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Abstract

of the Thesis of

Marc Roland Merheb for Master of Arts

Major: Economics

Title: The Impact of IMF Loans on the Economic Growth of MENA Region Countries

This thesis explores the complex interplay between International Monetary Fund (IMF) in-

terventions and their economic impacts on countries in the Middle East and North Africa

(MENA) region. Through an in-depth analysis of several MENA countries that have engaged

with the IMF, this research aims to dissect the effects of IMF programs and political stabil-

ity on economic growth, social welfare, paying close attention to the outcomes of program

conditionality.

Employing a methodological approach that integrates descriptive statistics and econo-

metric models like OLS, the study meticulously analyzes macroeconomic variables before and

after IMF loan interventions. It also addresses the critical issue of self-selection bias by us-

ing polity indices as instrumental variables, ensuring a nuanced understanding of the IMF’s

impact. The data, sourced from the IMF and the World Economic Outlook database, and

PolityV website encompasses a range of economic indicators for seven countries within the

MENA region that have received IMF loans.

The thesis contributes to the academic discourse on international finance and economic

development by offering evidence-based policy recommendations aimed at enhancing the ef-

2



fectiveness of future IMF programs in the MENA region. It navigates the complexities of IMF

engagements, examining both the benefits and the challenges, and seeks to provide a compre-

hensive overview of the multifaceted relationship between IMF loans and the socio-economic

dynamics within MENA. By doing so, it aspires to guide international financial institutions,

governments, and policymakers towards informed decision-making that aligns with long-term

development objectives, fostering sustainable growth while minimizing adverse effects. Addi-

tionally, it aims to clear up the confusion around whether IMF loans are inherently bad for

countries, providing a balanced perspective on their impact.
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Chapter 1

Introduction

1.1 Background and Context

The IMF is a crucial global financial institution that has a long standing history of providing

financial assistance and policy advice to countries facing economic challenges, particularly

in the Middle East and North Africa region, promoting macroeconomic stability and growth

Kruger et al. (2016). This region holds strategic importance due to its vast oil reserves,

geopolitical significance, and cultural heritage World Bank (2021). In addition, MENA coun-

tries face unique challenges like political instability, socio-economic disparities, and external

economic shocks, with diverse economic landscapes, varying from oil revenues to diverse in-

dustries. For instance, Gulf Cooperation Council (GCC) countries heavily rely on oil exports,

contributing to economic fluctuations due to oil price volatility World Bank (2021). Non oil

producing countries face different challenges, emphasizing diversification strategies for sustain-

able economic growth. Over the years, several MENA countries have sought IMF assistance

to address economic imbalances and reform initiatives International Monetary Fund (2021).

IMF programs in the region have aimed to address issues such as fiscal deficits, inflation,

structural reforms, and external vulnerabilities. These programs often come with condi-

tionalities requiring recipient countries to implement specific economic policies and reforms.

The MENA region has been impacted by significant socio-political events, such as the Arab

Spring in 2010-2011, which highlighted socio-economic issues like unemployment, inequality,

and government dissatisfaction, resulting in a complex political landscape Bazoobandi (2020).
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Understanding the implications of IMF interventions in MENA countries is crucial for policy-

makers, economists, and scholars. Academic research in this area contributes to the broader

discourse on international financial assistance, economic development strategies, and the com-

plexities of implementing reforms in diverse socio-economic contexts. This section provides a

foundational understanding of the IMF’s role, the economic landscape, socio-political dynam-

ics, and the significance of studying IMF interventions in the MENA region. The subsequent

chapters will delve deeper into the implications of IMF loans on economic growth within this

context.

1.2 Relevance of the Research Problem

In the context of studying the implications of IMF interventions in the MENA region, the rel-

evance of the problem can be outlined as follows: The MENA region faces diverse economic

challenges, including fiscal deficits, inflation, unemployment, and vulnerability to external

economic shocks. IMF interventions aim to address these challenges by providing financial

assistance and policy advice International Monetary Fund (2021). The effectiveness and

implications of interventions are crucial for promoting economic stability and sustainable de-

velopment in the MENA region, as the Arab Spring highlighted socio-economic grievances and

dissatisfaction with government policies Makdisi et al. (2022). IMF programs often come with

conditionalities that may affect social welfare policies, income distribution, and government

spending. The study of IMF interventions’ socio-political implications is crucial for evaluating

their impact on stability and social cohesion in the MENA region, benefiting policymakers,

economists, and international financial institutions. Analyzing the implications of IMF pro-

grams on economic growth, income distribution, and social welfare assists in shaping better

policy decisions and reform strategies. The study explores the impact of IMF interventions

on economic growth, social welfare, and political stability in the MENA region, providing

empirical evidence and critical analysis for regional development and global economic gover-

nance, contributing to the broader academic discourse on international financial assistance.

This knowledge can guide future IMF strategies and policies in the region. Incorporating

these aspects into the problem statement enhances the relevance of the research, emphasizing
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its significance and the need for a comprehensive analysis of IMF interventions in the MENA

region.

1.3 Objective of the Study

The objectives of a study on the implications of IMF interventions in the MENA region are

diverse and encompass several key areas. The study looks at how IMF programs affect MENA

nations’ GDP growth, inflation, fiscal deficits, and balance of payments, among other eco-

nomic variables. The socioeconomic effects of these interventions are also examined, including

income inequality, rates of poverty, accessibility to social services, and job prospects. It also

looks at the conditions imposed on IMF loans and how they affect the reform of policies.

The study also seeks to evaluate the impact of IMF programs on political stability, social

unrest, and governance structures, particularly considering events like the Arab Spring and

their connection with IMF interventions Kaminsky and Reinhart (2000); World Bank (2016).

Moreover, a comparative analysis between different MENA countries will be conducted, ex-

amining variations in the outcomes of IMF interventions based on country specific economic

structures, geopolitical factors, and policy responses Ozturk (2011); Rustomjee et al. (2022).

Finally, evidence based policy recommendations will be formulated for international financial

institutions, national governments, and policymakers to enhance the effectiveness of future

IMF programs in the MENA region Krugman (1988); Birdsall (2006). Additionally, this re-

search may involve contextualizing historical elements, identifying challenges, and suggesting

potential solutions that are pertinent to the economic and social development of the region.

1.4 Aim of the Study

The study examines the effects of International Monetary Fund (IMF) interventions on the

Middle East and North Africa, focusing on economic indicators like GDP growth, inflation,

fiscal deficits, and balance of payments, as well as social and socioeconomic repercussions like

income distribution and poverty rates. It also investigates the conditionalities attached to

IMF loans and how these conditions shape policy reforms in the MENA region. The study also
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examines the wider political and social implications of IMF programs, particularly considering

events like the Arab Spring. The research analyzes IMF interventions in MENA countries to

identify differences and factors causing divergent results, aiming to provide evidence based

policy recommendations for informed decision making and potential enhancement of future

IMF interventions.

1.5 Significance and Justification

The significance and justification of exploring the implications of IMF loans in the context

of economic development, policymaking, and academia hold substantial importance. The

academic significance lies in contributing to the existing body of research on international

finance and economic development. Understanding the implications of IMF interventions in

the Middle East and North Africa (MENA) region enriches scholarly discussions and provides

empirical evidence for economic theories International Monetary Fund (2023). Furthermore, it

offers an opportunity for researchers to explore multifaceted dimensions of IMF interventions,

providing insights that can guide future studies in the field. From a policy making standpoint,

comprehending the impacts of IMF loans is crucial for governments and international financial

institutions. Analyzing both positive and negative effects Alesina (1998) of these interventions

helps policymakers make informed decisions about participating in IMF programs, shaping

the terms of engagement, and tailoring policies that align with their country’s long term

development goals. Policymakers rely on such analyses to assess the trade offs involved and

make decisions that prioritize national interests while balancing the conditionalities imposed

by international financial institutions. Economically, understanding the implications of IMF

loans is pivotal for countries, especially those in the MENA region. By comprehensively

evaluating the impacts of IMF interventions, nations can learn from past experiences, optimize

the benefits, and mitigate the challenges associated with participating in IMF programs. This

understanding aids in formulating effective economic policies, fostering sustainable growth,

and minimizing potential adverse effects International Monetary Fund (2023). In summary,

the significance and justification of studying the implications of IMF loans in the MENA region

lie in its academic contribution to economic literature, guiding policy making decisions, and
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enhancing economic development by providing nuanced insights into the multifaceted impacts

of IMF interventions Alesina (1998); International Monetary Fund (2023).

1.5.1 What makes this study different?

This study stands apart from previous research as it exclusively focuses on the MENA region.

Comprehensive studies on this area have been scarce, primarily due to the limited availability

of data. Despite these challenges, the decision to address this topic was driven by the unique

characteristics of the MENA region. The MENA region exhibits unique characteristics that

distinguish it from other global regions. The confluence of these attributes not only shapes

the region’s internal dynamics but also its interactions on the world stage.

1. Energy Resources:

The MENA region is famously rich in energy resources, as it includes some of the

world’s top oil producers, notably Saudi Arabia, Iraq, the UAE, and Iran, with Saudi

Arabia being the largest exporter globally. These countries collectively hold a significant

share of the world’s oil reserves, with Saudi Arabia alone accounting for around 17%.

Despite challenges such as sanctions on Iran, the MENA OPEC members still control

about 40% of global crude oil production. This abundance of oil and natural gas has

granted the region significant strategic economic advantage and geopolitical leverage.

The wealth generated from these resources has driven the development agendas of many

MENA countries, influencing their political structures and economic policies. However,

reliance on these resources also presents challenges, such as economic diversification and

vulnerability to global oil price fluctuations.

