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How do national elections affect international negotiations? Governments facing 
elections at home may modify their negotiating positions. Alternatively, governments 
may use national elections to justify their obstinacy in international talks. The current 
study examines the role of elections in negotiations over IMF loan programs. IMF 
loans typically come with conditions that prescribe policy reforms. These conditions 
are the outcome of negotiations between national governments and unelected IMF 
staff. To what extent are loan conditions influenced by elections in borrowing 
countries? New data from IMF documents show that elections influence the 
stringency of labor-related loan conditions. These conditions require reforms to 
countries’ labor markets and therefore are particularly visible to and consequential for 
the average voter. Labor conditions are relatively less stringent in programs 
negotiated within 6 months of a democratic election, all else equal.  
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How do national elections affect international negotiations? What role do elections 

play if only one of the negotiating parties is subject to electoral constraints as is the 

case, for example, in talks between national governments and unelected international 

organizations? Unelected international officials may be particularly insensitive to 

electoral politics. Alternatively, unelected  international bodies might work hard to 

accommodate the constraints imposed by elections – knowing that the fate of their 

negotiating partner rests in the hands of voters back home.  

The current study examines the effects of national elections on negotiations 

with the International Monetary Fund (IMF). The IMF is often at the center of debates 

about the role of unelected international organizations in countries’ domestic policies. 

Critics frequently allege that the IMF is insensitive to politics in borrowing countries. 

Many believe the IMF applies one-size-fits-all policy prescriptions regardless of the 

long-term political consequences of such reforms (Hillman 1980; Meltzer 2000; 

Easterly 2001; Stiglitz 2002). 

Contrary to this view, recent research finds evidence that the IMF is, in fact, 

responsive to domestic politics under certain conditions. Evidence of the fund’s 

responsiveness to local politics is found in the details of IMF loan programs. IMF 

loans typically come with conditions that prescribe certain policy reforms. These 

conditions are ultimately the outcome of often lengthy negotiations between 

government officials and IMF staff. Caraway, Rickard and Anner (2012) find 

evidence that loan conditions are influenced by politics in borrowing countries. 

Borrowers with stronger domestic labor at home receive less stringent labor-related 

loan conditions and this effect is especially pronounced in democracies. Elections are 

one possible mechanism through which strong labor translates into less intrusive labor 

conditionality. When labor is politically powerful at home, governments have 
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incentives to negotiate to reduce the stringency of labor-related loan conditions to 

maximize their chances of re-election. The logic of this argument points to the 

potential role of national elections in international negotiations over IMF loan 

programs.  

Elections have, in fact, been shown to affect many aspects of IMF lending. 

Governments are more likely to abandon programs to which they have already agreed 

prior to elections, and they hesitate to conclude new agreements with the IMF prior to 

elections (Przeworski and Vreeland 2000; Dreher 2003). Countries that do enter an 

IMF program prior to an election borrow larger amounts (Dreher and Vaubel 2004). 

The IMF also tends to be more forgiving of deviations from loan conditions prior to 

an election (Stone 2004). Thus far, however, there is little evidence that democratic 

elections affect loan conditions (Stone 2008). This lack of evidence is puzzling in 

light of the finding that powerful labor can influence the stringency of labor-related 

loan conditions. How can these two apparently contradictory results be reconciled?  

One reason existing research may have failed to uncover a robust relationship 

between elections and loan conditions is because conditionality is typically 

operationalized in terms of the number of loan conditions (e.g. Dreher and Jensen 

2007) or the number of categories of conditions (e.g. Stone 2008). Voters are unlikely 

to have strong preferences about the total number of loan conditions. Instead, voters 

worry about what reforms will be required and how these reforms will affect their 

economic well being. The current study therefore examines the content of loan 

conditions rather than the total number of conditions.  

Examining the content of loan conditions makes possible new avenues of 

research. As Vreeland writes, “The policy-specific approach…leads to a new line of 

research questions…Which countries get which conditions? Is conditionality driven 
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by purely economic factors or do political factors…play a role?” (2006, 373) The 

current study aims to shed light on these questions using new data on the stringency 

of labor-related loan conditions. Labor-related loan conditions stipulate reforms to the 

country's domestic labor market and/or have direct effects on employment, wages, 

and social benefits (e.g., privatization, wage freezes, pension reform). As such, labor-

related conditions are particularly relevant for the average (or median) voter because 

in virtually all countries the median voter earns a majority of their income from labor, 

rather than capital or land. As a result, the median voter is particularly concerned 

about labor-related loan conditions because the reforms stipulated by such conditions 

tend to make workers worse off in the short to medium term. Governments negotiate 

loan programs with an eye towards their future electoral prospects, paying particular 

attention to the median voters’ interests, and therefore demand less intrusive labor 

conditions. The IMF, moreover, responds to these demands because the successful 

implementation of an IMF program depends, at least in part, on the electoral fate of 

the government with which it is negotiated.  

The paper begins by outlining existing research on elections and IMF lending. 

The second part of the paper lays out the logic of the argument, tests it empirically, 

and concludes with some observations about the implications of the findings. 

 

Existing research 

A large body of scholarship illustrates how domestic political constraints can 

influence international negotiations. Milner and Rosendorff (1997), for example, 

demonstrate that national elections influence international negotiations over trade. 

Elections shape the terms of international trade agreements because trade agreements 

require ratification by the national legislature (Milner and Rosendorff 1997). 
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However, IMF loan agreements require no such ratification. Loan programs are 

agreed with the national executive and go into force without domestic ratification 

(Gold 1970). If national legislatures are bypassed by IMF agreements, what role, if 

any, do elections play in international negotiations over IMF loan programs?  

Previous empirical studies find that elections shape the politics of IMF lending 

in several ways. First, countries are more likely to conclude an IMF program after an 

election than before an election (Przeworski and Vreeland 2000). Second, the 

likelihood of entering a new program is significantly lower prior to an election 

(Dreher 2003).1 Third, borrowing is "significantly larger" prior to elections, especially 

in more democratic countries (Dreher and Vaubel 2004). Fourth, programs are more 

likely to break down prior to elections, although this effect is less severe in more 

democratic countries (Dreher 2003). Fifth, the Fund is less willing to enforce 

conditions rigorously on the eve of an election (Stone 2004). Elections therefore have 

consequences for many features of IMF loan programs.  

Elections may also influence loan conditions. Previous studies examined the 

influence of elections on the number of loan conditions (e.g. Dreher and Jensen 2007, 

Stone 2008). For example, Stone (2008) estimates the effect of time until legislative 

elections on the number of categories of loan conditions. Stone finds no evidence that 

time until elections influences the “scope” of loan conditions. Similarly, Dreher and 

Jensen (2007) do not find a consistently robust election effect on the total number of 

loan conditions. One reason may be that the median (or average) voter is unlikely to 

                                                 
1 This is so even though governments that do conclude an agreement within six month 
prior to an election are more likely to be reelected when GDP growth is low (Dreher 
2004). Dreher argues that voters reward "competent" governments that turn to the 
IMF in times of need but punish "incompetent" governments that enter IMF programs 
under better economic conditions. Competent governments facing relatively good 
economic prospects, he argues, should borrow from private lenders rather than submit 
to IMF conditionality. 
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know or care about all loan conditions. Conditions relating to foreign exchange 

operations and long-term foreign debt sub-ceilings, for example, are relatively 

obscure to the average voter. Even if voters know about these types conditions, they 

are unlikely to understand how they will effect their economic well being. Instead, the 

median voter, who earns a majority of their income from labor, rather than capital or 

land, is likely to be most concerned about conditions that directly impact her 

economic well being. For example, conditions requiring reductions in the minimum 

wage or the number of public sector employees affect the economic welfare of large 

numbers of voters and therefore generate intense public scrutiny. In Ireland, for 

example, one of the most frequently discussed conditions of the 2010 EU/IMF loan 

was a condition requiring a reduction in the minimum wage.2 This condition became a 

decisive campaign issue in the subsequent national elections.3 In contrast, there was 

far less discussion of loan conditions relating to “terms of reference for the due 

diligence of bank assets” or the requirement that the Central Bank “achieve a capital 

ratio of 12 percent core tier 1”.4  These non-labor conditions are complex and often 

obscure. Many voters are simply unaware of these types of conditions. Even when 

voters know about these types of non-labor conditions, voters are less motivated to 

vote against governments who agree to such conditions because they are unsure of the 

effects such conditions have on their economic welfare (Kono 2006). The average 

voter, in other words, does not have strong preferences about the total number of 

conditions but instead is most concerned about those conditions that directly affect her 

                                                 
2 The condition specified a reduction of €1 per hour in the minimum private-sector 
wage. This condition was mentioned over 800 times in Irish newspapers in the year 
before the loan was agreed.  
3 In fact, the new Fine Gael government reversed the minimum wage cut after 
winning office.   
4 IMF Country Report No. 10/366 December 2010. While the minimum wage 
condition was mentioned over 800 times in Irish newspapers since January 2010, the 
capital ratio condition was mentioned fewer than 100 times (Nexus). 
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economic well being and particularly those whose welfare effects are straightforward, 

such as wage reductions.5 As a result, it is difficult (perhaps impossible) to accurately 

estimate the effect of elections on the outcome of international negotiations using the 

total number of IMF loan conditions.  

