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Abstract:

Traditional aid conditionality has been attackedha$fective in part because aid agencies
— notably the World Bank — often fail to enforcenddions. This pattern undermines the credibility
of conditionality, weakening incentives to implerhgolicy reforms. The standard critique
attributes this time inconsistency to bureaucraotors within the aid agency such as pressure to
lend, defensive lending, or short-sighted altruistressure from powerful donors provides another
potential explanation for lax enforcement. Thipgrgoresents an empirical analysis of the political
economy of conditionality enforcement in internatiborganizations using the case of the World
Bank and the United States. The analysis exanpiaes| data on World Bank disbursements to 97
countries receiving structural adjustment loansvbet 1984 and 2005. Using macroeconomic
variables to measure compliance and UN voting asdinator of alignment with the U.S., this
paper presents evidence that the World Bank ergosteictural adjustment conditions more
vigorously in countries not aligned with the Unitgthtes.
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For my friends, anything; for my enemies, the law.
— Oscar R. Benavides, President of Peru, 1914-48451933-1939
l. Introduction

Traditional aid conditionality has been attackedhasfective in part because aid agencies
— notably the World Bank — often fail to enforcenddions (Mosley et al., 1995; Collier, 1997;
Dreher, 2004). This pattern undermines the crégyitwf conditionality, weakening developing
country governments’ incentives to implement pohefprms. The standard critique attributes this
time inconsistency to bureaucratic factors witlie aid agency such as pressure to meet lending
targets, defensive lending to promote repaymepésft loans, or short-sighted altruism (Svensson,
2003). Yet the cost for the aid agency of lax esément is high since it fuels expectations that
other conditions — across the agency’s portfolialse will not be enforced and hence broadly
undermines compliance.

Pressure from powerful donors with geopoliticacommercial interests in the recipient
country provides another potential explanatioridgrenforcement of aid conditions (as suggested
in Kanbur, 2000). This paper presents an empiraalysis of the political economy of
conditionality enforcement in international orgatinns using the case of the World Bank and the
United States. Because project-level disbursedeatare not publically available for World Bank
lending, the analysis examines overall World Baiskdrsements when structural adjustment loans
(SALSs) are active using a panel of 97 countriemfi®84 to 2005. | use macroeconomic variables
to measure compliance with typical structural aimjest conditions. Data are widely available only
for two relevant variables, inflation and the pertege change in the official exchange rate. |
interact these variables with a measure of U.Spgl@ecal interests to investigate the hypothesis

that the World Bank responds to U.S. pressure sbulse SALs to U.S.-friendly countries



regardless of compliance with loan conditions. DE®. interest variable is a measure of UN voting
alignment similar to Andersen, Harr and Tarp (2006Yeflects countries making concessions to
the U.S., i.e., deviating from their normal votimgsition toward the U.S. position on votes that the
U.S. considers important. The fixed effects edtiomafinds that compliance variables have a
significant link to disbursements when countriesrot aligned with the U.S. but no significant or
substantial effect when countries are aligned thighiJ.S. This is consistent with the donor pressure
explanation of lax enforcement.

Understanding the reasons for non-enforcement oflidons is important as they may
influence the success of efforts to reform intaoretl organizations. Many reform proposals focus
on changing bureaucratic incentives (e.g., linkpag and promotion to outcomes) or on reducing
institutional information and commitment problems.g(, aid tournaments as suggested by
Pietrobelli and Scarpa (1992) and Svensson (20@)¢h reforms may have significant merit but
do not address the issue of donor pressure diraathhence could yield smaller gains and be more
difficult to implement than expected. Other refgrithat restrict direct donor influence in
international financial institutions (IFIs) — chawin governance, donor financing, and perhaps

headquarters location — also need to be considered.

ll. Background

Many argue that World Bank structural adjustmemiditions have not been enforced: The
World Bank sets macroeconomic and institutionadbm@s as conditions for releasing funds from
a SAL, the recipient government fails to satisigdt conditions, and the World Bank releases funds
anyway (Mosley et al., 1995; Killick, 1995; Kanb@Q00). A number of explanations have been
offered for this behavior. Svensson (2000) develbye Samaritan’s dilemma explanation where

conditionality enforcement is not credible becatisedonor prefers to provide aid in all cases.
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Others suggest bureaucratic pressures includingresSure to lend” to advance loan officers’
careers and “defensive lending” to ensure repaywigrdst loans (Mosely et al., 1995; Martens et
al., 2002). Finally, donor pressure is suggestednbur (2000) and modeled by Mavrotas and
Villanger (2006). As Kanbur (2000, p. 415) puts it

Butin other instances itis, again only apparepdsadoxically, in the donor’s direct

self interest not to impose the sanction of aichdriawal when conditionality is

violated. The most obvious case of this is pditdientelism. How else can one

explain the repeated [World Bank] tranche relets&sire and Senegal in the 1980s

and early 1990s, for example, despite continuddriato comply with adjustment

conditionality, except in terms of pressure frorm hS and the French?

In this paper, | pursue this aspect of structudglstment — the impact of donor interests on
World Bank SAL disbursement. | focus on U.S. iasts since the U.S. is the single most influential
member of the World Bank and data on U.S. interasgsmore widely available. A number of
researchers have explored the impact of donor@steon IFls, including the IMF (Andersen, Harr
and Tarp, 2006; Dreher and Jensen, 2007; Harrigan 006; Stone, 2002, 2004; Thacker, 1999;
Vreeland, 2005), the World Bank (Andersen, Hanseh\arkussen, 2006; Fleck and Kilby, 2006;
Frey and Schneider, 1986; Harrigan et al., 2006)ragional development banks (Kilby, 2006).
The current paper follows most closely Vreelandd&0and Stone (2002, 2004) in spirit.

Vreeland (2005) examines two views of the IMF: ®Ms scapegoat” and “IMF as U.S.
piggy bank” (my terms, not Vreeland’s). In theegoat camp, many at the IMF and elsewhere
claim that Fund programs serve as a commitmentcdevReform-minded politicians in IMF
program countries can deflect popular criticisrnthef short-term hardships of stabilization onto the

IMF and hence remain in power and stay the coufgethe extent that the policies promoted are



in the country’s long run interests, the IMF isseful scapegoat. Vreeland points out that this
function could be particularly important for a ngeint government when its administration has
limited power, e.g., in a system with multiple vetayers. In the “IMF as U.S. piggy bank” view,
international politics influence IMF lending decss. Countries friendly with the U.S. get
preferential access to IMF funds. Vreeland ndtesthe IMF can only serve as scapegoat when it
can credibly threaten to withhold funds, e.g., dumtries where it is not providing funds at the
behest of the U.S.