2. Geopolitical Importance: MENA’s geopolitical significance is intricately linked to its en-

ergy resources but extends beyond them. The region’s strategic location as a crossroads

of continents makes it central to global trade routes and international politics. This

importance attracts attention and involvement from superpowers, often resulting in a

complex geopolitical environment where local politics intersect with global interests.
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3. Economic Diversity: The MENA region, while known for its energy exports, exhibits

significant economic diversity. Some countries within the region are actively pursuing

economic diversification, channeling efforts into expanding sectors such as tourism, fi-

nance, and technology to reduce their reliance on oil. This shift is part of a strategic

vision to create more stable and sustainable economies. Conversely, there are countries

in the MENA region where agriculture and small-scale manufacturing forming a sig-

nificant part of some countries’ GDP. This economic diversity leads to a wide array of

development levels and economic stability across the region.

4. Political Complexity: The political landscape in the MENA region is marked by com-

plexity, with systems ranging from absolute monarchies to fragile democracies. Histori-

cal legacies, religious influences, and external interventions have all shaped the political

institutions of MENA countries, resulting in diverse governance models. This complex-

ity can lead to varying degrees of political stability, affecting everything from social

policies to foreign investment.

5. Security Issues: The region faces significant security challenges, including armed con-

flicts, terrorism, and political unrest. These issues are often interlinked with the geopo-

litical importance of the region, as external powers engage in regional affairs. Security

concerns can have a profound impact on social and economic development, often leading

to humanitarian crises and impacting global energy markets.

6. Social and Demographic Challenges: MENA countries are dealing with significant social

and demographic challenges, such as high youth unemployment, gender inequality, and

population growth. These factors can contribute to social unrest and economic strain,

compelling governments to seek solutions that balance tradition and modernization.
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The interplay among these characteristics is complex. The wealth from energy resources

can lead to significant socio-economic development, but it also presents the challenge of

ensuring that this wealth is distributed equitably, which is critical for addressing social and

demographic challenges. Geopolitical importance and political complexity often exacerbate

security issues, as external interests and internal governance struggles can lead to conflict and

instability. Economic diversity offers a path to mitigate the over-reliance on energy resources

and can help address unemployment and other demographic issues, but it requires stable and

secure political conditions to thrive.

In sum, the MENA region’s unique characteristics are deeply interconnected, with each factor

influencing and being influenced by the others shaping the region’s unique character.
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Chapter 2

Literature Review

2.1 Overview of the Impact of IMF Loans on Economic Growth in

the MENA Region

The impact of IMF loan conditions in the MENA region is a complex and context dependent

phenomenon, with diverse consequences for economic and social development. Structural re-

forms implemented by IMF countries often lead to an average increase in annual GDP growth

Reinsdorf (2020), but can initially result in short term contractions, especially in countries

implementing austerity measures as part of their IMF programs Stiglitz (2002); Hauner et al.

(2013). IMF programs commonly target the reduction of inflation rates, leading to significant

outcomes within a relatively short period. For instance, within three years of implementing

IMF programs in the MENA region, countries have demonstrated an average decrease in in-

flation rates from 8% to 4% Harrigan and El-Said (2010). This reduction in inflation rates,

because of IMF programs, underscores their potential impact on stabilizing economic indica-

tors, which is crucial to understanding the implications of IMF loans on economic growth in

the MENA region International Monetary Fund (2023). However, adherence to IMF exchange

rate policies may result in overvalued domestic currencies, negatively impacting export com-

petitiveness and causing a decrease in exports by an average of 10% Di Bella et al. (2007).

The impact of IMF loan conditions on income inequality is complex and varies across coun-

tries, reflecting the diverse nature of the MENA region. IMF programs aim to reduce budget
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deficits, often leading to reduced public spending in social services. Some countries have

experienced an increase in income inequality following IMF program implementation, while

others have seen successful economic reforms leading to reduced income inequality Alesina

(1998); Dabla-Norris et al. (2015). Countries that implemented IMF recommended economic

reforms experienced a 15% increase in Foreign Direct Investments (FDI) inflows over five years

Roy and Almeida Ramos (2012). However, the impact of IMF loan conditions on FDI is not

uniform across all MENA countries, as it can be influenced by political stability, security

conditions, and business environment. Finally, IMF loan conditions in the MENA region can

lead to social unrest, particularly when austerity measures are imposed. The Arab Spring

uprisings in 2010-2011 illustrate this, with several countries experiencing social unrest due

to economic hardships and government austerity measures. Understanding these dynamics

requires a nuanced analysis of each country’s circumstances.

2.2 Previous Research on IMF Loans and Economic Growth in

MENA

Previous research shows the complex relationship between IMF loans and economic growth in

the Middle East and North Africa. Reinsdorf (2020) indicates that MENA countries imple-

menting IMF recommended structural reforms have an average 2.5% increase in annual GDP

growth, indicating that over time, IMF supported reforms can positively impact economic

performance. However, Stiglitz’s critical examination (2002) challenges this positive outlook

by emphasizing the potential short term challenges associated with IMF loans Stiglitz (2002).

Stiglitz points to the strict fiscal and monetary policies often attached to these loans, argu-

ing that they can lead to short term economic contractions. Mossallem (2015) reinforce this

viewpoint by revealing that countries in the MENA region implementing austerity measures

as part of IMF programs experienced an initial decline in economic growth Mossallam (2015).

This suggests that the short term impacts of IMF loans can be challenging and may vary

across countries. Additionally, the International Monetary Fund (2020a,b) assessment sug-

gests that MENA countries can achieve lower inflation rates quickly, a sign of macroeconomic

stability and a conducive environment for sustained economic growth, as indicated by IMF
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programs. However, the complexity of the relationship between IMF loans and economic

growth becomes evident when examining Di Bella et al. (2007), which demonstrates a po-

tential trade off. While lower inflation is beneficial, adherence to IMF exchange rate policies

can result in overvalued domestic currencies, subsequently affecting export competitiveness.

MENA countries following such exchange rate policies experienced an average 10% decrease

in exports, indicating a challenging aspect of IMF conditions. The distributional impact of

IMF loans is also a topic of significant concern. Nafie (2021) highlights that in some cases,

IMF programs in MENA countries have led to an increase in income inequality, emphasizing

the social consequences of such programs. On the other hand, Dabla-Norris et al. (2015)

suggest that there may be instances where IMF supported reforms reduce income inequality.

This variation underscores the context specific nature of the relationship between IMF loans

and social equity. Moreover, studies emphasize the impact of IMF programs on fiscal poli-

cies, showing reductions in fiscal deficits, indicating the role of IMF conditions in achieving

fiscal consolidation Lane and Milesi-Ferretti (2017). On the other hand, Bernal-Verdugo et

al. (2012) reveals the potential effects on labor markets, where labor market flexibility, often

promoted by IMF programs, could lead to a decline in unemployment in some countries. The

examination of IMF programs on education and health spending shows that such programs

can result in reduced government spending in these critical sectors, potentially affecting hu-

man capital development Baldacci et al. (2008). In addition, political factors play a significant

role in shaping the outcomes of IMF programs in the MENA region, underscoring that polit-

ical considerations, governance, and institutions can significantly influence the effectiveness

and acceptance of IMF programs Van Houtven (2002); Woods and Lombardi (2006). The

impact of IMF loans on economic growth in the MENA region is complex and context spe-

cific. Political and social factors also influence outcomes. A comprehensive analysis of this

relationship requires considering economic, social, political, and institutional dynamics.

2.3 Theoretical Frameworks - Dependency Theory

Dependency theory, also known as dependency analysis, is a framework in international rela-

tions and economics that explains the intricate relationships between developed and develop-
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ing countries. It suggests that underdevelopment in certain countries is linked to their eco-

nomic and political dependency on powerful nations. The core typically wields authority over

advanced technology, capital, and global markets, while the periphery predominantly serves

as a source of raw materials, inexpensive labor, and markets for the goods and investments

of core nations Wallerstein (1974). This fundamental distinction elucidates the dynamics of

economic relationships among nations. A fundamental concept within dependency theory

is the idea of ”unequal exchange.” This concept contends that developing nations tend to

receive less value for their exports than they expend on imported goods from developed na-

tions. This phenomenon has been rigorously explored in the context of the international trade

system, with studies such as Prebisch (1950) shedding light on its adverse implications for

the economic advancement of periphery nations. Moreover, dependency theory underscores

the role of multinational corporations (MNCs) in perpetuating global inequalities. These cor-

porations, primarily headquartered in core countries, tend to exploit the resources and labor

available in periphery nations. Cardoso (1972); Frank (1967) have highlighted the exploitative

nature of foreign investments and MNC operations in developing countries, describing this as

neocolonialism. Dependency theory also critiques Structural Adjustment Programs (SAPs)

imposed by international financial institutions like the IMF and World Bank. Gatwiri et al.

(2020) argue that SAPs have perpetuated dependency by enforcing neoliberal policies that

prioritize market oriented reforms over social development in developing countries. Further-

more, dependency theory advocates for developing countries to pursue economic self reliance

and reduce their dependence on external sources, as advocated by scholars such as Nkrumah

(1965). This perspective encourages nations to diversify their economies, promote import

substitution industrialization (ISI), and reduce reliance on primary commodity exports. In-

corporating these foundational elements into the literature review concerning the impact of

IMF loans on economic growth in the MENA region, dependency theory emerges as a crit-

ical lens through which to assess the implications of financial assistance and the conditions

associated with such aid. This theoretical framework underscores the potential for perpetu-

ating economic dependence, unequal exchange, and neocolonial dynamics in the context of

IMF programs, while also highlighting the complex trade offs between achieving short term
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financial stability and striving for long term economic self reliance in developing nations.

2.4 Neoliberalism

Neoliberalism, an influential economic and political ideology, promotes free market capital-

ism, deregulation, and individualism, aiming to enhance economic efficiency and innovation

through core principles, significantly impacting the global economic and political landscape.

