Adjustment Lending Revisited
Policies to Restore Growth

P
edited by
Vittorio Corbo, Stanley Fischer, and Steven B. Webb

é The World Bank
Washington, D.C.




Contents

Preface ix
Contributors X
1. Overview 1

Part I Adjustment Lending Policy and Effects 5

2. Adjustment Programs and Bank Support: Rationale and Main Results 7
Vittorio Corbo and Stanley Fischer

Stabilization Measures 8

Structural Reforms to Improve Resource Allocation, Increase Growth and Reduce Poverty
Main Conclusions of RAL-1 and RAL-2 13

Concluding Remarks 16

Notes 17

References 17

= '
Comments, Edmar L. Bacha and John Williamson 19

3. World Bank-Supported Adjustment Programs: Country Performance and Effectiveness 23
Vittorio Corbo and Patricio Rojas

Initial Conditions,External Shocks, Policy Stance and a First Look at Performance 24
Overviewof Data 30 3
Statistical Analysis of Country Performance 28

The Empirical Results 30

Conclusions 33

Appendix 1. Informationa Tables 34

Appendix 2. Variables Used in the Analysis 35

Notes 35

References 36

Comment, Paul Mosley 37

4. World Bank-Supported Adjustment Programs and Living Conditions 40
Anne Maasland and Jacques van der Gaag

Labor Indicators 41

Social Indicators 50

Conclusions 59

Notes 62

References 63 -

Commem.?, Jere R. Behrnjan and Frances Stewart 64

5. Designing and Implementing Adjustment Programs 69
Steven B. Webb and Karim Shariff
H
Overview of Brogram Design and Implementation 69
Policy Reform under Adjustment Programs 73
Timing and Conditionality 81
Political Economy of Adjustment 83
Conclusions 84



Appendix. Design of Adjustment Lending for Industry 85
Notes 90
References 91

Comments, Arnold C. Harberger and Gerald K. Helleiner 92
Authors’ Response 95

Part I1. Macroeconomic Foundations for Sustainable Gfowth 97

6. Nominal Anchors, Stabilization and Growth:; Some Thoughts on High-Inflation Economics 99
‘Miguel A. Kiguel and Nissan Liviatan

Is Stabilization Necessary? 100

Fiscal Deficits and Nominal Policies 100 ;

Some Empirical Observations gbeut Nominal Anchors and Fiscal Adjustment 103
Exchange Rate-Based Stabilization 103

Money-Based Stabilization 107

The Phenomenon of Failed Stabilization 108

‘Why Does Successful Stabilization Take So Long? 109

Notes 111

References 1112

Appendix. Characteristics of the Slablhzatlon Programs Included in the Study 112

Comment, Rudiger Dornbusch 114

7. Economic Adjustment and Investment Performance in Developing Countries: The Experience of the 1980s 117
Luis Serven and Andrés Solimano

Investment in Developing Countries, 1970-88 118

Macroeconomic Policies and Private Investment: Theory and Empirical Evidence 125

The Incentive Structure and Investment Response: Credibility, Uncertainty and Irreversibility 127
Econometric Analysis 128

Conclusions and Policy Implications 131

Notes™ - 132

References 134

Comment, Dani Rodrik 136

8. Public Policy and Private Saving 139
Klaus Schmidt-Hebbel and Steven B. Webb

Inroductich 139 #
Survey of Previous Studies 140
Empirical Approach 144
_ Private Saving, 145
Household Saving 150
Policy Implicftions 153
Appendix 154
Notes 156
References 157

Comment, Mark Gersovitz 159

vi



9. Endogenous Growth in Developing Countries with Government-induced Distortions 160
William Easterly

Introduction 160

The Endogenous Growth Literature 160

Distortionary Policies in Developing Countries 160

A Model of Endogenous Growth with Distortionary Policies 161
Production 162

Capital Accumulation with Fixed Rates of Saving 163

Capital Accumulation with Optimal Saving Behavior 164

Comparison of the Exogenous and Endogenous Saving Models 165

A Model of Distortionary Taxation, Government Spending and Growth 166
Exogenous Saving Rates 166 ( '
Optimal Saving Behavior, Government Spending and Growth 168
Empirical Results 168 <

Conclusions 169 ' )

Appendix 1. Results of the Regressions and Definitions and Sources of the Variables 169
Appendix 2. Country Classifications and Samples 171

Notes 172

References 173

Comment, RobertJ. Barro 174 *
Part I1I. Agenda for Adjustment Lending in the 1990s 177

10. Round table Discussion: Adjustment Strategies for the 1990s 179
Edmar L. Bacha, Gerald K. Helleiner and Arnold C. Harberger

vii