Voters’ support for the government that negotiated the loan program will be 

closely conditioned on the specifics of the loan program (Putnam 1988, 442). This is 

particularly true when loan conditions have distributive consequences. When the costs 

of a proposed reform are relatively concentrated, it is reasonable to expect that those 

constituents whose interests are more affected will exert special influence on 

negotiations over loan conditions (Putnam 1988, 445; Wilson 1975). It is for this 

reason that labor-related loan conditions are the focus of this study. These conditions 

stipulate reforms to the country's domestic labor market and/or have direct effects on 

employment, wages, and social benefits (e.g., privatization, wage freezes, pension 

reform). Reforms of this nature are costly for workers in the short to medium term. 

Public sector reforms such as privatization, reductions in the size of government, and 

freezes on government salaries, result in layoffs and reduced wages for state 

employees. Likewise, demands to control minimum wage or private sector wage 

increases affect worker incomes in the private sector. Structural reforms to public 

pensions and healthcare systems affect the benefits that workers covered by these 

programs receive. Enhancing labor market flexibility by reducing the cost of firing 

workers, legalizing non-permanent labor contracts, or decentralizing collective 

                                                 
5 Of course, interest groups may be concerned with non-labor conditions. For 
example, banks may have strong preferences regarding the capital reserve conditions 
and banks may lobby governments on behalf of their economic interests. This 
lobbying often takes the form of contributions rather than votes and consequently 
affects governments at all times, not just in the shadow of impending elections. 
Voters’ electoral support is critical precisely at election time and thus explains why 
voters’ interests are most likely to be evident in IMF loan programs negotiated in the 
shadow of impending elections.  
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bargaining affects workers by making jobs more precarious and/or by weakening 

unions’ bargaining power.  

Labor-related conditions are a subset of IMF conditions. Although labor-

related conditions are increasingly common in IMF programs during the period under 

examination, they are far from ubiquitous. Labor conditions were not included in IMF 

programs prior to 1987.6 Since then, the number of labor conditions increased each 

year up until 2000. On average, about a quarter of the IMF programs agreed between 

1987 and 2000 included labor conditions. Labor conditionality reached a sample peak 

in 1999 when nearly 44 percent of all IMF programs included at least one labor 

condition. Although labor-related conditions became increasingly frequent in IMF 

programs during the period under investigation, labor conditionality varied 

considerably from country to country. Why do some countries’ programs include 

labor conditions while others do not? Why do some countries receive far more 

intrusive labor reform conditions than others? This variation is due, in part, to pending 

democratic elections in borrowing countries.  

 

Argument 

Labor-related loan conditions typically require the adoption of reforms that harm 

workers in the short to medium term. Governments facing democratic elections in the 

near future therefore have electoral incentives to negotiate less stringent labor 

conditionality. Not only does a lenient program allow governments more flexibility in 

the implementation of the IMF conditions in the months preceding the election, a 

program with fewer labor conditions gives opposition parties less ammunition to use 

                                                 
6 Prior to 1987, the conditions imposed by the IMF followed a basic template. Since 
then, the IMF has expanded the scope and number of conditions for numerous issue 
areas, not just labor-related conditionality (Pauly 1999). 
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in attacks on the government. National leaders that anticipate an election in the near 

future, but nevertheless conclude an IMF program, will endeavor to negotiate a 

program that has as lenient labor conditions as possible. 

Governments facing imminent elections are particularly concerned about the 

electoral consequences of agreeing to labor-related conditions because the median 

voter in virtually all countries is labor-rich relative to the national mean (Milanovic 

2000; Milner and Kubota 2005; Kono 2008; Tavares 2008). In other words, workers 

make up the majority of voters in most countries.7 Since governments typically want 

to retain office, they work to maximize their chances of re-election by negotiating less 

stringent labor-related loan conditions. Pressure to reduce labor conditions will be 

especially intense when elections are imminent, since the memory of the IMF 

program and its labor-related conditions will be fresh in voters’ minds.  

Governments have incentives to call attention to workers’ opposition to labor 

conditions in order to gain bargaining leverage with the IMF. Governments may claim 

that they would, in theory, like to accept the IMF’s proposed labor conditions but 

simply could “never get them accepted at home” (Putnam 1988, 440). “Lamenting the 

domestic constraints under which one must operate is, in the words of one 

experienced British diplomat, “the natural thing to say at the beginning of a tough 

negotiation”” (Putnam 1988, 440). By claiming to face stiff opposition from voters at 

home, governments gain additional bargaining leverage as famously articulated by 

Schelling who wrote, “the power to constrain an adversary may depend on the power 

to bind oneself” (1960, 22).  

                                                 
7 Not only do workers make up the majority of voters in most countries, these types of 
conditions are also often bitterly opposed by organized labor (Pastor 1987a; Pastor 
1987b; Naím 1993; Murillo 2001; Vreeland 2003; Mayer and Mourmouras 2005; 
Milner and Kubota 2005; Nooruddin and Vreeland 2010). 
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However, such claims by national governments during negotiations with the 

IMF are not always credible. All governments have incentives to make such claims, 

regardless of whether they are true or not. As such, it is difficult for the IMF to know 

whether such claims are, in fact, accurate representations of the political and social 

conditions in the country. Imminent elections can help to make credible governments’ 

claims about the domestic opposition to required reforms. In the 1954 Trieste 

negotiations, the Italian government claimed that “Unless something is done in our 

favour in Trieste, we can lose the election.” (Putnam 1988, 459). The upcoming 

elections helped to make credible the governments’ claims about the strength of 

domestic opposition and their own political weakness. In this way, elections can give 

the government relatively more bargaining power with which to minimize the 

stringency of labor conditions.8   

Unlike in state-to-state negotiations, the bargaining advantage made possible 

by elections is only ever available to one of the parties involved in IMF loan 

negotiations. As an unelected body, the IMF can only ever lose power from 

impending national elections. In this sense, negotiations between democratically 

elected governments and unelected IMF staff are essentially unequal.  

Despite this imbalance, it is far from certain that the IMF will defer to requests 

by national governments for less stringent labor conditions. Critics of the Fund allege 

that the IMF is impervious to governments’ electoral concerns. Moreover, the IMF 

might have incentives to set more stringent conditions during periods immediately 

                                                 
8 One implication of this logic might be that governments call early elections during 
negotiations with the IMF to gain bargaining leverage. However, there is little 
evidence of this. Very few elections are held early in countries in negotiations with 
the IMF. Anecdotal evidence suggests that governments are extremely reluctant to 
call early elections during loan negotiations because doing so effectively suspends 
negotiations as the IMF has shown itself to be unwilling to negotiate with caretaker 
governments (Hillman 1980, The Banker  May 1977).  
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preceding democratic elections. During the pre-election period, politicians have 

electoral incentives to expand the economy. The Fund may seek to limit the 

opportunities for pre-election expansion with strict conditionality. The IMF may also 

insist on stricter conditionality during pre-election periods in order to tie the hands of 

a new government.  