At its core, neoliberalism champions market deregulation, which involves reducing government

involvement in economic activities to allow market forces to function with greater autonomy.

In that respect, Caldwell (2011) argues the stimulation of innovation and economic dynamism

by unfettered markets via bureaucratic barrier elimination as stated by Hayek (1944). Neolib-

eralism also advocates for privatization, transferring state owned enterprises and services to

the private sector which increases efficiency and reduces government financial burden Fried-

man (2016). Fiscal austerity stands as another critical tenet of neoliberalism, underscoring

the importance of fiscal restraint. Governments are encouraged to curtail public spending and

minimize budget deficits Reinhart and Rogoff (2009). Neoliberalism strongly supports trade

liberalization through mechanisms like free trade agreements and the removal of trade barri-

ers. Accordingly, Bhagwati (2004) contends that trade liberalization fosters economic growth

by broadening market access and enhancing competition. In alignment with its philosophy,

neoliberalism places a premium on individualism, highlighting personal responsibility and

the minimization of state where the significance of individual rights and limited government

intervention is articulated Nozick and Nagel (1974). Moreover, neoliberalism has led to the

phenomenon of financialization, whereby financial markets and services occupy a central role

in economies, shedding light on how finance has become a defining aspect of contemporary

capitalism Harvey (2005). Despite its adherents extolling the virtues of neoliberalism, critics

contend that it can exacerbate income inequality. Piketty (2014); Stiglitz (2012) scrutinize

the unequal distribution of wealth in neoliberal economies, voicing concerns about its soci-

etal repercussions. Neoliberalism is closely intertwined with globalization, emphasizing open

markets and international economic integration with complexities and challenges associated

with reconciling globalization with democratic governance Rodrik (2011). Understanding the
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fundamental tenets and implications of neoliberalism is crucial for evaluating economic poli-

cies and their far reaching impacts, given its substantial influence on government policies,

international trade agreements, and wealth distribution across diverse regions globally.

2.5 Conditionality and Policy Reform

Conditionality and policy reform are integral components of international financial institu-

tions’ (IFIs) assistance programs, particularly those administered by the International Mon-

etary Fund (IMF). These programs are devised to address economic challenges in recipient

countries but come with specific conditions and policy prerequisites. Conditionality encom-

passes the conditions and requirements imposed by IFIs, serving as prerequisites for receiving

financial assistance. These conditions primarily aim to achieve economic stability and ad-

dress underlying structural issues Radelet and Sachs (1999), emphasizing the necessity of

implementing policies conducive to sustainable economic recovery. An inherent aspect of

conditionality involves recipient countries adhering to specific macroeconomic policy reforms.

These reforms encompass fiscal consolidation, adjustments in monetary policy, and exchange

rate stabilization, frequently included in IMF programs to reinstate macroeconomic stability

Eichengreen (1998). Beyond macroeconomic policies, conditionality frequently extends to

structural reforms, which span areas like labor market liberalization, privatization, and trade

liberalization. Stiglitz (2002) critically examines the repercussions of such structural reforms

on developing countries, highlighting potential adverse social consequences. Governance and

institutional reforms also feature prominently in conditionality requirements. These reforms

are designed to combat corruption and enhance public administration Reinikka and Svensson

(2006). To mitigate the potential adverse effects of economic reforms on vulnerable popula-

tions, conditionality may encompass the establishment of social safety nets. Barrientos (2008)

stress the significance of social protection programs in the context of IMF supported initia-

tives. A crucial element of conditionality is the process of monitoring and evaluation, ensuring

compliance with the agreed upon conditions. This involves regular assessments of a country’s

progress in implementing the required reforms Dreher (2009). An essential consideration in

crafting conditionality is the principle of ownership, emphasizing the need to tailor reforms to
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the specific needs and circumstances of the recipient country. Bird and Rowlands (2003) delve

into the concept of ownership in the context of aid programs. The efficacy of conditional-

ity and policy reforms in achieving their intended objectives has generated extensive debate.

Stiglitz (2002) contends that conditionality can result in social and economic hardships in

recipient countries and may not consistently deliver the desired outcomes. Examining the

impact of IMF loans on economic growth in the MENA region is imperative for evaluating

the conditions linked to such loans and their ramifications for policy reform. Understanding

the role of conditionality and its potential effects on economic growth and development is

pivotal for a comprehensive analysis of the subject.

2.6 Impact on Economic Growth:

The impact of International Monetary Fund (IMF) programs on economic growth has been

extortionate, with studies providing unique perspectives and methodological approaches to

provide a holistic view of the consequences of IMF involvement. Przeworski and Vreeland

(2000) focus on the various aspects of IMF assistance and its potential impact on recipient

countries’ economic development. Dreher (2006) extends beyond a singular focus on IMF pro-

grams to scrutinize the broader spectrum of IMF engagement. This study explores the IMF’s

impact on economic growth through programs, loans, and compliance with conditionality, us-

ing a multifaceted approach to gain a comprehensive understanding of its multifaceted role.

Fidrmuc and Kostagianni (2015) revisit the impact of IMF assistance on economic growth,

reevaluating whether IMF programs improve economic performance in a contemporary con-

text, considering economic growth dynamics and IMF involvement. This study investigates

the correlation between the International Monetary Fund (IMF) and economic growth in the

MENA region, analyzing key findings, methodologies, data sources, and variables for a com-

prehensive evaluation with the analysis considering potential limitations and debates within

existing research, contributing to a nuanced understanding of the implications of IMF in-

volvement since previous literature on the MENA region is still limited and that this is your

main contribution.
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2.7 Compliance with Conditionality:

Compliance with conditionality represents a critical theme in international economics, with a

specific focus on its effects on economic growth in transition economies Mercer-Blackman and

Unigovskaya (2004); Dreher (2006). To enrich this discussion, it is essential to incorporate

other notable references that have contributed to the understanding of this complex subject.

One such reference is Berg and Sachs (1988), whose work on the economic transformation in

Eastern Europe sheds light on the challenges faced by transition economies. Furthermore,

Williamson (1985) influential research on the Washington Consensus, a set of policy recom-

mendations that included conditionality measures, offers valuable insights into the historical

context of these economic policies. The IMF’s program indicators significantly influence eco-

nomic outcomes, with Stiglitz (2002) highlighting the potential drawbacks of a one size fits

all approach to conditionality, which is crucial for developing and transitioning economies.

Reinforcing this perspective, Birdsall (2006) explored the complexities of conditionality, em-

phasizing the importance of tailoring these measures to the specific needs and circumstances

of each country. These references collectively underscore the intricate interplay between con-

ditionality and economic growth. In this broader context, compliance with conditionality is

not a straightforward issue. While adherence to IMF program indicators can potentially pave

the way for access to international financial support, other scholars like Rodrik (2011) have

cautioned against the risks of ”policy conditionalities” arguing that they may undermine a

nation’s ability to design and implement policies that are in their best interest. Moreover,

Hemming et al. (2002) has critiqued the effectiveness of IMF policies, emphasizing that a

myopic focus on short term stabilization may neglect the long term development needs of

transition economies. These diverse perspectives emphasize the need for a balanced approach

in assessing the challenges and benefits associated with meeting IMF program indicators.

Conditionality compliance is a complex issue that depends on a country’s economic context,

institutional capacity, and policy adaptation. A comprehensive understanding of the com-

plexities surrounding conditionality and its impact on transition economies can be gained by

incorporating various references and citations.
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2.8 Impact on Poverty and Inequality:

Contemporary and crucial exploration within the field of international economics explicates

a particular focus on the impacts of IMF loan conditions on poverty in the developing world

Biglaiser and McGauvran (2022). This section accordingly serves as a valuable opportu-

nity to delve into the profound social consequences of IMF conditions, a facet that extends

beyond economic growth and stability, incorporating references and studies that enrich the

discussion. Dreher and Fuchs (2015); Kentikelenis et al. (2016) have examined the broader

social implications of IMF programs, shedding light on the trade offs involved in pursuing

economic stability and growth. This body of work emphasizes that while IMF conditions

may contribute to short term economic stability, they can also exacerbate poverty and in-

come inequality. Birdsall et al. (2010) explore the impact of conditionality on social welfare

policies, highlighting how these measures can hinder governments’ investment in critical social

programs, affecting vulnerable populations.

2.9 Regional and Country-Specific Analysis:

Ozturk (2011) offers a regional lens through which to evaluate the macroeconomic effects

of IMF programs, with a specific focus on countries in the Middle East and North Africa

(MENA). Meanwhile, Rustomjee et al. (2022) delve into the dynamics of IMF engagement

with small developing states, exploring its implications for economic growth. This presents

the significance of considering regional and country specific factors when assessing the conse-

quences of IMF loans, incorporating additional references and studies to enrich the discussion.

Ozturk’s regional perspective allows us to appreciate that the impact of IMF programs is not

uniform across diverse economic and geopolitical contexts. MENA countries have unique

economic, political, and social dynamics that shape the consequences of IMF engagement.

Therefore, the success and challenges of these programs may vary significantly in this specific

region compared to others. Similarly, research on small developing states emphasizes that

the effects of IMF involvement can be distinct for countries with limited economic capacity,

which often face distinct challenges in terms of growth and development. Small states need
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tailored approaches to sustainable economic growth, as they are more vulnerable to external

shocks. The impact of IMF programs should be evaluated considering the unique character-

istics, challenges, and opportunities of each region and country. This understanding helps

policymakers and researchers make informed decisions about the appropriateness of IMF pro-

grams for different regions and states, promoting more effective and sustainable economic

development.

2.10 Political and Social Dimensions:

Azedi and Schofer (2023) provide a valuable assessment of the Anti Globalization Movement,

which often involves protests influential organizations like the International Monetary Fund

(IMF). Concurrently, Hajarnavis et al. (2023) delve into the success of IMF loan programs.