To test these theories, Vreeland examines the piltlgaghat countries enter into an IMF
agreement. Ceteris paribus, this probability gsicantly higher for countries with more veto
players and for countries moving toward the U.Sitgan in UN voting. However, the interaction
of these two variables enters with a negative ssgggesting that the scapegoat function is less
important for countries friendly with the U.S. $hsupports the view that the effectiveness of
conditionality is undermined by pressure from pdwedonors.

Looking at IMF lending in Africa, Stone (2004) cosrte a similar conclusion: the IMF fails
to enforce its conditions fully when major donomuntries interfere. The duration of program
interruptions — the key indicator of IMF enforcerhers shorter for countries that are important to
major donors (the U.S., France or the U.K.). Measof importance include the volume of bilateral
aid, the strength of post-colonial ties, and UNnvgalignment. Stone (2002) reports similar result
for Eastern European countries during the post-conmshtransition period. Overall, conditionality
is less effective, program interruptions are moeguient (though shorter), and private capital less
responsive in larger countries that were more ingomdito major IMF donors.

This paper presents the first econometric studthefimpact of donor interests on the

disbursement of World Bank structural adjustmeank To address the question directly, one



would like to have the difference between planned @ctual SAL tranche disbursements, the ex
ante policy reform/macroeconomic conditions fortemanche release, the values of these variables
at the planned and actual times of tranche releas#®,measures of the borrowing country’s
importance to the U.S. In practice, little of thsta is systematically available outside the World
Bank. We do know when countries were under WoddiBstructural adjustment programs. Data
on disbursements are not available by loan butgadable by country from the OECD DAC
International Development Statistics. We do not know specific conditions on individiedns but
several variables are key indicators in structadglistment programs. In the empirical section, |
focus on the two relevant indicators with widelyadable data, inflation and exchange rates. |
include a measure of UN voting alignment to capti®. interests.

Since this test is necessarily indirect, it is ubéb trace out the indirect impact of the
hypothesis and to explore what other factors miighience the results. The variable of interest is
the difference between actual and planned WorlckB®AL disbursements to country i in year t
whereas the available data are overall World Basthuisements (SAL plus project disbursements)
to country i in year t. The next section startthwine former to derive an equation in terms of the

latter.

l1l. Conditionality Enforcement Equation

Our starting point is to examine what percent 824 tranche disburses. If the conditions
of the SAL are fully met, 100% should disburse retgss of other factors. If conditions are not
fully met, a political economy perspective suggésts the percent disbursed may depend both on
the degree of slippage and on whether the borreanerportant to a powerful donor, in this case
the U.S. DefinelifAL as actual SAL disbursements tmty i in year t andiifAL* as planned SAL

disbursements to country i in year t (i.e., theesithed tranche). Conditionality “slippage” is give
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by Am_=m_-m, wherem, isthe value of some macroeconomicbier{@.qg., fiscal deficit) anat,,
is the upper limit specified in SAL documeht§Vith this notation, we can write the disbursement
percentage as a function of conditionality slippagd borrower importance:

A jdM = fidm,, US,) (1)
One convenient form for this function is:

di;S'AL / dlfAL* _ e(plAm,.,+[52Am,.,US,.,) )
wheref, <0 an@, >0. For simplicity, consider the calbereUS,, is an indicator variable equal
to 1 if the borrower is a U.S. friend, O if noh this case, it makes sense tfat |B,|or equivalently
B,+B,<0. This specification yielddifAL/d,fAL* =1 when there is Ingpage Am, =0); the tranche
is fully disbursed. With slippageg,, >0), there awe possible cases. If the borrower is not a
U.S. friend, the exponefiiAm, is negative aide/dlfAL* <lhdftiorrower is a U.S. friend, the
exponent(P, +B,)Am, is greater (less negative) so ﬂféf/d,.fAL* eatgr. If U.S. friends face

no enforcement of condition€B, +B,)Am,, =0 ad@*"/d;*"* =1 regardbéske value ofAm,, .

Taking logs of both sides and rearranging yields

lndifAL = lndifAL*+ B,Am,, +B,US, Am, 3)
This equation includes two unobserved right-hadé sariablesd,-fAL* angh;, . | assuml,é“*

is proportional to original commitmentg}*"* ye,** y£(0,1]) and taken, as a constamt’ 2
This gives

Ind*" = B, +B,m, +B,US,m,+BUS,+Inc " (4)

it

'For simplicity, | takeAm, >0, i.e., a country’s macroeconomic performanceegen
substantially better than the conditions speciiirethe SAL agreement.

’Original commitments refer to the loan amount sf@tiin SAL agreements for all on-
going SALs during year t rather than just committeefor new programs in year t. Some
percentage of this amount is intended to disblask gear, e.g., one third each year in 3 year SALs.
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wherep, =B,m *+Iny an@®, =B,m* >0. The left-hand side variable. Sisbursementsd;** ),
is also unobserved. Instead, we have disburseratihs country level, the sum of SAL and project

SAL PRJ

disbursementsd, =d," " +d, ). Project disbursements depemdiginal project commitments

(cl.f i ) and country-specific characteristics that infloe the speed of project implementatiofio
account for this, we replaee,m By replat;;géL cpyc,.fAL+ c,.fRJ, and include country fixed
effects? Our estimating equation, allowing for unexplainvediation in disbursements, is

Ind, = o, +B,m, +B,US,m, +B,US, +Inc,+e, (5)

it it

The central implications of the model developedthat 3, <0,B, >0 ang, f,<O0.

