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Abstract
IMF loans react to economic conditions but are also sensitive to political-economy variables.
Loans tend to be larger and more frequent when a country has a bigger quota and more professional
staff at the IMF and when a country is more connected politically and economically to the United
States and major European countries. These results are of considerable interest for their own sake.
More importantly for present purposes, the results provide instrumental variables for estimating the
effects of IMF loan programs on economic growth and other variables. This instrumental estimation
allows us to sort out the economic effects of the loan programs from the responses of IMF lending to
economic conditions. The estimates show that a higher IMF loan-participation rate reduces
economic growth. IMF lending does not have signiﬁcant effects on investment, inﬂation, government
consumption, and international openness. However, IMF loan participation has small negative
effects on democracy and the rule of law. The reduction in the rule of law implies an additional,
indirect channel whereby IMF lending reduces economic growth.
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0. Introduction
In recent decades, many countries have participated in loan programs of the
International Monetary Fund. In fact, almost all developing countries have received
IMF ﬁnancial support at least once since 1970. The few exceptions include Botswana, Iraq,
Malaysia, and Kuwait.
Given the broad reach of IMF loan programs, it is important to know the consequences
of these programs for economic growth and other dimensions of economic performance.
Do countries beneﬁt from access to IMF loan programs or would countries be better off if
these programs did not exist?
The main difﬁculty in answering this question is that IMF loans tend to be made in
response to economic problems. This response, akin to a doctor administering to a sick
patient, tends to generate a negative association between IMF loan programs and
economic performance. Obviously, it would be unfair to blame the IMF for these preexisting bad conditions. Thus, to assess the economic effects of the loan programs, one has
to sort out the directions of causation, that is, distinguish the economic effects of the loans
from the effects of economic conditions on the probability and size of the programs.
Similar issues arise in evaluating foreign aid, debt relief, and other programs that respond
to the economic health of a country.
To sort out the directions of causation, we would ideally observe experimental situations
in which the IMF introduced a loan program without regard to a country’s economic
conditions. We try to approximate these sorts of experiments by taking a political/
institutional approach to the IMF’s decision-making. That is, we construct and use some
political and institutional variables that, ﬁrst, have substantial predictive value for IMF
loan participation and, second, are exogenous with respect to economic performance. We
then use these political and institutional variables to form instruments to isolate the effects
of IMF loan programs on economic growth and other variables.
The key innovation of our analysis is that we model the IMF as a bureaucratic and
political organization. Loans are more likely to be approved and are likely to be larger
when countries are more inﬂuential at the IMF. We gauge this inﬂuence by the size of a
country’s quota at the IMF and by the number of the IMF’s professional staff that come
from the country. We also consider each country’s political and economic connections to
the most inﬂuential members of the IMF, the United States and the major countries of
Western Europe. To measure these connections, we use voting patterns in the United
Nations and the extent of bilateral trade linkages.
Our analysis shows that IMF loans are more likely to exist and to be larger in size when
countries have larger quotas, more nationals on the IMF staff, and are more connected
politically and economically to the United States and the major Western European
countries. Considered as a whole, these political-economy variables have substantial
explanatory power for IMF lending.
Our political-economy analysis of the determinants of IMF loan programs is of
considerable interest for its own sake. However, most importantly, this analysis generates
the instrumental variables that we use to study the effects of these programs. We can
reasonably argue that our instrumental estimates isolate the effects of the loan programs
on economic growth and other variables.
Overall, our results are not favorable for the economic role of the IMF. We ﬁnd that,
using our instrumental variables and holding ﬁxed an array of other explanatory variables,