However, the IMF has compelling reasons to take into account the domestic 

political context when determining the intrusiveness of labor conditionality. First, the 

IMF wants its programs to be successful. If a loan program contains unpopular 

conditions, domestic actors may thwart implementation of the reforms and 

consequently jeopardize the success of the program (Drazen 2002; Boughton and 

Mourmouras 2004; Ivanova, Mayer, Mourmouras and Anaviotos 2006).9 For 

example, proposals in Italy in 1978 to reduce pensions to those still partially 

employed raised such opposition from both the trade unions and parties that they were 

abandoned, along with much hope of abiding by the conditions included in the IMF 

Letter of Intent (Hillman 1980, 16; Financial Times, 10 Oct 1977 p. 40). After direct 

consultations with the unions and leftist leaders, the IMF restructured its loan program 

(Putnam 454; Hillman 1980). In a letter to the Italian government in 1978, the IMF 

wrote that for a program to be successful it will “have to be based for many years on 

the consensus and contribution of all social components.” (Hillman 1980, 17; Mondo 

Economico 5 August 1978, p. 18.) The IMF seemed to have learned from experience 

in Italy that it is futile to try and bring about any lasting improvements without 

                                                 
9 According to one IMF study, only 25 percent of structural adjustment programs 
between 1986 and 1997 were completed without interruptions. Domestic political 
constraints such as political upheavals, flagging commitment from the authorities 
(often a consequence of difficulty in mustering political support for new policies), and 
opposition from domestic interest groups played a role in most of the program 
interruptions (International Monetary Fund 2001). 
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achieving some sort of political consensus to ensure that a coalition can both accept 

the loan conditions and last long enough to carry them out (Hillman 1980, 21).  

Second, highly intrusive conditionality provides ammunition for the 

opposition to use in its campaign against the government. If the government with 

which the IMF has negotiated an agreement is thrown out of power, or if it loses seats 

in the legislature, the program is more likely to fail. Because the Fund is interested in 

maximizing the success/implementation of their programs, the IMF is unlikely to 

require highly intrusive labor market reforms from governments facing elections in 

the near term.10 Additionally, governments facing imminent elections may reject loan 

programs with overly stringent conditions. For example, the Nigerian government 

made it clear that it would not enter an IMF program until after the presidential 

elections in August 1983 (Vreeland 2003, 37). The race was close and it was believed 

that entering into an agreement with the IMF before the election would have doomed 

the president’s reelection bid (Vreeland 2003, 37). The government continued to 

negotiate with the IMF but refused to agree to stringent loan conditions until a month 

after the elections (Vreeland 2003, 37). The Nigerian example serves as a reminder 

that the number and stringency of conditions are ultimately the outcome of a 

bargaining process. Prior to democratic elections, governments may be willing to sign 

only those agreements with relatively loose labor conditions and refuse loans with 

tighter conditions. The IMF, which is often eager to lend may be prepared to endorse 

fewer conditions if it feels that this is necessary in order to reach an agreement. 

Third, the IMF has a self-serving interest in the popularity of the borrowing 

government. By increasing the popularity of the government, the IMF can ironically 

                                                 
10 Dreher (2003) finds that fewer IMF programs break down prior to elections in 
democratic countries. He attributes this to a general tendency of IMF staff to take into 
account the incumbent politicians concerns at election time.  
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increase its own bargaining power. Popular governments have larger win sets and 

consequently less bargaining power (Putnam 1988). For this reason, the IMF may 

agree to less stringent labor conditions in order to increase its relative bargaining 

power in future negotiations.  

The theoretical discussion leads to a straightforward hypothesis: In comparing 

IMF loan programs, those agreed with governments facing imminent democratic 

elections will contain less intrusive labor conditions than those agreed with 

governments not facing imminent elections. 

 

Quantitative evidence   

Dependent variable  

New data from IMF loan documents for programs negotiated during the period from 

1980 to 2000 are used to construct a measure of the “intrusiveness” of labor 

conditions. All labor conditions in key loan documents including the Letters of Intent 

and the Arrangement Letters are identified. Letters of Intent are prepared by the 

borrower in consultation with the IMF.11 Arrangement Letters are essentially the 

contract for the loan and spell out the conditions that a country must meet in order to 

receive the next loan disbursement. Coding the conditions in both the Letters of Intent 

and Arrangement Letters is an important empirical innovation. Previous studies focus 

almost exclusively on the Letters of Intent. However, the Letter of Intent is often used 

to lay out the entire policy program and in some cases, even includes technical 

assistance, advice, and policy priorities at other international financial institutions, 

such as the World Bank, regardless of whether the Fund has the intention to make 

these conditions for its financing (International Monetary Fund 2001). In contrast, the 

                                                 
11 They are usually, but not always, called Memoranda of Economic and Financial 
Policy. 



 13 

Arrangement Letter spells out only those reforms that the Fund intends to make 

conditions for financing. We test for and find important substantive differences 

between the loan contracts and the Letters of Intent.  

Nine issue areas are identified as being relevant for labor, including wage 

levels and labor market flexibility.12 Each labor condition is weighted by its relative 

stringency. Performance criteria and prior actions are weighted most heavily (by a 

value of 4). Prior actions outline steps that a country must take before the IMF 

releases any monies (or completes a review). Performance criteria are conditions that 

a loan recipient has to meet; failure to do so results in the loan’s suspension. 

Benchmarks and indicative targets are weighted less heavily (by a value of 3). 

Benchmarks are conditions that the IMF expects countries to meet, but failure to do so 

does not result in an automatic suspension of the loan. Indicative targets are similar to 

benchmarks, except that they are quantitative (e.g. a ceiling on the public wage bill). 

Soft conditions are weighted less heavily than benchmarks and indicative targets (by a 

value of 1) because there are no sanctions for failing to fulfill a soft condition. Soft 

conditions simply identify areas in which the IMF would like to see reforms at some 

point in the future.   

The dependent variable equals the sum of the number of labor conditions 

weighted by their relative “intrusiveness.” This variable estimates the intrusiveness or 

stringency of labor-related conditions in a country’s loan program in a given year. In 

general, there are more labor conditions in the Letters of Intent than in the 

Arrangement Letters. This reflects the fact that labor conditions are frequently soft 

conditions, which are not included in Arrangement Letters. Less than half of all labor 

conditions included in IMF programs from 1980 to 2000 are hard conditions: 10 

                                                 
12 For a complete list of all nine issue areas see Appendix A. 
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percent are performance criteria while 20 percent are benchmarks. Indicative targets 

are rare; only 24 labor-related indicative targets are included in IMF programs during 

this period. Labor-related prior actions are also rare; only 5 percent of conditions in 

the sample are prior actions. Among the countries that received IMF monies between 

1980 and 2000, 41 percent received no labor-related conditions in their loan contracts.  

 

Explanatory variables  

Two variables are constructed to test the effect of elections on labor conditions. The 

first, Pending Election, is coded 1 if an election was held within 6 months of the 

signing of the Letter of Intent and 0 otherwise. The Letter of Intent is drafted by the 

IMF staff after lengthy negotiations with the national government.13 Upon agreement 

between the government and the IMF staff on the terms of the loan, the Letter of 

Intent is signed by the governments’ national executives, often the Minister for 

Finance and/or the Governor of the Central Bank, and announced publicly.14  

The second variable, Months until Elections, reports the number of months 

that elapsed between the Letter of Intent and the nearest subsequent election. Days are 

rounded up to a whole month. For example, 1 month and 10 days rounds up to 2 

months. Thus, the interpretation of this variable is that the Letter of Intent was agreed 

within 2 months of an election.  

                                                 
13 Negotiations typically take a minimum of three months (Stone 2011, 136). Most 
programs are approved within 3 to 12 months. 
14 In contrast, the actual loan contract is often confidential. The Executive Board does 
not have the ability to amend the letter of intent because it has been negotiated and 
signed by the country authorities before the board meeting (Stone 2011, 60). In effect, 
the Executive Board ratifies whatever is proposed by the IMF management in the 
letter of intent (Stone 2011, 56).   
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Both variables are coded only when democratic elections were possible in the 

borrowing country.15 The 21-point Polity index constructed by Gurr et al., Jaggers and 

Gurr, and Marshall and Jaggers, is used to operationalize this criteria. The Polity 

index ranges from -10 for a highly autocratic state to 10 for a highly democratic one. 

This index is constructed based on factors such as: (1) the competitiveness of the 

process for selecting a country’s chief executive, (2) the openness of this process, (3) 

the competitiveness of political participation within a country and (4) the degree to 

which binding rules govern political participation within it. These factors are directly 

related to the theoretical emphasis on elections and democratic representation and 

thus make the use of Polity particularly appropriate in this context.  