V. Data

The dependent variable (World Bank disburseméptss the sum of gross disbursements
from the IDA and the IBRD to country i in year@Data come from thiternational Devel opment
Satistics CD-ROM (OECD, 2006, 2007) deflated to constant322Q0S. dollars in millions.
Commitment data are from the World Barojects Database (World Bank, 2007A), also deflated
to constant 2005 U.S. dollars in millions (usingyerather than the original commitment year).
These are “original commitments” as defined abaeg, the sum of the original loan amounts for
all loans that are on-going in country i during Iyea

To proxy form,, , | draw on the World Development lcatiors (WDI) for macroeconomic

*0Original commitments for projects refer to the l@nounts for on-going projects, rather
than commitments made for new projects during year

*Factors influencing implementation speed that ety over time contribute to the error
term. This raises the possibility of within-coynaiutocorrelation; to allow for this, | use panel
corrected standard errors (i.e., heteroskedastayautocorrelation consistent standard errors via
clustering on countries) and estimate an AR1 paeSable 6.

®OECD (2007) excludes former Part Il and CEEC/NISntdes per new OECD DAC
classification guidelines. | use earlier data froBCD (2006) for these countries.

7



variables that may capture the degree of complianttestructural adjustment conditions. While
the WDI contains a number of relevant indicatordy éwo, inflation and the official exchange rate,
are available for a wide range of countries and ole full time period. Inflation (the annual
increase in consumer prices) may also reflect tveignment’s fiscal deficit in the previous yéar.

| use the official exchange rate (local currencitsuper dollar, annual average) to construct the
percent change from one year to the next. Sincaldation (an increase in the exchange rate as
defined here) is often a condition of structurgliatinent loans, this variable is analogous-te,

in equation (5).

The measure of U.S. friendshipJ§, ) is derived frol Ubting in the previous year.
Andersen, Harr and Tarp (2006) take the overaihgotecord as the country’s ideal point. The
distance between that point and the country’s gatimissues designated as important by U.S. State
Department then reflects concessions to the Uopetationalize this by calculating distance as the
difference between the country’s alignment withith®. on “important” UN votes and its alignment
with the U.S. on all UN votes. Country iis a Uil$end in year t if it made concessions to the.U.S
position the previous year, i.e., if it was mores@ly aligned with the U.S. on “important” UN votes

than on all UN votes.

®WDI data on the previous year's fiscal deficit t® ratio are available for only 324
observations and 56 countries between 1991 and 200 estimation sample. The in-sample
correlation between inflation and the previous igedeficit to GDP ratio is 0.27. A regression of
inflation on the lagged deficit using the same samgelds a coefficient of 1.

"I use the previous year because UN votes take pidbe last quarter of the calendar year
while World Bank disbursements happen throughaoeiytar (peaking at the end of the fiscal year
in June). Results are very similar using contermpeous votes. The voting alignment calculation
is the same as in Kilby (2006) and closely follolWwscker (1999) and Dreher and Jensen (2007).
For each vote, a country scores a 1 if it follolhs U.S., a 0.5 if it abstains or is absent when the
U.S. votes (or vice versa), and a O if it oppobedi.S. A country’s alignment is its mean score fo
the year and is calculated separately for all vatesfor “important” votes. In their analyses o8U
influence, Thacker (1999) and Vreeland (2005) useement toward the U.S. position over time;
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Table 1 reports descriptive statistics for theneation sample. The sample covers the period
1984 to 2005, the starting year set by the staBtafe Department UN voting data and the ending
year set by the latest available OECD DAC disbuesgrdata and WDI macro data. Coverage is
limited to observations with on-going World Bankitied SALs as indicated in the World Bank
Projects Database.® World Bank disbursements averaged $289 milliondnstant 2005 dollars,
ranging from a low of $358,000 to Panama in 1998hah of $4.6 billion to Mexico in 1990. The
average of the natural log of disbursements is 4&¥8l9 million). World Bank original
commitments (as defined above) averaged $1.9billi@onstant 2005 dollars, ranging from a low
of $6.4 million to Dominica in 2004 to a high of(83 billion to India in 1991. The average of the
natural log of original commitments was 6.7 ($81#liom). Eighty-seven percent of the
observations were for U.S. friends. Inflation aaged 35.4%, ranging from deflation of 17.6% in
Equatorial Guinea in 1986 (the year after adopthg CFA franc) to inflation of 3,079.8% in
Argentina in 1989. For U.S. friends, the averagkaiion rate was 33.4% with the same range as
inflation overall. The percentage change in tHeial exchange rate averaged 57.7%, with a low
of -22.9% in several CFA franc countries (Centrélidan Republic, Congo-Brazzaville, Cote
d’lvoire, Equatorial Guinea, Niger, Senegal, angd)driven by appreciation of the French franc
against the U.S. dollar in 1986 and a high of 13%3n Bolivia in 1985. For U.S. friends, the
average was 54.3% with the same range as ovatadise figures illustrate that mean inflation and

exchange rate values do not differ substantialtwben U.S. friends and other countries receiving

this paper and Andersen, Harr and Tarp (2006) uwseement toward the U.S. position based on
issues rather than time. Data on all UN votedrara Voeten (2004); data on UN votes designated
as important for the U.S. are from U.S. State Diepamt (1983-2006).

8A SAL is indicated by LENDING INSTRUMENT TYPE equé&d “DEVELOPMENT
POLICY LENDING”.



World Bank SALs.

Table 2 presents simple correlations between thahlas in the estimation sample. As one
would expect, there is a very high correlation @4$0.9) between disbursements and original
commitments, with only cancellations, varying speetldisbursements, and compositional effects
keeping the correlation below 1. The next higleestelation (0.35) is between the lagged percent
change in exchange rate and the current inflas& r The positive correlation is consistent with
the inflationary effects of devaluation yet low egb that these variables may capture different
effects. At 0.0865 and 0.107, the correlationsinfiation with disbursements and original

commitments are moderate in size. All other catiehs are small.

V. Estimation Results

This section presents results from panel estimatidncountry fixed effects. The statistics
reported are based on heteroskedasticity and auétation robust standard errors unless otherwise
noted, though the results are generally not seediti the method used (standard, sandwich-type,
or bootstrap). All specifications include a timertd (generally insignificant); results are virtyal
identical if the trend is replaced by annual dumeniéd Hausman test strongly rejects the null
hypothesis of no country fixed effects althoughuhessare qualitatively the same without fixed
effects? All specifications using the full sample expldiatween 25 and 35 percent of the time

series variation in the dat.

°A Hausman test fails to reject the null hypothe$isandom effects against the alternative
of fixed effects (p=0.5975) so this is a route opald take if there were time invariant country-
specific characteristics of interest.