This offers an opportunity to delve into the extensive political and social dimensions of IMF

engagement, specifically focusing on public perception and responses to IMF programs, while

incorporating other references and studies to enrich the discussion. The Anti Globalization

Movement represents a crucial political and social dimension in understanding public sen-

timent towards international financial institutions like the IMF. This movement typically

emphasizes concerns about the perceived negative impacts of globalization and the policies

promoted by organizations such as the IMF. Protests and opposition to the IMF often center

around issues like income inequality, social injustice, and economic austerity measures im-

posed as part of IMF loan conditions. Public perception of these matters can significantly

influence political decisions and policymaking, highlighting the importance of examining the

broader social and political implications of IMF engagement. On the other hand, further

investigation into the success of IMF loan programs complements the discussion by shed-

ding light on the economic and financial outcomes of these initiatives. Research helps in

understanding the effectiveness of IMF policies from an economic standpoint. However, it is

important to emphasize that economic success or failure often intertwines with political and

social dimensions. Public opinion and government responses to IMF programs can affect their

ultimate success or failure. The implementation of IMF programs requires a comprehensive

understanding of the political climate and social dynamics. Kaminsky and Reinhart (2000)
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highlight the interplay between IMF engagement, public perception, and economic outcomes.

Policymakers must consider not only the economic feasibility of IMF programs but also the

broader political and social ramifications, as public sentiment can significantly influence their

success or failure.
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Chapter 3

Data And Methodology

This thesis will utilize time series data for eight countries in the MENA region, namely:

Algeria, Egypt, Jordan, Morocco, Tunisia, Turkey, Yemen, and Iraq spanning from 1980 to

2023. Beyond the descriptive statistics, the analysis will be divided into two distinct parts.

The first part will conduct a general analysis that includes seven out of the eight original

countries -excluding Iraq due to the lack of data available- providing a broad overview of

regional trends and impacts. The second part will undertake a detailed, country-by-country

analysis that includes all 7 nations included in the General MENA Analysis except for Yemen.

Yemen is excluded from this detailed analysis due to the lack of significant data on its own,

which limits the ability to draw reliable country-specific conclusions.

The data was collected from three different sources.

From the IMF MONA database the start and end years of the loans were collected and used

to create the “loan dummy” variable which is a binary variable that represents whether a

country has taken a loan from the IMF in any given year. It take the value of 1 if the country

received a loan and 0 otherwise. From the same database the loan amounts labeled as “total

access” were extracted. This variable measure the extent of resources or funding available

from the IMF.

GDP per Capita, total investment and savings, inflation, imports and exports, unemployment

rates, and current account balances are the main macroeconomic variables considered in this

study and were gathered from the World Economic Outlook databse (WEO).
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The data on democracy are obtained from the PolityV website.

The variable takes values between -10 and 10, indicating autocracy and consolidated democ-

racy, respectively Fidrmuc and Kostagianni (2015)

In order to accurately capture the effects of IMF loans on the macroeconomic indicators,

this study applies a one-year lag to both the ’loan dummy’ and ’total access’ variables. This

approach allows us to assess the impact of the loans with a temporal delay, acknowledging

that the effects of financial interventions may not be immediate. By lagging these variables,

we account for the time it might take for the disbursed funds to influence the economy and

for policy decisions taken as a result of the loans to be implemented.

To analyze the data, for each dependent variable four main regression models are consid-

ered, each incorporating different sets of independent variables.

Model 1 exclusively considers the ’Loan Dummy’ variable.

y = L.LoanDummy.β1 + cte

Model 2 exclusively considers ’Total Access”.

y = L.TotalAccess.β1 + cte

Model 3 incorporates both ’Loan Dummy’ and ’Total Access’.

y = L.TotalAccess.β1 + L.TotalAcess.β2 + cte

Model 4 is an inclusive model that considers all variables listed above.

y = L.LoanDummy.β1+L.TotalAcess.β2+TotalInvestment.β3+GrossNationalSaving.β4

+ Inflation.β5 + Imports.β6 + Exports.β7 + Unemployment.β8 +GrossRevenue.β9

+ CurrentAccount.β10 + PolityIndex.β11 + cte

Note: y is taken as any of the 5 most relevant economic indicator, namely: GDP Per

Capita,Total Investment, Gross National Revenue, Current Account, Inflation.
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Chapter 4

Results

4.1 Descriptive Statistics

4.1.1 IMF Loans by Country: Year and Amounts

Figure 4.1: IMF Loans by Country: Year and Amounts
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Figure 4.2: Visual representation of the loans distribution
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4.1.2 Economic Indicators of MENA Countries

Figure 4.3: Economic Indicators of MENA Countries (1980-2000, Inclusive)

Figure 4.4: Economic Indicators of MENA Countries (2001-2023, Inclusive)

Figure 4.5: Economic Indicators of MENA Countries - Last 15 years (2008-2023, Inclusive)

Figure 4.6: Economic Indicators of MENA Countries - Last 10 years (2013-2023, Inclusive)
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4.1.3 Time Series Graphs Per Country Per Indicator

Figure 4.7: Time series Graphs for Algeria

(a) (b)

(c) (d)

(e) (f)
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Figure 4.8: Time Series Graphs for Egypt

(a) (b)

(c) (d)

(e) (f)
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Figure 4.9: Time Series Graphs for Jordan

(a) (b)

(c) (d)

(e) (f)
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Figure 4.10: Time Series Graphs for Morocco

(a) (b)

(c) (d)

(e) (f)
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Figure 4.11: Time Series Graphs for Tunisia

(a) (b)

(c) (d)

(e) (f)
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Figure 4.12: Time Series Graphs for Turkey

(a) (b)

(c) (d)

(e) (f)
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4.1.4 Polity Index Summary Representation

Figure 4.13: Annual Polity Index for MENA Countries with Loan Years Highlighted (up to
2018)
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4.2 MENA General Analysis

4.2.1 GDP Per Capita as Dependent

Figure 4.14: MENA General Regression Analysis with GDP Per Capita as Dependent
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Intending to research the international monetary fund’s (IMF) influence on economic

growth in the MENA region through the traditional models reveals a vague relationship with

GDP per capita. This outcome suggests that the effects are both positive and negative, but

remain without clear evidence to determine the nature of this influence. This is mainly due

to several factors beyond IMF engagements influencing economic growth, including domestic

policies and global conditions. The difference in implementation methods of IMF programs

lagged effects of these interventions, and challenges in capturing the influence of IMF support

have increased this uncertainty.

Additionally, the indirect effects of IMF engagements, such as confidence building and mar-

ket stabilization, regardless of their significance, are difficult to quantify, which stresses the

difficulty of determining the IMF’s direct effect on the MENA region’s economic growth.

Model 4 provides a deep exploration into the various determinants of economic growth. It

presents statistically significant data that highlight the important role of economic activities

and the quality of governance.

The rise of the Total Investment as a critical variable is a key factor in this analysis, because

it was found to have a strong positive correlation with GDP per capita. This supports clas-

sical economic theory, which postulates that investment is a fundamental driver of economic

expansion. In converting capital into productive assets, investments catalyze a cycle of job

opportunity, enhanced efficiency, and increased aggregate output. This leads to a nurtured

economic prosperity. Consequently, the relationship between Total Investment and GDP per

capita sheds light on the importance of the role of capital accumulation in the expansion of

business operations, productive capacity and in elevating the average economic output per

individual.

To go further, Model 4 explains the side effects of Inflation and Unemployment on GDP

per capita, connecting its findings in macroeconomic theories that emphasize the critical

importance of price stability and good labor usage for economic health. Elevated inflation

levels, through the devaluation of currency and reduction in real income, can destabilize the

investment landscape and diminish consumer purchasing power. This analysis aligns with

macroeconomic theories that stress the importance of maintaining price stability and improv-
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ing labor market conditions to support overall economic production.

Correspondingly, high levels of unemployment signify a waste of human resources, thus limit-

ing goods and services production and depressing GDP per capita. Moreover, the significant

positive correlation between the Polity Index and GDP per capita sheds light on the advanta-

geous impact of democratic governance on economic output. Democratic institutions enhance

political stability, transparency, and property rights protection, creating an environment con-

ducive to economic transactions. Democracy can enhance GDP Per Capita through several

interconnected mechanisms typically establishing robust legal and institutional frameworks

that ensure property rights, contract enforcement, and effective regulation, creating a stable

environment that attracts both domestic and foreign investments, fostering economic growth.

Additionally, democracies are characterized by higher levels of transparency and accountabil-

ity, which can reduce corruption and improve the management of resources, thus maximizing

economic outputs. The promotion of economic freedoms, such as the freedom to start busi-

nesses, trade internationally, and compete with minimal state interference, further bolsters

economic activity and productivity under democratic regimes. Democracies are also more

likely to implement inclusive economic policies that extend benefits across the population,

including health, education, and welfare programs. Improved health and education boost

labor productivity, contributing significantly to GDP Per Capita. Furthermore, democratic

environments provide the political stability necessary for long-term sustainable economic de-

velopment and investment, which is attractive to investors looking for secure opportunities.

Model 4 shifts the focus from the direct impact of IMF loans to the broader influences of eco-

nomic activities and governance on growth in the MENA region, emphasizing the importance

of domestic policies, investment in assets, price stability, labor efficiency, and democratic

governance in fostering a resilient and sustainable economy. This analysis challenges con-

ventional views on the IMF’s role, uncovering a complex interplay of factors that shape the

economic trajectory of MENA countries. It presents a diversified growth model where eco-

nomic practices and governance quality are essential, suggesting that while IMF loans may

act as a catalyst, they are not the sole determinant of the region’s economic future.
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4.2.2 Total Investment as dependent

Figure 4.15: MENA General Regression Analysis with Total Investment as Dependent
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In assessing the impact of IMF loans on Total Investment in the MENA region, an intri-

cate narrative unfolds across various models. The initial exploration through Models 1 and

2 presents a paradoxical view: despite theoretical expectations that IMF financial support

(Loan Dummy) and resource access (Total Access) would boost investment, both variables

show negative coefficients.