Both Pending Election and Months until Elections are coded if and only if 

Polity is greater than 6 for the country-loan-year or subsequent country-year. In effect, 

this limits the empirical exercise to democratic elections. This selection criteria is 

fully consistent with the micro foundations of the argument. However, it sets up a 

potentially difficult test of election effects because anecdotal evidence suggests that 

elections in transitional countries and non-consolidated democracies can also affect 

IMF programs. For example, the 1996 presidential elections in Russia influenced the 

loan program despite the fact that Russia was not a fully consolidated democracy at 

this time.16 The IMF agreed to accommodate high levels of spending in the first half 

of the year in a concession to election-year pressure (Stone 2002, 140). The Russian 

example shows that some cases of election-influenced loans may be missed by 

focusing only on elections in high-functioning democracies (i.e. Polity > 6),. 

However, this selection criteria provides the most appropriate test of the causal logic 

of the argument.  

                                                 
15 During the loan-year or subsequent year. 
16 In fact, Russia’s Polity score in 1996 was equal to 3. 
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Legislative elections are included for all countries. Although loan programs 

are negotiated with the national executive, the legislature must be called on to pass 

many of the reforms required by labor-related loan conditions. If elections are 

expected to return a body of legislators that will not pass the necessary reforms, the 

executive may press for less stringent loan conditions when negotiating with the IMF 

in the shadow of pending legislative elections (Vreeland 2006, 373). As a result, 

upcoming legislative elections may matter for loan conditions even in presidential and 

semi-presidential systems. For example, the Fund agreed to relax loan conditions for 

Ukraine, a semi-presidential system, in January 1998 because of an upcoming 

legislative election in March (Stone 2002, 195; Elgie 2011).  

In addition to legislative elections, presidential elections are also included for 

presidential and semi-presidential systems. Where there are multiple rounds of voting, 

the date on which voting started for the entire election event is used. In elections that 

span multiple days, the first day of voting is used as the election date. Election data 

come from Hyde and Marinov.  

 

Control variables  

Several important control variables are included in all estimated models:  

• the log of GDP per capita as a proxy for overall economic development —  

Previous studies consistently find a negative correlation between economic 

development and the number of IMF loan conditions (Steinwand and Stone 

2008, Table 4). Countries with fewer conditions may receive fewer labor 

conditions.  
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• Debt service, measured as a percent of exports (excluding remittances)—  

Countries that use a large portion of their exports for debt service are likely 

to be particularly dependent upon non-market sources of financing. Previous 

studies have found that countries with significant external debt are more 

likely to seek IMF support (Steinwand and Stone 2008, Table 4). High-debt 

countries may be more willing to accept labor conditions in return for IMF 

programs.   

 

• Existing policies—Some part of the observed cross-national variance in labor 

conditionality may be due to existing labor market policies and regulations. 

The IMF is unlikely to demand that a country liberalize its labor laws if the 

labor market is already very flexible.17 Instead, the IMF will likely seek 

greater reforms in countries with heavily regulated domestic labor markets.18 

We therefore include an estimate of a country’s Firing Costs, which 

measures the cost of severance pay and advance notice (in weeks of pay) for 

laying off one worker with twenty years of service.19 Higher firing costs are 

an indicator of more restrictive labor market regulations.20  

 

• Geopolitics—We include a measure of how closely countries are allied with 

the United States based on voting in the UN General Assembly. This variable 

                                                 
17 See, for example, the IMF’s staff report for Ireland 
(http://www.imf.org/external/pubs/ft/scr/2010/cr10366.pdf).  
18 See, for example, the IMF’s staff report for Greece 
(http://www.imf.org/external/pubs/cat/longres.cfm?sk=23839.0) 
19 We coded national labor legislation that was in effect from 1980 to 2000 when it 
was available in English, French, Portuguese, or Spanish; otherwise we relied on 
secondary sources. 
20 This also accounts for the possibility that existing labor market regulation may be a 
function of the power of domestic labor. 
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measures the extent to which a country votes in line with the United States. 

Votes in agreement with the US are coded as 1, votes in disagreement are 

coded 0, and abstentions or absences are coded 0.5 (Thacker 1999). Votes 

where more than 80 percent of the countries agreed are discarded. The 

resulting numbers are then divided by the total number of votes in each year. 

Higher values indicate greater correspondence between a country’s UN 

voting record and the voting record of the United States.   

 

• GDP—Larger countries may be better able to resist IMF conditions (Stone 

2002) and thus GDP is included to control for countries’ economic size.  

 

• Linear time trend—Conditionality was not originally stipulated in the IMF’s 

Articles of Agreement and as late as the late 1970s, only 26 percent of IMF 

loans included any substantial conditions (Stone 2008, 591; Steinwand and 

Stone 2008). Since then, the use of loan conditions increased steadily up until 

the year 2000 (Steinwand and Stone 2008). Two-thirds of IMF loans 

involved substantial conditionality by the end of the 1980s (Stone 2011, 77). 

During the period from 1974 to 1982, the average number of performance 

criteria in an IMF program was 7.1. This number rose to 12.1 in the period 

between 1983 and 1990 (Gould 2006, 60). The scope of conditionality also 

expanded as the Fund ventured into new areas of domestic economic policy 

traditionally outside its purview (Stone 2008, 591; Vreeland 2007). Labor 

conditions are one such example. Labor market reform conditions are 

increasingly frequent from 1980 to 2000. Given this, variation in the 

stringency of conditions across loan programs depends, in part, upon the 
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timing of the program. All estimated models therefore include a time trend. 

The time trend also helps to ensure that we do not report a spurious 

correlation between two variables that trend together over time but are not 

causally related. Other seminal studies of IMF conditions also utilize linear 

time trends (Gould 2003).  

 

• Number of documents—Since some countries have more than one loan in 

one year, and since a complete set of documents is unavailable for some 

loans, we also control for the number of documents. 

 

Models are estimated using negative binomial regression. The negative binomial 

regression model is appropriate given the discrete, non-negative properties of the 

dependent variable.  

 

Results 

A simple t-test provides preliminary support for the hypothesis. On average, labor-

related conditions are more lenient in programs agreed less than 6 months before a 

democratic election. In fact, labor conditions are nearly twice as stringent in loans 

negotiated more than 6 months before a democratic election. The stringency of labor 

conditions is equal to 5.61 for loans agreed more than 6 months before a democratic 

election. The stringency of labor conditions is equal to 3.37 for loans agreed less than 

6 months before a democratic election. The difference between these two loan groups 

is statistically significant at the .01 level, as demonstrated by a two-sample t-test with 

equal variances.  
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Table 1 reports the coefficient estimates for the negative binomial regression 

of the stringency of labor market reform conditions on Pending Election and key 

control variables. The coefficient estimates provide further evidence that imminent 

democratic elections influence the stringency of labor-related loan conditions. 

Pending elections reduce the stringency of labor-related loan conditions by 42 

percent, on average, holding all else constant. Using Monte Carlo simulations, the 

expected value of the stringency of labor conditions in Letters of Intent is calculated 

for the two values of Pending Elections, holding all other variables at their mean. On 

average, the expected value of the dependent variable is 4.56 in loans negotiated more 

than 6 months before a democratic election. In contrast, the expected value of the 

dependent variable is 2.64 in loans negotiated within 6 months of an election.  

Elections have a larger effect on the labor conditions included in Arrangement 

Letters than in Letters of Intent. In fact, the estimated coefficient on Pending Election 

is nearly 6 times as large for the Arrangement Letters than the Letters of Intent. 

Governments facing elections within the next 6 months may expend relatively more 

effort to minimize labor conditions in the actual contract of the loan. They do so with 

the knowledge that the soft conditions included in the Letters of Intent can be ignored 

with few, if any, consequences. This result points to the importance of examining both 

the Letters of Intent and Arrangement Letters to fully understand the logic of IMF 

conditionality.21  

                                                 
21 The coefficient estimates for UN Voting in Table 1 also point to the potential 
importance of examining both the Arrangement Letters and Letters of Intent. US 
allies receive relatively more intrusive labor market reform conditions in their Letters 
of Intent. This may be evidence that the US rewards recalcitrant regimes by 
intervening on their behalf to minimize labor conditionality. Stone (2011) finds results 
that support this interpretation. However, US allies receive no more (or less) intrusive 
labor market reform conditions in IMF Arrangement Letters than non-US allies. One 
interpretation of this finding is that US influence does not extend to the actual loan 
contracts. Alternatively, US influence may matter only when borrowers are especially 
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Firing costs are not a robust predictor of the intrusiveness of IMF labor 

conditionality. Countries with strict labor market regulations (i.e., high firing costs) 

are no more likely to receive labor market reform conditions than countries with 

flexible labor markets (i.e., low firing costs), controlling for Pending Elections. One 

interpretation of this result is that conditionality is not based purely on economic 

concerns. Instead, loan conditions appear to be determined, at least in part, by 

political considerations, such as upcoming elections.  