There are 44 additional data points with zero distnents that are not included in the
sample. This proves to be too few to estimatdecsen model or a meaningful probit. Results
from a tobit analysis (replacing log of 0 with aahmumber and setting the tobit lower limit just
below the log of the lowest actual positive valagg virtually the same as those reported though
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Column 1 of Table 3 gives estimation results foaaic specification that includes original
commitments, inflation and percent change in tlieiaf exchange rate. The estimated coefficient
on commitments is highly significant and statidticandistinguishable from 1. One percent larger
commitments are associated with approximately @negmt higher disbursements, consistent with
the coefficient onlnc, in equation (5) of Section llinflation enters with a negative sign as
expected (e.g., if higher fiscal deficits both i@ conditionality and generate inflation); however
the coefficient is estimated with a large standardr and is not statistically different from zero.
The percentage change in exchange rate entersawitinexpected negative sign but again the
standard error is very large and the coefficietittege is not statistically significant. Column 2
addsUSfriend. The estimated coefficient has the expectedigessign but is also insignificant.
The other coefficient estimates do not change aukistly.

Column 3 is the benchmark specification with intéiens between theSfriend dummy
variable and the macroeconomic indicators. Theneséd coefficient omflationremains negative
but increases an order of magnitude in absolutgevahd is statistically significant. The estimated
coefficient on the inflation interaction term isgove, significant and nearly the same magnitude
as the coefficient omflation. A Wald test fails to reject the hypothesis ttet two coefficients
sumto zero (p=0.4951),i.48, B3 =0inequation @)us, for countries that are not U.S. friends,
higher inflation is associated with lower disbureens. For countries that are U.S. friends, there
is no link between inflation and disbursementsttiRg this in dollar terms, for non-U.S. friends,
a one standard deviation increase in inflation (¥#88is associated with $89 million lower
disbursements (evaluated at the mean of the Idgbtirsements). A smaller increase in inflation,

say 20%, is associated with $16 million lower disements while a one percent increase in

without fixed effects.
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inflation works out to just under $1 million lowdisbursements.

We see a similar pattern with the exchange ralbe. etimated coefficient 8 4 exchange
ratebecomes positive and is statistically significaftie estimated coefficient on the exchange rate-
U.S. friend interaction term is negative, significand nearly the same magnitude as the coefficient
on% 4 exchangerate. Again, a Wald test fails to reject the hypotbélat the two coefficients sum
to zero (p=0.6641). For countries that are not. fti&nds, a devaluation of their currency (as
reflected in the percent increase in the officaddl currency units per dollar exchange rate) is
associated with higher disbursements. For cowttni@t are U.S. friends, devaluation is not linked
to disbursements. Put more directly in terms ofitionality, when countries are not U.S. friends,
disbursements are lower when they fail to devdie& turrency. When countries are U.S. friends,
disbursements are unrelated to whether or notdbeglue. In dollar terms, for non-U.S. friends,
a one standard deviation decreasiid exchangerate (4.93) is associated with $57 million lower
disbursements. A smaller decrease (say from tihelsamean of 0.577 to no change) is associated
with $9 million lower disbursements while a oneqaett decrease Wb 4 exchange rate works out
to $0.2 million lower disbursements.

These results are fairly robust along a numberimfedsions. Table 4 presents three
alternative specifications. Column 1 omits exclearage variables. The estimated coefficients for
inflation are somewhat smaller in magnitude thdotee(possible because devaluation in year t

is correlated with high — though falling — inflatian year t) but the general pattern remains. Eligh

“The numbers are larger if we use average disburssni®289 million) rather than the
average of the log ($119 million) as the latter dplays large disbursements. In this case, the
figures work out to be $216 million, $39 millioma$2 million.

2Again using the average of disbursements as ifotitaote above, the figures rise to $137
million, $21 million, and $0.4 million.
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inflation is linked to significantly lower disbungeents only when countries are not U.S. friends.
Column 2 omits inflation. Again, the magnitudelué effect is reduced but the pattern remains with
exchange rate policy having no apparent effecislhuisements in U.S.-friendly countries. Column
3 goes the other direction, presenting the resfilés’kitchen sink” regression. This specification
has both inflation and exchange rates but addsnabeu of variables considered in past aid
allocation studies. These include GDP per capdpulation, trade, the autocracy/democracy polity
rating, a governmental transition dummy, a majoflict dummy, a post-conflict dummy, and the
number killed by natural disasteéfswhile these variables may influence the levekshmitments,

they matter relatively little for disbursements eme control for commitment$ Most importantly,

13The GDP variable is the log of PPP GDP per capitmnstant 2005 dollars (World Bank,
2007B). Population is the log of the country’s plapion (World Bank, 2007B). Trade is the log
of exports plus imports in millions of 2005 dollatagged one year to reduce the chance of
endogeneity (IMF 2006). The polity rating is “pglt’ from the Polity IV Project (2005) with
interpolation during periods of governmental tréiogi The governmental transition dummy
captures these periods. The conflict dummy edufaliscountries involved in internal conflicts with
at least 1000 deaths in that year (Gleditsch e2@02). The post-conflict dummy equals 1 if the
country emerged from conflict (as defined abovéhelast five years. The number of people killed
by natural disaster is in thousands (EM-DAT, 20aVipst aid allocation studies include GDP and
population, typically as indicators of recipientde Trade also enters a number of analyses of the
World Bank and other donors (e.g., Fleck and Ki2§06). Polity is frequently included in the
analysis of bilateral aid; recently, researchengehiaegun to include democracy in multilateral
estimations as a proxy for good institutions (el@pllar and Levin, 2006). The governmental
transition dummy was introduced by Kang and Mee(a@04). Canavire et al. (2005), Collier and
Hoeffler (2004), and Kang and Meernik (2004) alkemne aid allocation in post-conflict situations.
Drury et al. (2005) and Eisensee and Stromberg7/R€énsider the impact of natural disasters on
aid.

Only the post-conflict variable is significantljaged to disbursements once we control for
original commitments and this only at the 10 % leVWéis variable may reflect rapid disbursements
from the World Bank’s Post-Conflict Fund that startin 1997 though the variable is generally
insignificant in sub-samples. Results are the sentleding each of these additional variables
individually. Other than trade, these additioreiables arguably reflect humanitarian factors that
the Samaritan’s dilemma would link to less enforeatrand hence higher disbursements. Six of
eight have the expected sign but only post-coniiceven marginally significant. Thus, this
specification provides scant support for the Sataais dilemma explanation of lax enforcement
of World Bank structural adjustment conditions.
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the estimated coefficients for inflation and exap@mnates change very little with these additional
control variables.