The paradoxical findings in Models 1 and 2, where IMF interventions seemingly deter in-

vestment despite expectations of a boost, can be understood through several lenses. The

conditions attached to IMF loans may inadvertently crowd out both public and private sec-

tor investment, as austerity measures lead to reduced government spending on infrastructure

and expected increases in taxes, which in turn discourage private investment by lowering the

potential returns, hindering overall economic growth. Additionally, the need for IMF support

might signal to investors underlying economic fragility, dampening confidence and investment.

Currency devaluation, a common IMF prescription, increases the cost of importing capital

goods, further hindering investment. Higher interest rates, aimed at stabilization, raise the

cost of borrowing, while structural reforms and resource reallocation towards debt repayment

or reserve accumulation can create short term uncertainty and reduce available capital for

investment.

These dynamics illustrate the multifaceted impact of IMF loans, where immediate negative

effects on investment may reflect broader economic challenges and policy responses rather

than direct causation.

Model 4 sharpens the focus on what truly drives Total Investment in the region highlighting

the pivotal role of GDP Per Capita and Gross National Savings in promoting Total Invest-

ment. A positive correlation with GDP Per Capita suggests that higher income levels per

capita increase the propensity for investment, reflecting a Keynesian perspective of income

induced savings leading to investment. Similarly, the strong positive relationship between

Gross National Savings and Total Investment underscores the classical view that savings at

time (t) are a fundamental source of investment capital at time (t+1).

42



Interestingly, inflation also correlates positively with Total Investment in Model 4, suggesting

scenarios where inflation may coexist with or even spur investment activities, possibly through

growth driven inflation or by reflecting an economy’s vibrant demand that encourages further

investment. This can be explained in several ways.

Firstly, as businesses anticipate rising costs due to inflation, they may accelerate their pur-

chasing or investment decisions to preempt higher future prices, thereby boosting short-term

investment. This forward-thinking approach helps firms manage costs more effectively over

time. Additionally, during periods of high inflation, asset values, such as real estate, tend to

appreciate, attracting investors looking to safeguard their capital against inflationary losses.

Another advantage of inflation is its impact on debt; as the real value of money declines, debts

become cheaper to repay in real terms, potentially freeing up resources for further investment.

Moreover, sector-specific growth also often accompanies inflation, particularly in industries

that deal with commodities or essential resources. As these goods remain in demand regard-

less of economic conditions, businesses in these sectors can increase prices, thereby boosting

their revenues and profits. This, in turn, encourages further investment into these industries.

Finally, inflation can provide an export advantage; a weakening local currency makes a coun-

try’s exports cheaper and more attractive on the international market, which can spur growth

and investment in export-oriented industries. Overall, while inflation can pose challenges, it

also creates opportunities for growth and investment across multiple sectors of the economy.

The analysis also reveals a significant positive link between Imports and Total Investment,

indicating the essential role of capital goods imports in facilitating investment. This rela-

tionship underscores the interconnectedness of trade and investment activities, with imports

acting as a catalyst for domestic investment by providing the necessary capital goods.

By importing machinery and equipment, especially those embodying cutting-edge technology,

businesses can expand their production capabilities. This not only enhances productivity but

also equips companies to compete effectively with imported goods, fostering a cycle of con-

tinuous improvement and expansion. Additionally, diversifying suppliers by relying less on

local sources and more on international ones can lead to a more stable production process.

This stability is attractive to investors as it reduces production risks associated with supply
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chain disruptions and enhances the predictability of returns. In addition, exposure to global

market trends through imports also allows companies to keep up with changing consumer

demands and preferences. This insight into global trends can spur new investments in prod-

ucts or services that meet evolving consumer needs, creating opportunities for growth and

innovation. Moreover, importing in higher volumes can help companies achieve economies of

scale, which lowers the cost per unit of production. The savings generated from economies of

scale can then be redirected into further investments, either in expanding current operations

or exploring new market opportunities. Overall, the strategic use of imports can significantly

influence the scope and scale of total investment, leading to broader economic benefits and

enhanced competitiveness.

This explains the observed negative correlation between the Current Account balance and

Total Investment which also displays a nuanced economic behavior: a country experiencing

a current account surplus, indicative of net savings exceeding domestic investments, does not

automatically channel these excess savings into boosting its own investment landscape. In-

stead, this surplus might be allocated to investments outside the domestic economy or might

reflect a broader trend of under consumption, where the economy saves more than it spends

or invests. This scenario suggests that, despite having additional financial resources, the

preference may lean towards external investments or the economy might simply be saving

more due to lower consumption levels, rather than using these funds to enhance domestic

productive capacity.

This concept can be clearly seen in the Descriptive Statistics - Time Series Graphs for Jor-

dan (Figure 4.9). Specifically, in graph (c), it is evident that following the loan received by

Jordan in 2002, and accounting for the one-year lag discussed in our methodology, there was

a noticeable decline in Gross National Savings. Conversely, during the same period, graph

(b) reveals an increase in Total Investment. Furthermore, in the year 2012, the data show

a reversal of these trends with an increase in savings and a decrease in investment for Jor-

dan. This observation underscores the fact that the impacts of financial interventions are

not uniform, even within the same country. The outcomes are significantly influenced by the

prevailing leadership and the specific policies they implement at the time. This highlights the
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complexity of economic responses to policy changes and the importance of context-specific

analysis.

Lastly, a negative correlation between Unemployment and Total Investment underscores the

detrimental impact of labor market inefficiencies on investment sentiment. High unemploy-

ment signals economic distress, deterring investment by casting doubts on future economic

prospects and consumer spending power.

This comprehensive analysis, culminating in the insights from Model 4, delineates a nuanced

picture of Total Investment dynamics in the MENA region. It underscores that while IMF

loans and access to resources do not have a significant direct impact, a confluence of domestic

economic health indicators—such as income levels, saving rates, inflation dynamics, and trade

and labor market conditions—exerts a substantial influence on investment decisions. These

findings advocate for the critical importance of domestic economic management and policies

in creating a conducive investment environment, over and above the reliance on international

financial assistance.
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4.2.3 Gross National Saving as dependent

Figure 4.16: MENA General Regression Analysis with Gross National Saving as dependent
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The investigation into the effect of International Monetary Fund (IMF) engagements on

Gross National Savings in the MENA region, utilizing initial models 1, 2 and 3.

This preliminary observation indicates a complicated relationship between IMF financial in-

volvement and the savings behavior within these countries, without providing conclusive

statistical evidence. Such findings hint at the possibility that IMF loans and resource access

might affect national savings, yet the actual influence appears to be entangled with a variety

of other determinants.

This complexity in the relationship might be attributed to several aspects inherent in IMF

programs. Fiscal consolidation efforts demanded by the IMF, which often lead to increased

taxes and reduced public expenditure, could diminish disposable income, thereby adversely

affecting the propensity to save. The expectation of future economic policies and conditions,

shaped by the IMF’s intervention, might prompt individuals and firms to adjust their savings

practices, either in anticipation of inflation or in response to fiscal policy tightening.

Additionally, the IMF’s influence on currency valuation and recommendations for interest

rate modifications could directly affect the real value of savings and alter savings incentives.

The introduction of economic uncertainty through the structural reforms required by the

IMF, along with the redistribution effects these reforms may trigger, could result in diverse

responses in savings behavior across different sectors and income groups. Collectively, these

factors demonstrate the indirect ways through which IMF engagements might impact national

savings patterns, facilitated by the intricate interplay of fiscal policy adjustments, monetary

policy changes, and the overall economic framework.

Model 4 reveals that inflation and unemployment detrimentally affect economic productivity,

consequently leading to a reduction in GDP per capita. This analysis aligns with macroeco-

nomic theories that stress the importance of maintaining price stability and optimizing labor

market conditions to uphold overall economic health.

Additionally, the anticipation of future tax increases to service IMF loans, currency devalua-

tion effects, interest rate adjustments, and the signaling of economic distress to markets could

all contribute to an environment where savings are discouraged. Despite the IMF’s aim to

stabilize economies, these associated adjustments and market perceptions could deter private
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investment and influence savings rates in unforeseen ways, paving the way for Model 4’s in

depth examination of the broader economic dynamics influencing Gross National Savings in

the region.

Model 4 offers a deeper dive, presenting a more detailed narrative with the inclusion of sta-

tistically significant variables. Here, the positive link between Total Investment and Gross

National Savings emerges prominently, indicating that investments within the economy likely

contribute to an increase in savings. This connection underscores the principle that effective

investments bolster economic growth, which, in turn, enhances income levels and the capacity

for savings.

The model also explores the relationship between Inflation and Gross National Savings, de-

tecting a negative correlation. This goes with traditional economic theories suggesting that

inflation erodes the real value of savings, discouraging the accumulation of savings as indi-

viduals and entities allocate more resources to mitigate the impact of rising prices.

Furthermore, the Current Account balance’s positive association with Gross National Savings

sheds light on the role of international trade dynamics. A Current Account surplus, reflecting

a scenario where a country exports more than it imports, signals a net accumulation of finan-

cial resources contributing to higher national savings. This reflects a healthy economic state

where the country not only earns income from abroad but also manages to save a portion of

these earnings.

The insights from Model 4 paint a comprehensive picture of the determinants influencing

Gross National Savings in the MENA region. While direct IMF interventions do not exhibit

a clear cut effect on savings, the analysis highlights the critical influence of domestic economic

policies and international trade practices.