Two other robust results emerge from Table 1. First, larger countries receive 

less intrusive labor conditions in the Letters of Intent, as demonstrated by the negative 

and significant coefficients on GDP in column 1. Second, labor conditionality 

increases over time as shown by the positive and significant coefficients on the linear 

time trend. This finding is consistent with the previously observed and well-

documented increase in the scope of IMF conditionality up until the year 2000 

(Steinwand and Stone 2008, Vreeland 2007).  

Table 2 reports the coefficient estimates for the negative binomial regression 

of the intrusiveness of labor market reform conditions on Months until Elections and 

key control variables. The coefficient estimates provide evidence that the time to 

elections influences the stringency of labor-related loan conditions. The longer until 

elections, the more stringent labor conditions are in both the Letters of Intent and the 

Arrangement Letters, holding all else equal.  

In the sample of 198 country-loan-years used to estimate the models reported 

in Table 2, significant variation exists in Months until Election. The minimum time 

observed from a Letter of Intent until a democratic election is 1 day in Pakistan 

                                                                                                                                            
vulnerable to financial crises. Stone finds that when countries’ vulnerability drops to 
average levels, the effects of UN voting on the scope of loan conditions becomes 
statistically indistinguishable from zero (Stone 2011, 163).  
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(1988). Nine other countries held elections within one month of signing a Letter of 

Intent. The modal number of months that elapsed between a Letter of Intent and a 

democratic election is 11.  

Monte Carlo simulations are used to estimate the magnitude of the effect of 

Months until Elections on labor conditionality. Increasing Months until Election by 

one standard deviation above the mean value increases the stringency of labor 

conditions in the Letters of Intent by 14 percent. The estimated coefficient on Months 

until Elections is nearly twice as large for Arrangement Letters than Letters of Intent. 

Increasing Months until Election by one standard deviation above the mean value 

increases the stringency of labor conditions included in loan contracts by 26 percent. 

Again, this result suggests that governments expend relatively more effort to 

minimize labor conditions in the actual contract of the loan when facing elections in 

the near term.  

 

Robustness check: Early elections  

Election dates are not fixed in all democratic countries. Some governments, 

particularly those in parliamentary systems, can call elections before the mandatory 

end of their term. This raises the prospect that elections may be endogenous to 

negotiations with the IMF. However, there is little evidence that governments call 

early elections because of negotiations with the IMF. In fact, only twenty six of the 

elections in the sample were held early relative to the date they were supposed to be 

held per established procedure.22 There is no evidence that any of these early elections 

                                                 
22 Source: Authors’ own coding based on Hyde and Marinov’s variable neldan6 and 
additional information from the Inter-Parliamentary Union and Keesing’s World 
News Archive. 
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were called because of negotiations with the IMF.23 Furthermore, anecdotal evidence 

suggests that governments are reluctant to call early elections while negotiating with 

the IMF (Hillman 1980 footnote 23 page 15; The Banker  May 1977, pp 15-16). The 

IMF has demonstrated its unwillingness to negotiate with caretaker governments 

(Hillman 1980). Calling an early election therefore effectively ends negotiations with 

the fund and postpones access to crucial funds.   

 Governments may also be unwilling to call early elections while negotiating 

with the IMF because of poor economic conditions. Governments typically enter into 

negotiations with the IMF only when economic conditions are bad. Governments have 

few incentives to call elections when economic conditions are bleak because voters 

are likely to punish incumbent governments for poor economic performance (Kayser 

2005). Incumbents may therefore have incentives to hold off elections as long as 

constitutionally possible in the hope of improved economic conditions in the future.   

The possibility of early elections raises the prospect that the entirety of loan 

negotiations did not occur under the shadow of an observed election. If a country was 

in negotiations with the IMF for 6 months but called an early election in the last two 

months of negotiations, only a fraction of the loan negotiations were held in the 

shadow of a pending election. To account for this possibility, early elections are 

excluded from the sample and all models are re-estimated. Excluding the 26 early 

elections reduces the sample size by 13 percent. These results are reported in Tables 3 

and 4.  

The key results are robust to the exclusion of early elections. The coefficients 

on Pending Election and Months until Elections remain correctly signed and 

statistically significant, despite the reduction in the sample size. In fact, the estimated 

                                                 
23 Keesing’s World News Archive.  
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coefficients on Pending Election and Months until Elections are strikingly similar 

across the two samples. One reason may be that early elections are not instantaneous; 

some non-trivial period of time passes from when an election is called until when 

voters go to the polls. For example, the 1988 election in Pakistan is coded as an 

“early” election. This election was held to replace the National Assembly that was 

prematurely dissolved on 29 May 1988. The November election date was set by the 

President on 20 July 1988. The government, IMF staff, and voters all knew about the 

pending “early” election a full 6 months ahead of time. In fact, the exact election date 

(15 Nov 1998) was known almost 4 months before voters went to the polls. Although 

this was an “early” election, it was not unexpected. As this example makes clear, even 

early elections can cast a shadow over loan negotiations and potentially influence the 

stringency of labor conditions.  

 

Robustness check: Selection effects 

The question motivating this study is whether loans negotiated in the shadow of 

imminent democratic elections differ from loans negotiated during non-campaign 

periods. Thus, the sample includes the universe of IMF loans to democratic countries 

during the period from 1980 to 2000. Selection into this sample is not random. Only 

some countries enter into IMF loan programs and these countries likely differ from 

countries not under IMF programs. The non-random selection of countries into IMF 

programs may affect the relationship between elections and loan conditions. To test 

for this possibility, a two-step Heckman selection model is estimated.24  

                                                 
24 An alternative would be to estimate a partial observability model. Partial 
observability models have poor convergence properties and the results are not 
generally robust to specifications changes (Stone 2011, 135). Using the data and 
models for this study, convergence could not be achieved.  
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In the selection equation, the dependent variable is coded one for years in 

which a country is under an IMF program and zero otherwise. Three variables enter 

only the selection equation. The first, total reserves in months of imports, serves as a 

proxy for governments’ liquidity concerns (Pop-Eleches 2009). Previous studies show 

that reserves are one of the best predictors of participation in an IMF program 

(Vreeland 2003, Bird 1996). Governments facing severe liquidity concerns are more 

likely to approach the IMF for a loan. Although reserves are likely to be a good 

predictor of participation in loan programs, they are unlikely to influence the 

stringency of labor conditions because labor conditions generally do not help 

countries overcome low foreign reserve levels. 

The second variable that enters only the selection equation is an indicator of 

whether a country was previously under an IMF program. Past participation in IMF 

programs is a strong predictor of present participation (Vreeland 2003, 2007). 

However, past participation in an IMF program is unlikely to influence the stringency 

of labor-related loan conditions.  

The selection equation also includes a variable, Election Year, which is coded 

1 for election years and zero otherwise. Note that this variable reports different 

information from the variable Pending Election, which can only ever be coded one in 

the presence of an IMF loan program. In contrast, Election Year is coded for all 

sample country-years, irrespective of the presence or absence of an IMF loan 

program. It is possible that elections influence not only the stringency of loan 

conditions but the likelihood of loan agreement. Governments may be more reluctant 

to sign a loan program during an election year. As such, the selection of countries into 

IMF loan programs may be determined, in part, by national elections. To test for this 

possibility, Election Year is included in the selection equation.  
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Several other explanatory variables are included in the selection equation, 

such as debt levels, GDP per capita and GDP. All of these variables are also included 

in the outcome equation.  