Table 5 presents results for the benchmark spatidic estimated with various sub-samples.
Column 1 includes only countries from Sub-Saharfitd, the region with the most countries (34).
The sample size falls to 462 observations (an geeod 14 annual observations per country). As
before, original commitments are strongly linkedigbursements with a coefficient point estimate
greater than one but statistically indistinguisledbbm one (p=0.2321)USfriend enters with an
unexpected negative sign but is not statisticalfypnificant. The inflation and exchange rate
variables enter with the same signs as in the tsammple, again suggesting that the World Bank
enforces macroeconomic conditions of structuralstdpjent programs in countries that are not U.S.
friends but not in those that are. For Africanmtoies that are not U.S. friends, disbursements are
lower when inflation is higher and when the loaadrency has been devalued less. For countries
that are U.S. friends, the effects (the sum ofdinect and interaction terms) are not statistically
significant (p=0.7259 fomflation and p=0.4811 fo% 4 exchange rate).

The results for Latin America and the Carribea@atumn 2 are based on a much smaller
sample (260 observation on 22 countries, an averhfj2 years per country). The story is much
the same as before for inflation with consumer goriiccreases having a negative link with
disbursements only in countries that are not Uigndls. The percentage change in the exchange
rate, however, enters with a negative sign for toesinot friendly with the U.S. For all types of
Latin American countries (U.S. friends and othetls§ exchange rate effect is not significant.
Whether these results are due to devaluation glagirless central role in Latin American
adjustment programs or due to the smaller sampéeisian open question.

Column 3 includes all other countries from the éargample. All estimated coefficients
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have the expected signs and magnitudes are rosghilar to estimates from the overall sample.
The one interesting difference is that the Waltdess reject the null hypothesis that the exchange
rate coefficients sum to zero. U.S. friends tladetl devalue their currency face some sanctions,
albeit less than those imposed on non-U.S. friends.

Columns 4 and 5 divide the sample period in halé¢e if conditionality enforcement
patterns changed over time. In particular, thitstevhether a single event rather than a general
practice is responsible for the apparent pattenooditionality enforcement. Column 4 covers the
1984 to 1994 period which includes 487 observatamm36 adjusting countries, an average of 6
annual observations per country. The results miliose for the sample as a whole, the only
notable difference being a slightly larger coeéiti on %A exchange rate. Column 5 covers the
1995 to 2005 period, 600 observations on 83 cas)tan average of 7 annual observations per
country. Again, estimates closely follow thosetfa overall period. As expected given the results
for 1984-1994, the coefficient estimate %614 exchangerateis somewhat smaller. In addition, we
again reject the null hypothesis that #ed exchange rate coefficients sum to zero so that U.S.
friends face reduced but not zero sanctions fdintaito devalué®> These results support the
selective enforcement of conditionality as a gelneaittern, not driven by isolated events.

Table 6 presents results for AR1 and dynamic pgpetifications. Column 1 is estimated
via feasible generalized least squares allowingiogrror term with first order autocorrelation and
country fixed effects, the efficient estimator lieterror process follows an AR1. Although the
estimated autocorrelation parametep#.2576, none of the coefficients or standard eruodr

interest changes substantially. Column 2 presedigiamic panel allowing the lagged dependent

5The trend terms indicate that the disbursement sieed in the first period and
accelerated in the second period, consistent vhigh gerformance crisis of the early 1990s
(Wapenhans, 1992).
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variable to enter the equation (again with HAC dtad errors). The estimated coefficient on lagged
disbursements enters as positive but small andtstatly insignificant. Other coefficients change
only marginally with no change in interpretatioHowever, the least squares estimator is known
to be inconsistent in a dynamic panel with theltagubias concentrated in the estimated coefficien
for the lagged dependent variable (Judson and O1899). Hence, Column 3 reports an Arellano-
Bond one step GMM estimation with robust standamis. The estimated coefficient on the lagged
dependent variable does change sign (switching frasttive to negative) but remains insignificant,
and other coefficient estimates are very closéntse in the benchmark specification (Table 3,
Column 3).

Table 7 addresses the influence of outliers andlt@nnative definition of the U.S. friend
variable. As is apparent from the Table 1 deseepdtatistics, the sample includes some extreme
values. To further illuminate this point, Figurego 3 present frequency distributions for key
variables. Figure 1 is a histogram for the lodpdrsement ratio, the natural log of disbursements
as a fraction of original commitments. The digitibn is notably asymmetric with a long left-hand
tail extending well beyond4. Figure 2 is a histogram of inflation. A longht-hand tail includes
several values above 10 (1000% inflation). Figdiie a histogram of the percent change in the
official exchange rate. Repeating the patternirflation, we see a long right-hand side talil
extending well past 10. To assess the influendbede outliers on the results presented earlier,
Column 1 of Table 7 excludes these extreme valgesall observations with log disbursement ratio
less than-4, inflation values greater than 10, or exchange caanges greater than 10. These
restrictions reduce the sample by 30 observatiodsteere are some notable changes in the size and
standard errors of the coefficient estimates. Hm@wein broad terms, the earlier results persist.

Though somewhat smaller, there is still a strongjtp@ link between disbursements and original
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commitments. For countries that are not U.S. fi&erhigher inflation and low devaluation are
linked to lower disbursements while the impacgn¥, is much smaller for U.S. friends.

Column 2 of Table 7 introduces an additional Uttenid variablestrong USfriend, which
equals 1 if the UN concessions variable is gretiten the mean value of 0.15. Because this
specification includes botiSfriend andstrong USfriend dummies, the estimated coefficients are
additive. For example, the impact of being a (f@agWw.S. friend on the marginal inflation effect
is 0.685 while the equivalent figure for a stron@Lfriend is 0.685+0.021=0.706. The key finding
here is that the previous results are largely wetéd. While the difference in conditionality
enforcement between U.S. friends and non-U.S.dséslarger for those countries making the most
concessions to the U.S. (the strong U.S. frient$3, not driven exclusively by this sub-group.
Likewise, the difference does not mask some relarsang those making the largest concessions
to the U.S. This demonstrates that the resultsadmeast to an alternate definition of U.S. fri¢fid.

