower and who is a bad borrower? 

● Without additional information, the ignorant party may make 
suboptimal deals 
○ Might accidently lend to bad borrowers 

● Often leads to increased costs, to weed out the bad types 

How is this different than moral hazard? 

● Moral hazard: Parties protected from risk act differently AFTER 
making a deal 
○ With insurance, you act differently than you otherwise would 

● Adverse selection: Asymmetric information BEFORE making a deal
○ You make deals you otherwise wouldn’t



Adverse Selection and Online Dating 

“Seller” knows more than “buyer” 

● Users hide (or lie about) their information 

○ Personal information, pictures, etc.

○ Surveys find that an inexplicable 
number of men are 6ft. tall and make 
100k a year

● “Buyers” respond to profiles that they 
otherwise wouldn’t 

○ This is adverse selection 
Summary: 

https://yousupplymydemand.blogspot.
com/2017/02/economics-of-dating-101-t

inder-and-art.html

https://yousupplymydemand.blogspot.com/2017/02/economics-of-dating-101-tinder-and-art.html
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Adverse Selection and Online Dating 

“Sarah” sees “Brian” on Tinder 

She concludes 3 things: 

● She thinks Brian is attractive
● Brian is new to town 
● He’s sarcastic 

What she doesn’t know is:

● Brian looks nothing like his picture 
● Brian has awful bad breath 
● Brian responds to messages from multiple 

women



Adverse Selection and Online Dating 

“Sarah” sees “Brian” on Tinder 

She concludes 3 things: 

● She thinks Brian is attractive
● Brian is new to town 
● He’s sarcastic 

What she doesn’t know is:

● Brian looks nothing like his picture 
● Brian has awful bad breath 
● Brian responds to messages from multiple 

women

If she had known this, Sarah would not have swiped 
right



Adverse Selection and Online Dating 

It’s even worse...adverse selection can lead a quality decline in the 
entire market! 

● Sarah can’t differentiate between “good” and “bad” dates, so she 
assumes that 50% of the time she swipes on a low-quality date

● This frustrates her, so she puts less time and energy into online 
dating 

● This pushes “good” online daters like Sarah out of the system 
● Only “bad” online daters are left 



The problem of adverse selection in the IMF

“Bad” borrower countries could be of a different “type” 

● If “bad” borrower countries are more likely to use the IMF, this will distort 
the results. 

● The IMF cannot tell credible reformors apart from non-credible reformers. 
Why? 
○ Governments could be hiding economic data
○ Government knows better its ability to push through reforms 
○ Government knows its own intentions (why are they seeking a program?) 

● The IMF may have an adverse selection problem 
○ Also explains tough conditions as a way to flush out the “bad” borrowers 



So what do we know? 



Some countries use the IMF repeatedly (recidivism) 

If the IMF solved the problem, why would countries need to borrow again?



“Multiple doses” doesn’t help 



But they still might be bad “types” 

To deal with selection effects, we can control for factors that lead 
countries to enter into IMF programs.

Source: Dreher 2006



But they still might be bad “types” 

To deal with selection effects, we can control for factors that lead 
countries to enter into IMF programs.

Source: Dreher 2006

The presence of an IMF program decreases growth. But if 
you follow conditions, it decreases growth a little less



Summary evidence on the IMF and growth 



IMF and social development 

Adjustment facilities require countries to balance their budget 

● Lower government spending 
● Especially on health and education 
● Higher unemployment
● More people need social safety nets 

What are the effects of IMF programs on social development? 



IMF programs associated with lower social spending...in 
democracies (Nooruddin and Simmons 2006)



Nooruddin and Simmons 2006 

Democracies cut 
spending for the least 
organized groups 

This leads to cuts in 
health and education 
spending in 
democracies



Side effects of lower health spending 

● IMF programs are associated with 
○ Higher infant mortality (Graybill 2013)
○ Higher maternal morbidity (Shandra et al. 2010) 
○ Increase in the tuberculosis rate (Stuckler  et al. 2008) 
○ Increase in ebola!?! (Kentikelenis et al. 2015) 



Goulas and Zervoyianni 2016

IMF programs have even been associated higher suicide rates

● IMF programs → unemployment → higher suicide
● IMF programs → structural change → heightened uncertainty → 

higher suicide 
● IMF programs → less government flexibility → higher suicide 
● IMF programs → budget cuts in health → higher suicide 

But we don’t know WHY they are connected. 



Causation vs. correlation

While the IMF is correlated with adverse social outcomes, we don’t 
know why they are related. 

● Long causal chain between IMF program, conditions, and outcomes

● IMF effects social development through many conditional channels 

Hajro and Joyce (2009): IMF programs have no direct impact on 
poverty BUT they impact growth 

● And growth impacts poverty 

● But lots of things affect growth 



Distributional effects

● Growth, social spending, and public health outcomes are 
aggregate effects
○ But groups are affected differently by IMF programs 

○ Distributional effects

● “Domestic political considerations will largely determine who 
bears the burden of reducing and restructuring [government 
spending].” 
○ Governments will minimize the effects of IMF programs for politically powerful 

groups 



Power of labor 

In developing economies, labor is often politically weaker than capital 

● More disperse, less organized, less wealthy 

● Especially in non-democratic or transitioning countries where governments are not 
accountable to the bulk of the population 

Capital gains from IMF intervention

● Increased trade, privatization allows new entrance into state dominated industries

Labor loses from IMF intervention 

● IMF conditions include controlling minimum wage, freezing government salaries, 
pension reforms, etc. 



IMF programs weaken the power of labor 

● Increased use of VAT taxes (sales taxes)
● Decreased viability of small-scale agriculture and enterprise 
● Rise of unemployment and informal labor sectors 
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Vreeland 2003: IMF programs decrease labor’s share of 
manufacturing income by 3%.



IMF programs weaken the power of labor 

● Increased use of VAT taxes (sales taxes)
● Decreased viability of small-scale agriculture and enterprise 
● Rise of unemployment and informal labor sectors 

Vreeland 2003: IMF programs decrease labor’s share of 
manufacturing income by 3%.
● How does this affect inequality? 



Bottom 70% see their income fall & top 20% see their income rise 



Bottom 70% see their income fall & top 20% see their income rise 

The IMF increases inequality but only during the first 
two years of a program. 

After the IMF added poverty alleviation into its mission, 
the effect of IMF programs on inequality lessons.



Other political effects
IMF programs are correlated with

● Increased human rights violations (Abouharb and Cingranelli 
2009) 

● Negative effects on democracy (Brown 2009)
○ Effects for the number of conditions 
○ No effect for the program itself 

● Declines in leader survival (Dreher 2004; Smith and Vreeland 2004)
○ Effects for “discretion based loans” (the economy is okay) 
○ No effect for “need based loans” (the economy is really bad)
○ More on this next week



Summary
The IMF has been criticized for adverse effects on: 

● The Economy 
○ Negative growth 

● Social Development
○ Less social welfare spending 
○ Public health declines 

● Politics 
○ Decreased lower of labor 
○ Increased inequality 

But, results tend to be conditional on time frame, country sample, 
measurement, methodology, democracy, etc. 