The results from the Heckman selection model are reported in Table 5. As 

expected, reserves are a robust predictor of participation in IMF programs. Countries 

with low foreign reserve levels are more likely to enter an IMF program. Countries 

with high levels of debt service are also more likely to enter an IMF program as are 

countries with past experience with IMF loan programs. These results are all 

consistent with previous studies’ findings (Steinwand and Stone 2007, Vreeland 

2007). Interestingly, Election Year is not a robust predictor of participation in IMF 

loan programs. Governments are no more or less likely to enter IMF programs during 

election years than in non-election years. Perhaps this is because governments 

approach the IMF when they are in critical need of financial assistance and therefore 

governments have little control over the timing of such requests. If, for example, the 

cost of borrowing from private capital markets has becoming prohibitively expensive 

and the government needs monies from the IMF, the decision to go to the IMF cannot 

be delayed until a non-election year. Instead, governments enter into negotiations with 

the Fund but aim to minimize the intrusiveness of labor conditions to lessen their 

electoral losses while gaining access to crucial monies. 

Results from the second stage of the Heckman model confirm that national 

elections influence IMF loan conditions. Correcting for non-random selection into 

IMF programs increases the magnitude of coefficients on the two key variables of 

interest: Pending Election and Months until Elections. Loans negotiated within 6 

months of democratic elections have significantly less stringent labor conditions and 
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the farther away elections are, the more labor conditions governments accept to obtain 

monies from the IMF.  

  

Robustness check: Government ideology  

Governments of different ideologies rely on different domestic coalitions for electoral 

support. Governments have a fixed investment in their particular supporting coalition. 

If a proposed loan program threatens that investment or requires the construction of a 

different coalition, the government will be reluctant to agree to the loan conditions 

(Putnam 1988, 458). For this reason, left governments may be particularly concerned 

with the stringency of labor-related loan conditions. Left governments often rely on 

the support of labor to keep them in office. While leaders may be willing to risk a few 

of their normal supporters in the cause of reaching agreement with the IMF, the 

greater the potential electoral loss, the greater their reluctance (Putnam 1988, 458). 

Left governments may therefore be particularly reluctant to accept stringent labor 

conditions, especially in the face of impending elections.  

It is possible that elections will have a larger reductive effect on the stringency 

of labor conditions when left parties control the national government. Alternatively, it 

may be the case that all democratic governments regardless of ideology are sensitive 

to electoral politics. By minimizing the intrusiveness of labor conditionality, 

governments of all stripes gain increased flexibility in navigating the path of 

economic reform. Even right-of-center governments may prefer to have the freedom 

to negotiate the reform process without having binding labor conditions included in 

their loan program.  

To test for the possibility that government ideology mediates the effect of 

elections on labor conditionality, all models are re-estimated with an indicator of the 
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government’s ideology. The variable Left is coded 1 if the national executive and the 

largest government party are left of center and zero otherwise. This coding scheme 

accounts for the fact that although IMF programs are agreed with the national 

executive, the legislature is frequently needed to pass reforms required by labor-

related conditions.25 The variable Left is interacted with Pending Elections. Both the 

interaction term and its constitutive terms are included in models reported in Table 6.  

Pending Elections have a significant reductive effect on the stringency of 

labor conditions and this is true for both left and right/center governments. Monte 

Carlo simulations are used to estimate the magnitude of the effect of Pending 

Elections on labor conditionality for various types of governments. For right and 

center governments facing democratic elections within six months of a loan 

agreement, the expected stringency of labor conditions in the Letter of Intent is equal 

to 3.62.26 For left governments facing elections within six months, the stringency of 

labor conditions in the Letter of Intent equals 3.37. The negative marginal effect of 

elections on labor conditions is slightly larger for right/center governments than left 

governments. However, the difference is small and statistically insignificant at 

conventional levels.  

In contrast, elections have a significant difference for right/center and left 

governments in the labor conditions included in the actual loan contracts. For left 

governments facing an election within 6 months, the expected number of labor 

conditions in the loan contract is estimated to be zero. In other words, left 

governments, on average, agree to no binding labor conditions when facing an 

imminent democratic election within 6 months. In contrast, right and center 

                                                 
25 It also serves to control for the possibility that divided government may mediate the 
effects of elections on international negotiations (Milner and Rosendorff 1997).   
26 All other variables are held constant at their mean value. 
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governments agree to some labor conditions. Monte Carlo simulations estimate that 

the stringency of labor conditions in loan contracts’ for right and center governments 

facing a democratic election within six months is 0.15. The reductive marginal effect 

of elections on loan conditions is relatively greater for left governments.  

It is important to note that ideology only significantly mediates the effect of 

elections on labor conditions in IMF loan contrast. One interpretation is that left 

governments expend relatively more effort to minimize binding labor conditions 

included in the actual loan contract. They do so safe in the knowledge that many of 

the labor conditions included in the Letter of Intent are soft conditions that require no 

domestic policy reforms.  

Left-wing governments do not appear to be particularly anxious to adopt 

extensive labor conditionality in order to establish credibility or to avoid the 

consequences of populist electoral mandates (Milesi-Ferretti 1995; Cukierman and 

Tommasi 1998). Instead, left governments are at least as resistant to proposals for 

extensive labor market reforms when facing imminent elections as right and center 

governments. Evidence from the actual loan contrasts suggests that left governments 

are more resistant to proposals for extensive labor market reforms during campaign 

periods than right and center governments. 

 

Robustness check: Democracy versus elections  

Up to this point, only loans for which there is the potential for a democratic election 

have been compared. This selection criterion raises questions about the extent to 

which elections matter relative to democracy. In other words, is it the actual elections 

that matter for loan negotiations or simply the potential for democratic accountability? 

All democratic governments eventually face elections. Even if individual candidates 
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cannot stand for re-election due to term limits, they may seek to maximize their 

party’s success at the next election. Thus, a reasonable expectation might be that 

democratically elected governments negotiate less intrusive labor conditions than 

unelected governments, regardless of the precise timing of elections.  

Two different models are estimated to test this possibility. In the first model, a 

categorical variable is constructed that takes on 3 possible values: zero for non-

democratic country-loan-years; 1 for democratic country-loan-years without an 

election within the next 6 months; and 2 for democratic country-loan-years where an 

election was held within 6 months of the Letter of Intent. The 21-point Polity index 

constructed by Gurr et al., Jaggers and Gurr, and Marshall and Jaggers, is used to 

classify democracies. As before, country-years are coded as democratic if the Polity 

score is greater than 6. All other country-years are coded as being non-democratic. 

Table 5 reports the coefficient estimates for negative binomial regressions of the 

intrusiveness of labor market reform conditions on this categorical variable and key 

control variables. 

For the second test, all country-loan-years are included in the sample. Full 

Pending Elections is coded for all country-loan-years and takes a value of 1 if there is 

a pending democratic election and 0 otherwise. Note that the zero category here 

includes both non-democratic country-loan-years and democratic country-loan-years 

in which there is no pending elections. In these models, the Polity index is included as 

a control variable. Table 6 reports the coefficient estimates for negative binomial 

regressions of the intrusiveness of labor market reform conditions on Full Pending 

Elections, Democracy and key control variables. 

Results from Tables 5 and 6 reveal that democracy in and of itself does not 

have a robust effect on the stringency of labor conditions. In fact, there is no 
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statistically significant difference between the stringency of labor conditions in loans 

to democracies and non-democracies. This non-finding is similar to results reported 

by Caraway, Rickard and Anner (2012) who also fail to find a robust average effect 

for democracy on the stringency of labor conditions.27 Furthermore, this result is 

consistent with arguments that suggest regime type makes little difference for 

economic reform (Nelson 1990; Remmer 1990). Haggard and Kaufmann (1995), for 

example, argue that differences within regimes are likely to have greater effects on 

economic reforms than regime type itself. As predicted by Haggard and Kaufmann, 

the current study finds that the timing of elections in democracies matters more for the 

stringency of labor-related loan conditions than the distinction between democracies 

and non-democracies.  

 Several additional robustness tests deserve mention. First, all models are re-

estimated without the time trend. Because labor conditions become increasingly 

frequent over the period from 1980 to 2000, the time trend is included to minimize the 

possibility of reporting a spurious correlation between two variables that tend together 

over time but are not causally related. Seminal studies of IMF conditions have 

adopted a similar strategy. For example, Gould (2003) includes a linear time trend in 

her analysis of bank-friendly conditions. However, to ensure that the time trend is not 

driving the reports results for some reason, all models are re-estimated without the 

trend. The key election results hold when the time trend is excluded.28 Second, all 

models are re-estimated using only quota lending. Excluding non-quota lending 

increases the magnitude of the election effects. However, the results reported in the 

current study are estimated using all loan agreements because no strong theoretical 

                                                 
27 In the Letters of Intent. 
28 These models are not reported here but are available from the authors upon request.  
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prior exists as to how election effects might vary across different types of loans. 