Finally, Table 8 presents estimates for cases withstructural adjustment lending.
Disbursements now reflect only project lending vetee main focus is on a concrete activity rather
than on conditionality and broad policy changehdfprevious results reflect the impact of selecti
conditionality enforcement on disbursements, weeeko see very different results here. This is
indeed the case. The link between commitmentsieiairsements is much tighter as reflected in
a coefficient very close to one and very precissymated. The looser (though still strong) link
between commitments and disbursements for SALs hkety reflects the greater frequency of

cancellations and long delays. The estimated wiefits on inflation indicate a negative link with

%Using the continuous measure of U.S. friendshigaly results in a similar pattern as with
the basidJSfriend dummy, i.e., the coefficients on interaction tetmase the opposite sign from
the non-interaction terms indicating lax enforcetmien U.S. friends. The same holds if | use
alignment on important UN votes (rather than theat@n of this variable from alignment on all
votes) or a dummy variable based on this measure.
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disbursements for U.S. friends but no impact farntges not friendly with the U.S. Estimated
without the interaction term, the overall link be®wn inflation and disbursements is negative.
Devaluation has a marginally significamegative link with disbursements with no significant
difference between U.S. friendly and unfriendly otries. Not only are these estimates radically
different from those for the SAL sample, they aveparticularly stable and the variables of interes

explain only a very small portion of the variatin.

VI. Conclusion

This paper presents indirect evidence that predsome the U.S. has undermined World
Bank enforcement of structural adjustment cond#lity. For countries not friendly with the U.S.
(countries that do not make concessions to the pbStion in important UN votes), there does
appear to be a significant degree of enforcem@tien these countries have active World Bank
structural adjustment loans, poor macro policgoaiated with lower disbursements and the effect
can be substantial. For countries that are friemdth the U.S., there is no such evidence of
enforcement. For this second group, disbursemeatsat systematically related to macro pofity.
This pattern reoccurs in a range of specificatiansyss geographic regions, and over different time
periods and is robust to a number of estimatiorhods. In contrast, no similar pattern is found
when SALs are not active, again indicating thatpghttern is driven by selective enforcement of

structural adjustment conditionality.

Yncluding only commitments, the?i& 0.38; including only the macroeconomic variable
the R is 0.02.

¥t is also possible that SAL conditions are lesmgent for U.S. friends. However, the
dynamics of the analysis are better suited to detgdax enforcement than to detecting less
stringent conditions. It is doubtful that offic@nditions could be so different between the gsoup
that they would explain fully the effects found.
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These results highlight donor pressure as an irapbditernate explanation for the failure
of conditionality, one that merits more attenticonh researchers and reformers. Thisissue has been
explored empirically in the context of the IMF (8& 2002, 2004; Vreeland, 2005) but not
previously for the World Bank.

Why does it matter what is the cause of conditityalippage? Efforts to reform structural
adjustment have focused increasingly on selectisatghange bureaucratic incentives, reduce
problems of information and commitment, and pronostaership of programs (largely through the
PRSP process). These reforms may have signifroant but do not address the issue of donor
pressure that can, as before, undermine borrowentives and World Bank credibility. Other more
fundamental reforms that aim to reduce donor imitge— changes in World Bank governance,
ending the tradition of allowing the U.S. to selinet World Bank president, developing alternative

sources or methods of funding — also need to bieg

19



References

Andersen, Thomas Barnebeck, Henrik Hansen and Tedtaskussen. 2006. “US Politics and
World Bank IDA-Lending.” Journal of Development Studies 42(5):772-794.

Andersen, Thomas Barnebeck, Thomas Harr and Finp. T2006. “On US Politics and IMF
Lending.” European Economic Review 50:1843-1862.

Canavire, Gustavo, Peter Nunnenkamp, Rainer ThieteLuis Trivefio. 2005. “Assessing the
Allocation of Aid: Developmental Concerns and 8edf-Interest of Donors.” Kiel Working Paper
No. 1253.

Collier, Paul. 1997. “The Failure of Conditiortgli In Catherine Gwin and Joan M. Nelson (eds.),
Perspectives on Aid and Development, Policy Essay 22, 51-76. Washington, DC: Overseas
Development Council.

Collier, Paul and Anke Hoeffler. 2004. “Aid, Poli and Growth in Post-Conflict Societies.”
European Economic Review 48(5):1125-1145.

Dollar, David, and Victoria Levin. 2006. “The m@sing Selectivity of Foreign Aid, 1984-2003.”
World Development 34(12):2034-2046.

Dreher, Axel. 2004. “A Public Choice PerspectnielMF and World Bank Lending and
Conditionality.” Public Choice 119:445-464.

Dreher, Axel and Nathan M. Jensen. 2007. “InddpahActor or Agent? An Empirical Analysis
of the Impact of US Interests on IMF ConditionsThe Journal of Law and Economics 50(1):
105-124.

Drury, A. Cooper, Richard Stuart Olson, and Doughasvan Belle. 2005. “The Politics of
Humanitarian Aid: U.S. Foreign Disaster Assistari@64-1995."Journal of Politics 67:454-473.

Eisensee, Thomas and David Strémberg. 2007. “Nmasghts, News Floods, and U.S. Disaster
Relief.” Quarterly Journal of Economics 122(2):693-728.

EM-DAT: The OFDA/CRED International Disaster Databa 2007. Université Catholique de
Louvain - Brussels - Belgium. http://www.em-dat.n&ccessed on 9/17/2007.

Fleck, Robert K. and Christopher Kilby. 2006. “WbBank Independence: A Model and
Statistical Analysis of U.S. Influence Review of Development Economics 10(2):224-240.

Frey, Bruno and Friedrich Schneider. 1986. “ConmgeModels of International Lending
Activity.” Journal of Development Economics 20:225-45.

Gleditsch, Nils Petter, Peter Wallensteen, MikagkdSon, Margareta Sollenberg and Havard
Strand. 2002. “Armed Conflict 1946-2001: A New t&set.” Journal of Peace Research

20



39(5):615-637.
http://new.prio.no/CSCW-Datasets/Data-on-Armed-Goii)ppsalaPRIO-Armed-Conflicts-Dat
aset/UppsalaPRIO-Armed-Conflict-Dataset/ Accessed/26/2007.