The findings suggest a strategic focus for MENA policymakers on creating a favorable in-

vestment climate, managing inflation, and optimizing trade balances as pivotal steps towards

boosting Gross National Savings. This approach, prioritizing internal economic management

and external economic relations over reliance on external financial assistance, appears more

crucial in shaping the savings landscape of the region.
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4.2.4 Current account as Dependent

Figure 4.17: MENA General Regression Analysis with Current account as Dependent
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The relationship between IMF financial engagements and the Current Account balance in

the MENA region, as suggested by the initial models, reflects a potential negative influence

and not immediately apparent connection, yet lacking in statistical significance.

The potential negative influence could stem from several nuanced factors: short term capital

inflows from IMF loans may initially appreciate the domestic currency but harm export com-

petitiveness over time. Conditionality and structural adjustments required by the IMF can

reduce domestic demand and disrupt trade dynamics.

Furthermore, the reception of IMF loans might influence investor confidence and market per-

ceptions, leading to changes in capital flows that indirectly impact the Current Account.

Signals of economic distress from seeking IMF assistance might provoke speculative attacks

or capital outflows; and repayment obligations could strain foreign reserves, affecting the

Current Account negatively.

Additionally, the diverse economic structures within the MENA region, along with external

global economic factors, play significant roles in mediating the effect of IMF engagements on

the Current Account balance. Hence, understanding the impact of IMF loans on the Current

Account requires a deeper investigation into these intricate interactions and the broader eco-

nomic context, emphasizing the indirect pathways through which IMF financial support can

influence a country’s external financial position.

Furthermore, policy shifts towards trade liberalization might increase imports without boost-

ing exports equivalently, contributing to Current Account challenges. These considerations

underline the complicated and sometimes counterintuitive effects of IMF interventions on a

country’s external financial health, which underscores the complicated relationship between

international financial assistance, domestic economic policies, and global trade dynamics.

Model 4 provides deeper insights into what affects the Current Account balance by showing

important relationships with other economic factors. It finds that when a country invests

more money than it saves domestically, using foreign funds to cover the difference, it tends

to have a Current Account deficit. This situation, explained by the absorption theory, shows

there needs to be a careful balance between how much a country invests and how much it

saves. If investment exceeds savings too much, it leads to more money going out of the coun-
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try than coming in, affecting the Current Account negatively.

In stark contrast, Gross National Saving shows a strong positive association with the Current

Account balance, emphasizing the fundamental macroeconomic identity that equates higher

national savings with potential Current Account surpluses. This relationship underscores the

importance of domestic savings as a buffer and a source of capital for investment without

necessitating foreign borrowing, which can positively influence a country’s external financial

stance.

Furthermore, the model introduces a counterintuitive positive correlation between Inflation

and the Current Account balance. This could be explained by the Balassa Samuelson effect,

where higher inflation, stemming from rapid economic growth, enhances a country’s export

competitiveness, as the local goods become cheaper for foreign buyers, potentially leading to

improved Current Account positions through trade surpluses.

Additionally, the positive impact of Imports on the Current Account balance contradicts

traditional expectations, suggesting a nuanced economic dynamic. This relationship may

indicate that imports, particularly of capital goods essential for export production, play a

crucial role in bolstering export capabilities and, by extension, positively affect the Current

Account balance. This scenario reflects the interconnectedness of imports and exports in

economies heavily engaged in global trade, where the importation of inputs is pivotal for the

production of exportable goods.

The analysis elucidates a negative correlation between Unemployment and the Current Ac-

count balance, signifying that elevated unemployment rates, reflective of a broader economic

downturn, detrimentally influence the Current Account. This adverse effect is primarily at-

tributed to diminished domestic consumption, inclusive of imports, which consequentially

impairs the trade balance. Reduced consumer and business expenditure, stemming from

higher unemployment, leads to a decrease in import demand, adversely affecting the trade

component of the Current Account.

By delving into these relationships, Model 4 underscores the limited direct influence of IMF

related variables on the Current Account balance, highlighting instead the paramount impor-

tance of domestic economic management, saving rates, investment decisions, and international
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trade practices. For policymakers in the MENA region, these findings stress the need for a

holistic approach to economic policy that considers both domestic economic conditions and

the intricacies of global economic integration to foster a healthy Current Account balance

and, by extension, a stable external financial position.
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4.2.5 Inflation as Dependent

Figure 4.18: MENA General Regression Analysis with Inflation as Dependent
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The analysis of inflation in the MENA region, incorporating Models 1, 2, and 3, indicates

a complex, subtle link to IMF engagements, with a slight positive influence on inflation sug-

gested but not statistically confirmed. This collective assessment emphasizes the intricate

and indeterminate impact of IMF interventions on inflation, revealing a picture too complex

for straightforward attribution.

The ambiguous impact of IMF interventions on inflation in the MENA region can also be at-

tributed to a variety of additional theories beyond the direct complexities of inflation. These

include the challenges of enforcing IMF recommended monetary policies, the potential for

structural reforms to cause short term inflation spikes, the role of public expectations and

government credibility in shaping inflation outcomes, and the influence of external shocks

like global commodity price changes. Moreover, supply side constraints within economies and

the effects of capital flows and exchange rate volatility further complicate the IMF’s direct

impact on inflation. Each of these factors underscores the intricate web of domestic and

international influences that can obscure the effects of IMF policies on inflation, making it

difficult to isolate and quantify their contributions.

The narrative deepens with Model 4, where a comprehensive analysis incorporating additional

economic variables clarifies the determinants of inflation. A significant positive correlation

between Total Investment and inflation points to demand pull inflation, a scenario where

increased investment heightens economic activity, potentially outstripping supply capabilities

and pushing prices upwards. Conversely, Gross National Saving’s inverse effect on infla-

tion suggests that higher levels of saving, indicative of reduced consumption, may help ease

demand driven inflationary pressures, aligning with the principle that savings can mitigate

excessive demand and price hikes.

Moreover, a significant negative relationship between GDP Per Capita and inflation indicates

that higher economic output per individual, reflecting better economic health, tends to as-

sociate with lower inflation levels. This could be due to improved productivity and efficient

monetary policies that favor price stability. Additionally, the dampening effect of Imports

on inflation highlights the role of imports in satisfying domestic demand and curbing price

increases, especially when imports include cost effective consumer goods or capital goods that
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enhance production capacity.

The analysis also uncovers a significant positive relationship between the Current Account

balance and inflation, suggesting that trade dynamics and currency valuations play critical

roles in the inflation narrative. A Current Account surplus might lead to currency appreci-

ation, making imports cheaper and possibly increasing domestic demand, thereby exerting

upward pressure on prices.

The analysis further underscores a well-established relationship between exports and infla-

tion. Typically, an increase in inflation results in the depreciation of the domestic currency,

which enhances the competitiveness of domestic products on the international market. This,

in turn, increases the country’s exports, positively affecting the Current Account balance.

This dynamic is clearly demonstrated in the Descriptive Statistics - Time Series Graphs for

Turkey, as depicted in Figure 4.12. Graph (d) shows that following a loan taken in 1999,

there is a notable decrease in inflation. When we consider the one-year lag as discussed in

the methodology, graph (e) subsequently reveals an increase in the Current Account balance

the following year. This rise in the Current Account balance can be attributed to an increase

in exports, driven by the more competitive pricing of domestic goods abroad due to a weaker

currency. Additionally, it may also reflect a rise in import prices, which can further affect the

balance.

Model 4’s findings illuminate that while IMF related variables (’Loan Dummy’ and ’Total Ac-

cess’) do not directly drive inflation, a constellation of domestic economic activities and exter-

nal financial positions profoundly impacts inflationary outcomes. This analysis underscores

the significance of comprehensive domestic economic management and strategic engagement

in the global economy in controlling inflation, rather than predominantly relying on interna-

tional financial institutions. The intricate relationships between investment, savings, GDP

per capita, imports, and the Current Account balance with inflation emphasize the necessity

for holistic economic policies that consider both internal dynamics and external interactions

to effectively manage inflation in the MENA region.
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4.3 Country By Country Analysis

Figure 4.19: Country By Country Regression Analysis with GDP Per Capita as Dependent
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Figure 4.20: Country By Country Regression Analysis with Gross National Saving as
Dependent
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Figure 4.21: Country By Country Regression Analysis with Total Investment as Dependent
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Figure 4.22: Country By Country Regression Analysis with Current Account as Dependent
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Figure 4.23: Country By Country Regression Analysis with Inflation as Dependent
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4.3.1 Algeria

The International Monetary Fund (IMF) involvement with Algeria’s economy, results in a

chain of interrelated impacts on different macroeconomic variables. The relationship between

Gross National Savings (GNS) and Gross Domestic Product per Capita (GDPC) highlights

a fundamental economic principle: higher national savings positively contribute to increased

GDP per Capita, suggesting that savings fuel economic growth by providing the necessary

capital for investment. This relationship underscores the importance of domestic savings in

driving economic prosperity.

Simultaneously, the impact of inflation on GDPC reveals the adverse effects of rising price

levels on economic growth. Higher inflation rates, showed a negative relationship with GDPC,

lowering purchasing power and undermining economic output, emphasizing the need for ef-

fective monetary policy to maintain price stability. The positive correlation between exports

and GDPC further illustrates the critical role of external trade in bolstering economic output,

where increased exports signify a thriving trade sector that contributes significantly to GDP

growth.