Furthermore, the type of loan agreement may simply be the result of practical 

constraints. Sometimes there is insufficient planning for one of the longer-term 

arrangements and the fund merely prescribes a temporary Stand-By Arrangement as a 

short-term stop gap (Vreeland 2003, Santaelle 1996, Knight and Santella 1997). In 

sum, new evidence from IMF loan documents suggests that national elections 

influence the stringency of labor-related loan conditions and this result is robust to 

numerous robustness checks. 

 

Discussion 

National elections influence international negotiations. Elections matter even when 

only one of the negotiating parties is subject to electoral constraints. Elections even 

matter for international negotiations when domestic ratification of the agreement is 

unnecessary. Evidence of these important election effects come from new data on the 

content of IMF loan programs. IMF loan programs often include conditions that 

prescribe certain policy reforms. These conditions are ultimately the outcome of 

negotiations between national governments and IMF staff. The current study finds 

that the content of IMF loan conditions is shaped, in part, by national elections. Loan 

programs negotiated within six months of a pending democratic election contain 

relatively less stringent labor market reform conditions. Governments have incentives 

to represent workers’ interests at the bargaining table when facing imminent elections 

and will work to minimize the stringency of labor-related loan conditions. Also, the 

IMF has incentives respond to governments’ demands for less stringent conditions in 

the pre-election period because they want to maximize the success of loan programs.   
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This finding has several important implications. First, it helps to clarify the 

precise conditions under which “scapegoating” is most likely. Rather than using the 

IMF as a cover to implement expansive reforms, governments facing imminent 

elections negotiate for reduced labor conditionality. Accepting intrusive conditionality 

when elections are imminent is risky. Voters may blame both the IMF and the 

government, but they can only punish the government. Elections in the immediate 

aftermath of an IMF agreement provide voters with the opportunity to sanction 

politicians quickly for accepting intrusive conditionality. Scapegoating behavior is 

therefore less likely when the threat of imminent democratic elections is high.  

Second, the fact that more lenient loan conditions are observed in countries 

facing forthcoming democratic elections implies that the IMF is, in fact, sensitive to 

domestic politics in borrowing countries. The IMF has often been criticized for 

applying one-size-fits-all economic policy prescriptions without sensitivity to context 

and ignoring borrowers’ domestic political constraints. Consistent with this criticism, 

some earlier studies find no evidence that domestic political variables affect the 

pattern of conditionality (Ivanova et al 2003; Derher 2004). Yet, we find evidence that 

the IMF is, in fact, responsive to the political realities that governments face at home, 

contrary to the IMF's institutional self-image as technocratic and apolitical. 

Further work remains to be done. For example, elections may have important 

effects on governments’ compliance with loan conditions. Governments that need 

IMF money may simply agree to conditions to get the loan with no intention of 

complying with them. A Ukrainian official charged with maintaining contacts with 

the IMF stated, “Our leaders did not expect to actually have to fulfil the commitments 

they assumed….[they] didn’t even really argue about the details, but just happily 

agreed to a number of conditions in the Memorandum” (Stone 2002, 180). This logic 
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suggest that electoral considerations may matter even more for compliance than 

conditionality. This points to the importance of examining compliance with labor-

related loan conditions, a task we leave for future research.  
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Appendix A 

Documents Coded 

We coded three types of documents: letters of intent (memoranda of economic and 

financial policy), staff reports, and arrangement letters. In this study, we focus 

exclusively on the Letters of Intent and Arrangement Letters.  

 

Letters of intent are prepared by the borrower in consultation with the IMF. They are 

usually, but not always, called Memoranda of Economic and Financial Policy. These 

documents present the borrower’s analysis of the economic problems that the country 

faces and lays out the policies that it will carry out to address them.  

 

Arrangement letters are essentially the contract for the loan. They spell out the 

conditions that a country must meet in order to receive the next loan disbursement. 

The terms of the arrangement letters change over the course of the loan.  

 

For loans of one year in duration, we coded the documents issued at the time of the 

initial loan request. For loans of more than one year in duration, we coded one set of 

documents per year, coding the documents that were issued about 12 months after the 

previously coded report. Consequently we coded all arrangement letters but only a 

proportion of letters of intent and staff reports. 

 

Loan types 

We coded the following loan types: stand-by arrangements, extended arrangements, 

structural adjustment and enhanced structural adjustment facilities, and poverty 

reduction and growth facility. 
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Coding of conditionality 

We track four different types of conditionality which are weighted as follows:  

Performance criteria: 4 

Prior actions: 4 

Benchmarks: 3  

Indicative targets: 3 

Soft conditions: 1 

 

Labor issue areas 

We track nine issue areas and code each level of conditionality for each issue area. If 

there are multiple actions at the same level of conditionality for a particular issue-

conditionality pair in a document, then we count it only once. If there are performance 

criteria, benchmarks, and/or indicative targets in an issue area in a document, then we 

do not code soft conditionality for that issue area in that document: (1) Public sector 

wage levels; (2) Public sector employment levels - includes capitalization and 

outsourcing/contracting of functions formerly within a public enterprise; (3) 

Privatization - includes reorganization, denationalization, divestiture; (4) Minimum 

wages - private sector;  (5) Private sector wage restraint other than minimum wages ; 

(6) Social security - reducing social security provisions, including health care, 

disability provisions, unemployment insurance, and payroll taxes; (7) Public pension 

reforms - reducing costs and changing public pension system; (8) Labor market 

flexibility – includes facilitating layoffs, reducing severance pay, the easing of 

limitations on fixed-term contracts, the easing of conditions for labor 
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supply/outsourcing, and rationalization, modernization, deregulation, or other 

“general labor reforms”; and (9) Collective bargaining decentralization.  
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Table 1: Estimated effect of elections within the next 6 months  
 
 (1) (2) 

 
Letters of 

Intent 
Arrangement 

Letter 
   
Pending Election -0.555*** -3.119*** 
 (0.160) (1.036) 
L.GDP per capita (nl) -0.016 -0.447 
 (0.100) (0.290) 
L.GDP (nl) -0.160** -0.370 
 (0.066) (0.358) 
L.Debt 0.005 0.011 
 (0.006) (0.021) 
L.Firing costs 0.001 -0.002 
 (0.002) (0.008) 
L.UN voting 1.856*** 1.096 
 (0.720) (2.531) 
Docs 0.385*** 2.947** 
 (0.069) (1.235) 
Trend 0.121*** 0.229*** 
 (0.018) (0.040) 
Constant 2.308** -0.273 
 (0.900) (8.251) 
Alpha (nl) -1.568*** 1.393*** 
 (0.227) (0.424) 
Observations 198 198 

 
Notes: Negative binomial regressions with robust standard errors clustered by country 
reported in parentheses. *** p<.01, ** p<.05, * p<.1. Sample includes only country-
loan-years where there could possibly be a democratic election during the loan-year or 
subsequent year. Pending Election: Coded 1 if the Letter of Intent was agreed within 
6 months of a pending democratic election and 0 otherwise.  
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Table 2: Estimated effect of time until elections 
 
 (1) (2) 

 
Letters of 

Intent 
Arrangement 

Letter 
   
Months until elections 0.007*** 0.014** 
 (0.002) (0.007) 
L.GDP per capita (nl) 0.005 -0.203 
 (0.105) (0.372) 
L.GDP (nl) -0.165** -0.409 
 (0.068) (0.400) 
L.Debt 0.005 0.015 
 (0.007) (0.025) 
L.Firing costs 0.001 -0.002 
 (0.002) (0.010) 
L.UN voting 1.998*** 1.238 
 (0.764) (2.785) 
Docs 0.374*** 3.107*** 
 (0.065) (1.184) 
Trend 0.122*** 0.227*** 
 (0.019) (0.044) 
Constant 1.993** -2.238 
 (0.996) (8.834) 
Alpha (nl) -1.509*** 1.530*** 
 (0.230) (0.475) 
Observations 198 198 

 
Notes: Negative binomial regressions with robust standard errors clustered by country 
reported in parentheses. *** p<.01, ** p<.05, * p<.1. Sample includes only country-
loan-years where there could possibly be a democratic election during the loan-year or 
subsequent year. Months until elections: Number of months elapsed between the 
Letter of Intent and subsequent democratic elections. Days are rounded up to a whole 
month. For example, 1 month and 10 days rounds up to 2 months. The interpretation 
is that the loan was negotiated and agreed within 2 months of a democratic election. 
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Table 3: Estimated effect of elections within 6 months, excluding early elections  
 