Harrigan, Jane, Chengang Wang, and Hamed EI-@8@6. “The Politics of IMF and World Bank
Lending: Will it Backfire in the Middle East and Kb Africa?” In Alberto Paloni and Maurizio
Zanardi (eds.)The IMF, World Bank and Policy Reform, 64-99. New York: Routledge.
International Monetary Fund. 2008irection of Trade CD-ROM.

Judson, Ruth A. and Ann L. Owen. 1999. “Estimgfdynamic Panel Data Models: A Guide for
Macroeconomists."Economics Letters 65(1):9-15.

Kanbur, Ravi. 2000. “Aid, Conditionality and DebtAfrica.” In Finn Tarp (ed.)}-oreign Aid and
Development: Lessons Learnt and Directions for the Future, 409-422. New York: Routledge.

Kang, Seonjou and James Meernik. 2004. “Detemténaf Post-Conflict Economic Assistance.”
Journal of Peace Research 41(2):149-166.

Kilby, Christopher. 2006. “Donor Influence in Mildteral Development Banks: The Case of the
Asian Development Bank.Review of International Organizations 1(2):173-195.

Killick, Tony. 1995. IMF Programmes in Developing Countries. Design and Impact. London:
Routledge.

Martens, Bertin, Uwe Mummert, Peter Murrell and IP&eabright. 2002. The Institutional
Economics of Foreign Aid. Cambridge: Cambridge University Press.

Mavrotas, George and Espen Villanger. 2006. “Nai#ral Aid Agencies and Strategic Donor
Behaviour.” UNU-WIDER Discussion Paper No. 2006/02.

Mosley, Paul, Jane Harrigan, and John Toye. 198& and Power: the World Bank and
Policy-Based Lending in the 1980s, 2™ Ed. Routledge, New York.

OECD Development Cooperation Directorate. 2008ernational Development Satistics, CD-
ROM.

OECD Development Cooperation Directorate. 200%#ernational Development Statistics, CD-
ROM.

Pietrobelli, Carlo and Carlo Scarpa. 1992. “IndgdEfficiency in the Use of Foreign Aid: The
Case for Incentive MechanismsJournal of Development Sudies 29(1):72-92.

Polity IV Project. 2005. Polity IV Dataset [Contpufile; version p4v2004] College Park,

Maryland: Center for International Development &@uahflict Management, University of
Maryland. http://www.cidcm.umd.edu/polity/ Acsed on 10/23/2006.

21



Stone, Randall W. 2002.ending Credibility: The International Monetary Fund and the Post-
Communist Transition. Princeton: Princeton University Press.

Stone, Randall W. 2004. “The Political EconomyMF Lending in Africa.” American Political
Science Review 98(4):577-591.

Svensson, Jacob. 2000. “When Is Foreign Aid Koltredible? Aid Dependence and
Conditionality.” Journal of Development Economics 61(1):61-84.

Svensson, Jacob. 2003. “Why Conditional Aid D&eafork and What Can Be Done about it?”
Journal of Development Economics 70(2):381-402.

Thacker, Strom C. 1999. “The High Politics of IMEnding.” World Politics 52:38-75.

U.S. State Department. 1983-200@oting Practices in the United Nations. Washington, DC:
GPO.

Voeten, E. 2004. “Documenting Votes in the UN &ahAssembly, v1.0”
http://home.gwu.edu/~voeten/UNVoting.htm Accessed @/3/2006.

Vreeland, James R. 2005. “The International anch8stic Politics of IMF Programs.” Yale
University, Department of Political Science WorkiRgper.

Wapenhans, Willi. 199Zffectivelmplementation: Keyto Development Impact. Washington, DC:
The World Bank.

World Bank. 2007A.Projects Database. http://go.worldbank.org/IAHNQIVK30 Assessed on
7/22/2007.

World Bank. 2007B.World Development Indicators on-line. Accessed on 7/13/2007.

22



Table 1. Descriptive Statistics

Variable Mean Std. Dev. Min Max Units/Scale

World Bank disbursements 289.046 472.681 0.358 4606.435 2005 US$ millions

log of World Bank disbursements 4.780 1.415 -1.027 B.43 log of 2005 US $ millions
World Bank commitments 1,931.626 3,211.700 6.400 307407 2005 US$ millions

log of World Bank commitments 6.704 1.311 1.856 10.326 og df 2005 US $ millions
US friend 0.872 0.335 0 1 0/1

inflation 0.354 1.932 -0.176 30.798 decimal (1=100%)

US friend * inflation 0.334 1.933 -0.176 30.798 decirtiet100%)

% A exchange rate 0.577 4.931 -0.229 139.319 decimal (24100

US friend * %A exchange rate 0.543 4.922 -0.229 139.319 decimal (24100

N = 1098 observations
n = 97 countries
T =2 to 22 year, mean of 11 years
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Table2: Simple Correlations
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log of World Bank disbursementg 1
log of World Bank commitments | 0.897 1
US friend 0.0374 0.0316 1
inflation 0.0865 0.107 0.0428 1
% A exchange rate -0.0126 -0.0087 0.0243 0.3519 1

N =1098
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Table 3: Basic Specifications

Dependent Variable: World Bank disbursements

1) (2) 3)
World Bank commitments  1.044*** 1.034*** 0.985***
(10.75) (10.94) (10.03)
US friend 0.0842 0.0199
(2.47) (0.30)
inflation -0.00865 -0.00888 -0.716**
(-0.65) (-0.68) (-2.85)
inflation*US friend 0.707**
(2.86)
% A exchange rate -0.000987 -0.00102 0.131**4
(-0.16) (-0.16) (6.31)
% A exchange rate*US friend -0.133***
(-5.83)
year 0.00293 0.00381 0.00202
(0.64) (0.86) (0.49)
R? 0.2633 0.2648 0.2722

N = 1098 observations
n = 97 countries
T = 2 to 22 year with an average of 11 years

Estimated with country fixed effects.
Disbursements and commitments are log of cons@0t Aollars.

zZ statistics in parentheses based on HAC standavcse
* p<0.05, ** p<0.01, *** p<0.001
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Table4: Alternative Specifications