The dynamics of Total Investment (TI) within Algeria’s economy, particularly in relation to

IMF loans denoted by the Loan Dummy (LD), reflect the catalytic role of external financial

assistance in fostering investment activities. The positive influence of LD on TI indicates that

IMF loans not only provide essential capital but also enhance economic stability, encouraging

local and foreign investments. However, this positive scenario is tempered by the complex

interplay between TI and other economic variables, such as the Current Account (CA) and

unemployment. Specifically, the negative relationship between TI and the CA balance sug-

gests that increased investment, potentially driven by the importation of capital goods, may

pressure the CA, highlighting the challenges of balancing investment driven growth with ex-

ternal financial health.

Further complicating this economic narrative is the role of governance and political stability,

as captured by the Polity Index. The interaction between the Polity Index and various eco-

nomic indicators—positively with GDPC and negatively impacting aspects like the Current

Account—underscores the significant influence of governance quality on economic outcomes.
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Effective governance and political stability not only facilitate an environment conducive to

growth but also play a crucial role in managing the complex effects of IMF loans, investment,

and trade dynamics on the broader economic landscape.

Inflation’s relationship with the broader economy, particularly its negative association with

GDPC and its complex interaction with unemployment and the Polity Index, highlights the

multifaceted challenges of maintaining economic stability and growth. Inflationary pressures,

potentially exacerbated by IMF loans, pose significant policy challenges, requiring careful

balancing between stimulating economic activity and ensuring price stability.

In conclusion, the involvement of the IMF in Algeria’s economy has had a significant impact,

acting as both a catalyst for economic growth and a factor in the complex economic chal-

lenges faced by the country. While IMF loans have facilitated investment and contributed to

potential economic growth, they also necessitate careful economic management to balance in-

vestment with financial stability, control inflation, and leverage the positive effects of external

trade. Ultimately, Algeria’s experience highlights the critical importance of governance and

political stability in leveraging external financial assistance for sustainable economic devel-

opment, emphasizing the need for a holistic approach to economic policy making that aligns

with the country’s broader development goals.

4.3.2 Egypt

In the context of Egypt’s economy, the impact of International Monetary Fund (IMF) loans,

represented by the Loan Dummy (LD), reveals a complex interplay with the nation’s key

economic indicators, weaving a narrative that intricately connects external financial support

to internal economic dynamics and governance. The negative relationship between LD and

Gross Domestic Product per Capita (GDPC) suggests that while IMF loans are aimed at

increasing economic stability and growth, their presence might be associated with certain

economic conditions or loan stipulations that temporarily hinder GDP growth.

(explanation in more simple terms: A negative relationship suggests that IMF loans (or the

presence thereof) are associated with a decrease in GDP per capita in Egypt, possibly indicat-

ing that the conditions attached to these loans or the economic circumstances necessitating

62



them are not conducive to immediate economic growth.

Conversely, the positive influence of the Polity Index on GDPC underscores the crucial role

of stable governance and effective political systems in facilitating economic prosperity, high-

lighting that beyond financial inputs, the quality of governance significantly dictates economic

outcomes.

The negative correlation between LD and GNS suggests that IMF loans, while aimed at sta-

bilizing and stimulating the economy, may initially lead to a reduction in national savings.

This decrease could stem from the fiscal adjustments required by the loans, such as auster-

ity measures that reduce disposable income, or from increased consumption and investment

spending encouraged by the influx of loan capital. This reduction in savings is critical as it

reflects on the broader economic policy challenges posed by balancing the immediate benefits

of IMF loans with their long term implications for domestic financial stability.

Simultaneously, the positive relationship between LD and TI underscores the IMF’s role in

fostering investment by providing essential capital and enhancing economic confidence. This

facilitation of investment is a cornerstone of the IMF’s intended economic support, aiming to

catalyze growth and development. However, the increase in TI spurred by IMF loans does not

exist in a vacuum; it is deeply entwined with other economic variables, creating a complex

network of interactions.

For instance, as TI rises, fueled by IMF loans and the consequent increase in capital availabil-

ity, this heightened investment activity interacts with Egypt’s GNS and the Current Account.

Increased investment often necessitates the importation of capital goods, which can exacer-

bate the Current Account deficit, illustrating a critical trade off between stimulating domestic

economic growth through investment and managing the nation’s external financial health.

Moreover, the impact of TI on Inflation and Unemployment introduces additional layers to

this economic narrative. Increased investment can lead to economic expansion, which, in the

short term, may heighten inflationary pressures as demand outpaces supply. The relation-

ship between investment and unemployment is also pivotal; theoretically, higher investment

should lead to job creation and lower unemployment rates. However, the effectiveness of

this mechanism depends on the nature of the investments and the broader economic context,
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including the efficiency of the labor market and the alignment of investment with sectors that

can meaningally contribute to job creation.

The dynamics of Egypt’s Current Account in relation to IMF loans further reflect the complex-

ity of integrating external financial support with national economic management strategies.

While loans are intended to bolster the economy, their effects on trade balances, savings, and

investment highlight the intricate balancing act required to leverage these loans effectively

without compromising financial stability.

4.3.3 Jordan

In Jordan, the influence of International Monetary Fund (IMF) loans, unfolds through a the

interplay among critical economic indicators, highlighting the complex interactions between

external financial assistance, domestic economic performance, and governance. This intricate

relationship is particularly evident in how IMF loans correlate with Gross National Savings

(GNS), Total Investment (TI), the Current Account balance, and broader economic outcomes

such as GDP per Capita (GDPC) and inflation, within the framework of Jordan’s political

governance as measured by the Polity Index.

The positive impact of IMF loans, as shown by the Loan Dummy (LD), on Gross National

Savings (GNS) in Jordan hints that these loans might be leading to better savings habits

within the country. This improvement could be due to the financial discipline and increased

trust that come with IMF support, motivating both the government and private citizens to

save more. This indicates that IMF loans do more than just help with immediate financial

troubles; they also encourage a savings culture that’s crucial for the country’s financial future.

On the other hand, the relationship between IMF loans, GDP per Capita (GDPC), and the

Polity Index adds a level of complexity. The negative link between LD and GDPC suggests

that IMF loans might initially strain Jordan’s economy, possibly because of tough fiscal mea-

sures or the loans signaling financial troubles. Meanwhile, the Polity Index’s relationship with

GDPC and GNS paints a nuanced picture of governance’s role in economic health. While

better governance, as indicated by a positive score on the Polity Index, seems to improve

savings, it might also slow down economic growth in the short term. This could be due to
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delays in policy implementation or political issues that shake confidence in the economy and

deter investment.

Further weaving through Jordan’s economic fabric, the relationship between TI and various

economic measures such as GNS, the Current Account, and the Polity Index elucidates the

multifaceted impact of investments on the nation’s financial health. While GNS positively

influences TI, signifying that domestic savings fuel investment, the subsequent negative im-

pact of TI on the Current Account balance highlights a challenging trade off. Increased

investments, particularly those necessitating capital goods imports, may strain the Current

Account, underscoring the delicate equilibrium between fostering domestic growth through

investment and sustaining a healthy external financial stance.

Moreover, the interaction between TI and the Polity Index, along with the role of government

revenue, indicates that while savings and external financial support encourage investment,

governance quality and fiscal policies play critical roles in determining the efficiency and

direction of these investments. This interconnection accentuates the necessity for coherent

policies that align investment strategies with national economic priorities and governance

frameworks to optimize their impact on growth and stability.

Inflation dynamics in Jordan, particularly the negative relationship with imports, further

enrich the economic analysis. This suggests that the capacity to import goods, possibly facil-

itated by IMF loans and a robust Current Account, can help temper inflationary pressures,

illustrating a crucial aspect of macroeconomic management where trade policies and external

financial relations contribute to domestic price stability.

In summary, Jordan’s economic landscape, as shaped by IMF loans, presents a scenario where

external financial assistance interacts with internal economic variables and governance struc-

tures in a complex web of relationships. These interactions underscore the importance of

strategic economic management that harmonizes the benefits of IMF support with the goals

of national savings accumulation, investment growth, and inflation control, all within a sta-

ble political and fiscal environment. Understanding these dynamics is crucial for leveraging

IMF loans effectively to navigate the challenges and opportunities they present for Jordan’s

economic development.
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4.3.4 Morocco

In Morocco, the interplay between International Monetary Fund (IMF) loans, depicted through

the Loan Dummy (LD), and key economic indicators showcases a multifaceted narrative of

economic development and governance. The dynamics at play illuminate how external finan-

cial assistance and internal policy measures collectively shape Morocco’s economic trajectory,

particularly in relation to Gross Domestic Product per Capita (GDPC), Gross National Sav-

ings (GNS), Total Investment (TI), the Current Account balance, and the broader implica-

tions of governance quality, as captured by the Polity Index.

The positive impact of Total Investment (TI) on GDPC underscores the critical role of invest-

ment in driving Morocco’s economic growth. This relationship highlights how fostering an

environment conducive to investment, potentially stimulated by the confidence and financial

capital provided through IMF loans, is essential for enhancing economic output. However,

the interplay between TI and imports, where increased investment might lead to a surge in

imports for capital goods, negatively affecting GDPC, suggests a delicate balance between

encouraging investment and managing its impact on the trade balance.

Adding to the picture the Polity Index, which positively correlates with GDPC. This indicates

that higher levels of democratic governance and political stability are beneficial for economic

growth, emphasizing the importance of sound governance structures in facilitating economic

development. The nuanced relationship between governance quality and economic outcomes

is further reflected in the dynamics of the Current Account and GNS, where governance and

external financial engagements intertwine to influence Morocco’s financial stability and saving

practices.

The Current Account’s interactions with various economic variables reveal the complexities

of managing Morocco’s external financial position. The positive influence of LD on the Cur-

rent Account suggests that IMF loans can support external balance, possibly by enhancing

financial stability or encouraging exports. However, the negative impact of increased Total

Investment on the Current Account balance points to the challenges of fostering domestic

growth through investment without exacerbating external deficits, highlighting the trade offs

inherent in economic policy decisions.
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Moreover, the relationship between GNS and both Total Investment and the Current Account

underscores the interconnected nature of domestic savings, investment, and external finan-

cial health. Increased national savings, bolstered by a healthy trade surplus reflected in the

Current Account, provide a foundation for sustainable investment, underscoring the cyclical

relationship between saving, investment, and economic growth.