 (1) (2) 

 
Letters of 

Intent 
Arrangement 

Letter 
   
Pending Election -0.585*** -2.061** 
 (0.191) (1.008) 
L.GDP per capita (nl) -0.023 -0.299 
 (0.118) (0.253) 
L.GDP (nl) -0.166** -1.076*** 
 (0.081) (0.276) 
L.Debt 0.009 0.063*** 
 (0.007) (0.018) 
L.Firing costs 0.001 0.007 
 (0.002) (0.005) 
L.UN voting 1.951** 4.955*** 
 (0.785) (1.759) 
Docs 0.362*** 2.714** 
 (0.073) (1.245) 
Trend 0.129*** 0.332*** 
 (0.019) (0.054) 
Constant 2.335** 11.324** 
 (1.082) (5.708) 
Alpha (nl) -1.499*** 1.040*** 
 (0.241) (0.273) 
Observations 172 172 

 
 
Notes: Negative binomial regressions with robust standard errors clustered by country 
reported in parentheses. *** p<.01, ** p<.05, * p<.1. Sample includes only country-
loan-years where there could possibly be a democratic election during the loan-year or 
subsequent year. Early elections are excluded. 
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Table 4: Estimated effect of time until elections, excluding early elections  
 
 (1) (2) 

 
Letters of 

Intent 
Arrangement 

Letter 
   
Months until elections 0.007*** 0.021*** 
 (0.002) (0.006) 
L.GDP per capita (nl) -0.003 0.074 
 (0.124) (0.235) 
L.GDP (nl) -0.173** -1.343*** 
 (0.084) (0.258) 
L.Debt 0.009 0.079*** 
 (0.007) (0.017) 
L.Firing costs 0.001 0.011** 
 (0.002) (0.005) 
L.UN voting 2.138*** 5.940*** 
 (0.828) (1.698) 
Docs 0.365*** 2.586** 
 (0.073) (1.084) 
Trend 0.131*** 0.366*** 
 (0.019) (0.057) 
Constant 2.036* 13.164** 
 (1.173) (5.126) 
Alpha (nl) -1.433*** 1.015*** 
 (0.237) (0.257) 
Observations 172 172 

 
Notes: Negative binomial regressions with robust standard errors clustered by country 
reported in parentheses. *** p<.01, ** p<.05, * p<.1. Sample includes only country-
loan-years where there could possibly be a democratic election during the loan-year or 
subsequent year. Early elections are excluded. 
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Table 5: Heckman selection model  
 
  (1) (2) 

  
Letter of 

Intent 
Letter of 

Intent 
    
Labor Conditionality Pending Election -2.483***  
  (0.841)  
 Months until Elections  0.254*** 
   (0.085) 
 L.GDP per capita (nl) 0.303 -0.439 
  (0.440) (0.654) 
 L.GDP (nl) -0.844*** -0.989*** 
  (0.235) (0.329) 
 L.Debt 0.094** -0.015 
  (0.039) (0.054) 
 Docs 0.653 1.231* 
  (0.415) (0.684) 
 Trend 0.446*** 0.422*** 
  (0.069) (0.100) 
 L.Firing  0.001 0.028* 
  (0.009) (0.017) 
 L.UN voting 12.918*** 18.623*** 
  (3.729) (5.703) 
 Constant 5.764 13.994* 
  (5.804) (7.724) 
    
IMF Loan Election year -0.062 0.099 
  (0.097) (0.130) 
 L.Reserves -0.032* -0.070** 
  (0.018) (0.030) 
 L.Debt 0.015*** 0.009* 
  (0.004) (0.005) 
 L.IMF Loan 0.919*** 0.983*** 
  (0.149) (0.121) 
 L.GDP per capita (nl) 0.223*** 0.160** 
  (0.054) (0.069) 
 L.GDP (nl) 0.005 0.004 
  (0.030) (0.039) 
 Constant -3.193*** -2.967*** 
  (0.627) (0.770) 
 Sigma (nl) 1.704*** 1.444*** 
  (0.115) (0.082) 
 Observations 1215 1120 

 
Notes: Heckman selection model with standard errors reported in parentheses. *** 
p<.01, ** p<.05, * p<.1. 



 43 

Table 6: Estimated effect of government ideology  
 
 (1) (2) 

 
Letter of 

Intent 
Arrangement 

Letter 
   
Pending Election -0.563*** -2.785*** 
 (0.210) (1.023) 
Left -0.232 -0.712 
 (0.164) (0.538) 
Left*Pending Election 0.168 -27.059*** 
 (0.260) (4.884) 
L.GDP per capita (nl) -0.006 -0.398 
 (0.106) (0.328) 
L.GDP (nl) -0.165** -0.402 
 (0.065) (0.322) 
L.Debt 0.007 0.013 
 (0.007) (0.025) 
L.Firing Costs 0.001 -0.004 
 (0.002) (0.008) 
L.UN Voting 1.758** 0.709 
 (0.773) (2.578) 
Docs 0.385*** 3.341*** 
 (0.065) (1.228) 
Trend 0.120*** 0.224*** 
 (0.017) (0.045) 
Constant 2.398** -0.747 
 (0.993) (7.516) 
Alpha (nl) -1.594*** 1.405*** 
 (0.241) (0.394) 
Observations 192 192 

 
Notes: Negative binomial regressions with robust standard errors clustered by country 
reported in parentheses. *** p<.01, ** p<.05, * p<.1. Sample includes only country-
loan-years where there could possibly be a democratic election during the loan-year or 
subsequent year.  
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Table 7: Estimated effect of democracy versus elections  
 
 (1) (2) 

 
Letters of 

Intent 
Arrangement 

Letter 
   
Category = 1 (Democracy)  0.044 0.345 
 (0.098) (0.306) 
Category = 2 (Election) -0.520*** -2.740*** 
 (0.159) (0.959) 
L.GDP per capita (nl) -0.016 -0.512*** 
 (0.057) (0.119) 
L.GDP (nl) -0.115*** -0.315*** 
 (0.030) (0.110) 
L.Debt -0.002 0.006 
 (0.002) (0.009) 
L.Firing costs -0.000 -0.002 
 (0.001) (0.002) 
L.UN voting 1.150*** 1.131 
 (0.423) (1.138) 
Docs 0.358*** 1.602*** 
 (0.026) (0.508) 
Trend 0.110*** 0.221*** 
 (0.006) (0.021) 
Constant 1.763*** 2.668 
 (0.471) (2.895) 
lnalpha -1.739*** 1.150*** 
 (0.126) (0.147) 
Observations 671 671 

 
Notes: Negative binomial regressions with robust standard errors clustered by country 
reported in parentheses. *** p<.01, ** p<.05, * p<.1. Base category equals 0: non-
democracy.  
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Table 8: Estimated effect of elections, controlling for democracy  
 
 (1) (2) 

 
Letters of 

Intent 
Arrangement 

Letter 
   
Full Pending Election -0.508*** -2.955*** 
 (0.152) (0.980) 
L.GDP per capita (nl) -0.000 -0.479*** 
 (0.053) (0.117) 
L.GDP (nl) -0.117*** -0.327*** 
 (0.029) (0.112) 
L.Debt -0.001 0.006 
 (0.002) (0.010) 
L.Firing costs -0.000 -0.002 
 (0.001) (0.002) 
L.UN voting 1.266*** 1.038 
 (0.402) (1.193) 
L.Democracy -0.006 0.019 
 (0.006) (0.023) 
Docs 0.355*** 1.611*** 
 (0.025) (0.508) 
Trend 0.112*** 0.217*** 
 (0.007) (0.024) 
Constant 1.671*** 2.840 
 (0.477) (2.931) 
Alpha (nl)  -1.739*** 1.154*** 
 (0.129) (0.142) 
Observations 671 671 

 
Notes: Negative binomial regressions with robust standard errors clustered by country 
reported in parentheses. *** p<.01, ** p<.05, * p<.1. Sample includes all country-
loan-years. Full Pending Election: Coded 1 if the Letter of Intent was agreed within 6 
months of a democratic election and 0 otherwise. Note that the zero category includes 
both non-democratic country-years and non-election years in democratic countries.  
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