Dependent Variable: World Bank disbursements

(1) (2) (3)
World Bank commitments  1.000*** 1.036*** 0.983***
(10.50) (10.99) (9.87)
US friend 0.0106 0.104 0.0319
(0.16) (1.74) (0.50)
inflation -0.532* -0.703**
(-2.21) (-3.03)
inflation*US friend 0.521* 0.693**
(2.17) (3.03)
% A exchange rate 0.0735** 0.124%**
(2.94) (5.16)
% A exchange rate*US friend -0.0759** -0.127***
(-2.95) (-5.05)
GDP per capita 0.0764
(0.27)
population 0.473
(0.78)
trade -0.0570
(-0.63)
polity -0.0115
(-1.44)
polity transition -0.127
(-1.33)
war 0.0619
(0.58)
postwar 0.201
(1.81)
number killed 0.000369
(0.22)
year 0.00234 0.00429 -0.00238
(0.56) (0.98) (-0.15)
N 1098 1098 1096
R? 0.2685 0.2656 0.2798

n = 97 countries
T = 2 to 22 year with an average of 11 years

Estimated with country fixed effects.
Disbursements, commitments, and trade (exportsiplpsrts) are log
of constant 2005 millions of dollars. GDP per tajé log of PPP GDP per

capita in 2005 dollars. Population is the log ofer of people. The numbe

of people killed in natural disasters (number kijlés in thousands.

z statistics in parentheses based on HAC standeose
* p<0.05, ** p<0.01, *** p<0.001
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Table5: Estimation Resultsfor Sub-samples

Dependent Variable: World Bank disbursements

World Bank commitments

US friend

inflation

inflation*US friend
% A exchange rate

% A exchange rate*US friend

year

RZ
N
Countries

SSA
(1)
1.255%**
(5.88)
-0.0799
(-0.96)
-1.402*
(-2.91)
1.339%
(3.09)
0.163%+
(6.97)
-0.252*
(-2.11)
-0.00287
(-0.40)

0.3471
462
34

Estimated with country fixed effects.

Disbursements and commitments are log of consta®h #ollars.

LAC
(2)
0.743%
(5.53)
0.104
(0.25)
-0.958*
(-2.91)
0.947**
(2.86)
-0.122
(-0.05)
0.116
(0.05)
-0.00663
(-1.03)

0.2546
260
22

Z statistics in parentheses based on HAC standarcse

* p<0.05, ** p<0.01, *** p<0.001

Others
(3)
0.922%**
(7.63)
0.0517
(0.58)
-0.351
(-1.23)
0.342
(1.18)
0.109***
(3.38)
-0.0793*
(-2.46)
0.00892
(1.12)

0.2438
376
41

1984-94
(4)
1.194*
(6.50)
0.0324
(0.35)
-0.691*
(-2.50)
0.689*
(2.51)
0.274%**
(5.09)
-0.279*
(-5.01)
-0.0593
(-4.36)

0.2682
487
76

0.889***

-0.0789**

1995-200
()

(10.17)
0.0807

(1.10)
-0.870*
(-2.02)
0.857*
(1.98)
0.109%*
(3.62)

(-2.60)
0.0247
(2.57)

0.1628
600
83
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Table6: AR1 and Dynamic Panel Estimations

Dependent Variable: World Bank disbursements

World Bank commitments

US friend

inflation

inflation*US friend

% A exchange rate

% A exchange rate *US friend
World Bank disbursements

year

N
RZ
Estimation Methods:

(1) FGLS AR1 with fixed effects

1)
0.938*
(19.95)
0.0241
(0.35)
-0.879%+
(-3.70)
0.865*+
(3.63)
0.140*
(2.38)
-0.134*
(-2.26)

1001
0.3503

(2
0.994%+
(10.92)
0.0177
(0.26)
-0.675**
(-2.60)
0.652*
(2.49)
0.119*
(2.64)
-0.122**
(-2.66)
0.0173
(0.37)
0.00164
(0.40)

1078
0.2940

(2) OLS Dynamic panel with HAC standard errors
(3) Arellano-Bond GMM with robust standard errors

Disbursements and commitments are log of const20f 2ollars.

Column 1 reports t statistics in parentheses.
Columns 2 and 3 report z statistics in parentheses.

* p<0.05, ** p<0.01, *** p<0.001

©))
1,232k
(9.87)
0.0326
(0.58)
-0.703*
(-2.71)
0.700*
(2.69)
0.134*
(2.34)
-0.139*
(-2.44)
-0.102
(-1.30)
0.0190
(1.83)

1013
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Table7: Excluding Outliers; Strong USfriend

Dependent Variable: World Bank disbursements

(1) (2)
World Bank commitments 0.847*** 0.986***
(12.55) (10.18)
US friend 0.0172 0.0132
(0.30) (0.18)
strong US friend 0.0134
(0.26)
inflation -0.655*** -0.707**
(-4.77) (-2.80)
inflation*US friend 0.542*** 0.685**
(3.74) (2.73)
inflation*strong US friend 0.0210
(0.69)
% A exchange rate 0.125%** 0.131***
(10.13) (6.11)
% A exchange rate*US friend -0.108*** -0.115%**
(-3.46) (-4.97)
% A exchange rate*strong US friend -0.0206*
(-2.37)
year -0.000543 0.00251
(-0.15) (0.56)
N 1068 1098
R? 0.2854 0.2741

Samples:
(1) Excludes observations with inflation>10,2€xchange rate>10
or log (disbursements/commitments¥

(2) Full sample.

Estimated with country fixed effects.
Disbursements and commitments are log of cons@f Aollars.

z statistics in parentheses based on HAC standeose
* p<0.05, ** p<0.01, *** p<0.001
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Table8: Project Lending Only

Dependent Variable: World Bank disbursements

(1)

World Bank commitments 1.087***
(17.37)

US friend -0.0458
(-0.56)

inflation 0.0208
(1.60)

inflation*US friend -0.0342*
(-2.29)

% A exchange rate -0.0189
(-1.86)

% A exchange rate*US friend 0.00759
(0.41)

year -0.00297
(-0.68)

N 989

R? 0.3968

Covers only cases with NO active SAL.

Estimated with country fixed effects.
Disbursements and commitments are log of constz0f 2ollars.

z statistics in parentheses based on HAC standanse
* p<0.05, ** p<0.01, *** p<0.001
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