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Main Problem with IMF Policies

 The macroeconomic framework is designed
to achieve, and then maintain, “stabilization”

 The macroeconomic framework is not
designed to enable a major “scaling up” of

public spending to meet the MDGs or fight
HIV/AIDS




Main Policy Changes Needed

* Health advocates will have to get the IMF’s
dominant macroeconomic framework
changed to enable more expansionary fiscal
and monetary policies
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IMF Fiscal Policy

o deficit-reduction targets
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IMF Monetary Policy

« inflation-reduction targets ¥4




IMF Monetary Policy

« inflation-reduction targets ¥4
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Deficit-Reduction

e Traditional “fiscal conservativism” vs.
the IMF's “anti-deficit radicalism”

* IMF seeks to keep budget deficits below
3 percent of GDP

* In some cases, IMF has demanded
balanced budgets or even budget
surpluses




NIR/NDA Ratio

 NIR - Net International Reserves
« NDA — Net Domestic Assets (credit)

e To constrain “fiscal space” and limit the abllity of the
government to engage in more deficit spending, often

the IMF will:
- raise the “floor” requirement of the NIR level

- lower the “ceiling” or limit on available credit

- or both




NIR/NDA Ratio — Quantitative Conditions
In IMF Loan for Kenya

BOK Net Foreign Assets in Milliors of US$ | 1212 | 2.150 | 2:357 | 2:8% | 3067 | 3078 | 3089 | 319 |

Kenya must lower the ceiling on available credit (NDA) while
raising slightly the required floor for international currency reserves
(NIR), thereby squeezing away possibilities for greater “fiscal
space” which have could have enabled a greater scaling-up of

spending for HIV/AIDS or TB and investment in health systems.
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From: “The IMF and the Millennium Goals - Failing to deliver
for low income countries” Oxfam International (2003)

Country Fiscal Deficit Reduction What this could buy
Targets over 3-year % GDP for one year
IMF Program

Could have doubled health
expenditure

Cameroon -0.7t0 0.7

Ghana -9.7t0-5.7

Could have doubled primary
healthcare expenditure each
year of the 3-year program

Mauritania -4.4t0-1.6 -2.8 Could have almost doubled
health expenditure in any one

program year

Rwanda -9.9t0-8.0 -1.9 Could double the health and
education budget in each of three

program years

Senegal -4.0to-3.5 -05 Could have doubled the total
education and health

expenditure
in one year or doubled the health
budget in each year of the three

year program

i
PR
5y T A



Deficit-Reduction

 The IMF’'s main logic for demanding
such restrictive deficit-reduction policies
IS: “debt unsustainability”

(not being able to afford to service the
Interest on the debt)







Deficit-Reduction

But the underlying questions we must ask

o “Why are interest rates so high?”

* “Why are the terms for government borrowing so
unfavorable?”

 What are other arrangements besides “market-based
Interest rates” that could enable governments to
engage in more deficit financing at affordable and
sustainable rates?




Alternatives

 More expansionary fiscal policy, including
strategic deficit spending on public
Investment as a percent of GDP, supported
by a more expansionary monetary policy.

e Donors, IFIs, banks and governments should
work to develop alternative mechanisms to
provide the government with more affordable
and sustainable deficit financing




Alternatives

* Lower-interest credit over longer terms
will help government increase public
spending and investment

 More affordable credit will also allow
micro, small and medium-size
companies to expand production and
employment







macroeconomic policy
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Inflation-Reduction

 Monetarism believes that inflation must
be very low at all times and that this
should be the main goal of
macroeconomic policy

 The IMF seeks to keep annual inflation
rates below 5 percent




macroeconomic macroeconomic
stability instability
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Inflation-Reduction

 The main way the IMF seeks to lower
Inflation Is by raising interest rates
(which has a cost)

e The central bank’s main policy goal is to
get inflation down and keep it down
below 5 percent, and uses one
Instrument — higher interest rates
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- less buying & spending




- 1€ CMPIOYME
- less buying & spending
- lower GDP growth rate




< CMPIOYME

- less buying & spending

- lower GDP growth rate

- less tax revenues collected




Inflation-Reduction

e The cost of too much inflation-reduction
- less public spending
- less commercial borrowing
- less employment
- less buying & spending
- lower GDP growth rate
- less tax revenues collected
- less public expenditure
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The Sacrifice Ratio

* The “sacrifice ratio” is a measure used by
economists the weigh the trade-offs between
Inflation reduction & lost or foregone GDP
growth or employment

e Okun’s Law

e Howitt’ Rule
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The Sacrifice Ratio

The “sacrifice ratio” iIs a measure used by
economists the weigh the trade-offs between
Inflation reduction & lost or foregone GDP
growth or employment

Okun’s Law

Howitt’ Rule

Health advocates need to ask, “What Is the
MF sacrificing?”




lives”

Francis Omaswa, former Uganda Health Ministry
Interview, October 2001
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_ Pollin and Zhu (2005) 15-18%

Barro (1996) Finds that a 10% increase in the annual inflation rate is
associated on impact with a decline in GDP’s annual
growth rate of only 0.24%.

Khan and _ 11-12% for developing & 1-3 % for rich countries

Ghosh and Finds that the inflation-growth relationship is convex, so that
Phillips (1998) the decllne in growth associated with an increase of 10-20%




macroeconomic macroeconomic
stability instability
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macroeconomic macroeconomic
stability instability
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--- Nancy Birdsall, Dani Rodrik, and Arvind Subramanian,
“How to Help Poor Countries,” Foreign Affairs, 2005




Alternatives

 There are alternatives to central bank’s only
targeting low inflation

e Central banks can be ordered to target other
goals, such as increased employment, higher
GDP growth, or higher expenditure on health
care by certain amounts

* Policies on reserve requirements at banks
can create incentives for lending to priority
somal sectors |n the economy
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Alternatives

 There are alternatives to financial
liberalization and capital account
liberalization (CAL)

e Taxation on financial flows

— to favor actual FDI and dissuade PI

o Trip Wires & Speed Bumps

— gradual and temporary capital controls
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