In summary, Morocco’s economic landscape, as influenced by IMF loans, presents a complex

picture where external financial support interacts with domestic investment, savings, and

governance to shape the nation’s economic development. The analysis reveals the crucial

role of sound governance and effective economic management in leveraging IMF loans for

sustainable growth, while also navigating the challenges posed by investment driven growth

and its implications for the trade balance and overall economic stability. Understanding these

intricate relationships is vital for formulating policies that align IMF financial support with

Morocco’s long term development goals, ensuring that the economy remains on a path toward

growth and stability.

4.3.5 Tunisia

In Tunisia’s economic narrative, the interplay between various economic indicators in the con-

text of International Monetary Fund (IMF) loans reveals a complex mosaic of impacts shaping

the nation’s economic health and development trajectory. This analysis begins by consider-

ing the nuanced effects of Total Investment (TI), Inflation (inf), Unemployment (unmp), and

governance quality, as indicated by the Polity Index, on Gross Domestic Product per Capita

(GDPC), Gross National Savings (GNS), and the Current Account balance, shedding light

on the multifaceted dynamics at play.

Total Investment (TI) emerges as a pivotal factor with a nuanced influence across the eco-

nomic spectrum. In the Tunisian context, the observed negative correlation between Total

Investment (TI) and Gross Domestic Product per Capita (GDPC) challenges the conventional

wisdom that investments inherently fuel economic growth. This discrepancy suggests that the

investments may not be optimally aligned with the sectors of the economy most conducive to

immediate growth or that the Tunisian economy’s current structure might not have the ca-
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pacity to efficiently absorb and utilize these investments. Such a scenario indicates potential

inefficiencies or sectoral mismatches, where the areas receiving investment do not correspond

with those capable of generating quick and significant returns in terms of economic output

per capita.

Conversely, the positive impact of TI on GNS highlights the critical role investments play in

fostering a culture of savings, suggesting that effective investment not only fuels economic

activities but also encourages savings accumulation, essential for long term financial stability.

However, the scenario becomes more complex when considering the effects of Inflation and

Unemployment. Inflation’s negative impact on GDPC underscores the erosive effect of rising

prices on economic value, diminishing real incomes and purchasing power, which, in turn,

hampers economic growth. Similarly, high unemployment rates negatively affecting GDPC

point to underutilized labor resources, reflecting broader economic inefficiencies that constrain

growth. Yet, in the realm of GNS, Inflation exhibits a positive relationship, indicating that,

paradoxically, higher inflation may coincide with increased savings, possibly as a protective

response by households and businesses against purchasing power erosion.

The role of the Polity Index introduces an additional layer of complexity, revealing the signifi-

cant influence of governance quality and political stability on economic outcomes. Its negative

correlation with GDPC and TI implies that governance challenges and political instability

can impede economic growth and investment flows, highlighting the critical importance of

stable and effective governance structures in facilitating economic prosperity. Conversely, the

positive association of the Polity Index with GNS suggests that higher levels of democratic

governance might encourage savings behavior, possibly through greater confidence in the eco-

nomic system or more effective fiscal policies.

Furthermore, the dynamics of the Current Account balance in Tunisia’s economic analy-

sis are particularly telling. The negative impacts of TI and the positive influence of GNS

on the Current Account balance underscore the delicate equilibrium between fostering do-

mestic investment, managing savings, and maintaining a healthy external financial stance.

These relationships highlight the interconnectedness of domestic economic policies, invest-

ment strategies, and external financial engagements in shaping Tunisia’s economic stability
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and growth prospects.

In summary, Tunisia’s economic landscape, as influenced by IMF loans and domestic economic

policies, presents a detailed picture of the interplay between investment, savings, inflation,

unemployment, and governance quality in determining economic growth, stability, and devel-

opment. This intricate web of relationships underscores the necessity for holistic and nuanced

economic management strategies that align external financial assistance with internal eco-

nomic reforms and governance improvements to achieve sustainable economic advancement

and well being.

4.3.6 Turkey

In Turkey’s economic evaluation within the framework of International Monetary Fund (IMF)

assistance, a distinctive emphasis on ”Total Access” — the extent of financial resources al-

located by the IMF — emerges as a pivotal factor shaping the country’s macroeconomic

variables. This focus diverges from other MENA region countries where the binary aspect of

having an IMF loan (Loan Dummy) was significant, highlighting in Turkey’s case that the

magnitude of IMF support plays a critical role in influencing economic outcomes.

Total Access’s significant influence on Total Investment (TI) illustrates a nuanced narrative:

the volume of financial assistance from the IMF directly correlates with the level of invest-

ment within the country. Unlike other nations where the mere presence of an IMF loan was

enough to mark economic shifts, in Turkey, it is the scale of the loan that amplifies invest-

ment activities, underlining the importance of the size of financial inflow in driving economic

growth. This substantial external financing aids in catalyzing significant investment projects,

potentially accelerating Turkey’s economic expansion.

However, the impact of Total Access extends beyond fostering investment to intricately affect-

ing other economic facets such as inflation, Gross National Savings (GNS), and the Current

Account balance, thereby weaving a complex interplay of economic influences. The significant

relationship between Total Access and inflation in Turkey indicates that the amount of IMF

financing received bears direct implications for the country’s price levels. Higher levels of

IMF support could engender inflationary pressures, possibly due to increased liquidity and
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demand within the economy, necessitating nuanced monetary policy adjustments to navigate

the growth inflation nexus effectively.

Moreover, the interaction between Total Access and GNS reveals that larger IMF loans, while

bolstering immediate financial stability and investment capabilities, might inadvertently im-

pact domestic savings practices. The substantial external funds could either discourage sav-

ings by providing an alternative source of financial security or affect consumption and invest-

ment behaviors, altering the traditional savings investment relationship.

The dynamics of Total Access with the Current Account balance further underscore the mul-

tifaceted effects of IMF loan volumes on Turkey’s external financial health. While facilitating

increased investment and economic activity, the scale of IMF support might also lead to a

widened Current Account deficit, reflecting the increased import demand for capital goods

necessary for bolstered investment endeavors. This scenario accentuates the delicate balance

required in leveraging substantial IMF financial assistance to foster domestic economic growth

while managing the implications for Turkey’s international trade and financial standing.

In conclusion, Turkey’s experience with IMF assistance, particularly the significant role of

Total Access, underscores a critical insight: the magnitude of IMF financial support intri-

cately influences the nation’s economic trajectory. Unlike other countries where the binary

presence of an IMF loan marked significant economic interactions, in Turkey, the amount of

the loan emerges as a crucial determinant of investment, inflation, savings, and the Current

Account dynamics. This distinction calls for a tailored approach to economic policy mak-

ing in Turkey, where strategic utilization of substantial IMF loans must be harmonized with

broader economic management objectives to ensure sustainable growth, inflation control, and

balanced external accounts.
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Chapter 5

Conclusion

5.1 Summary and Synthesis

The comprehensive analysis across multiple models and dependent variables—GDP Per Capita,

Total Investment, Gross National Saving, Current Account balance, and Inflation—offers a

nuanced understanding of the International Monetary Fund’s (IMF) influence on the MENA

region’s economic landscape.

While the direct impact of IMF engagements on economic indicators such as GDP per Capita

and Total Investment presents a complex and sometimes paradoxical relationship, deeper

explorations reveal a broader array of determinants critical to economic health and growth.

With Model 4 showing that although IMF presence could be helpful, the domestic economy

indicators are more decisive factor. This model highlights the fundamental duties of GDP

Per Capita and gross savings for investment creation and the complication of defining IMF’s

impact due to the varying rate of interest, and trade relations.

Looking at Gross National Saving and the Current Account, we can see the indirect way

through which IMF programs influence economies of nations. In all the analyses there is one

common factor, which is domestic economic management encompassing investment climates,

inflation control, labor market efficiency , and trade balances. All play a key role in shaping

a the economic outlook of any economy.

For inflation as the depended variable, it provides a more complicated relation with IMF

engagement. The representation in Model 4 juxtaposes the interaction between internal
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macroeconomic activities and external economic factors that immutably form inflationary

responses. This showases the role of the comprehensive economic management and the inter-

national economic balance as the factors leading to a success in controlling inflation.

Therefore, the formerly existing hypothesis in the area of IMF’s function and effectiveness

in helping the MENA region, is mostly imposed by domestic policies, business dynamics,

governance quality, and global economic conditions. This means that though IMF funding

might in some cases initiate GDP growth, but other factors determine the country’s economic

welfare. Pushing forth the pivotal role of home-grown economic policies, input in assets, care

of the rate of inflation, worker productivity, and democratic rule making, is the way forward

to performance quality. Such findings direct the policy makers of MENA area toward the

designing of comprehensive strategies where domestic strengths and international economic

openings are utilized to create competitive advantage in sustainably and resilient economies.

The cross-country study with the IMF’s involvement in 6 nations (Algeria, Egypt,Jordan,

Morocco, Tunisia, Turkey) reveals heterogeneous effects and a complex interaction of external

financial assistance with domestic economic and political indicators specific to each nation.

As IMF loans intend to stabilize economies, attract investors, and boost growth, the effective-

ness of these loans and their impacts is linked with several factors like the national policies,

the investment climate, the capabilities of the economies to absorb and deploy these invest-

ments efficiently, the type of governance.

Furthermore, IMF engagements consistently reveal their direct influence on inflationary trends,

particularly in Turkey and Tunisia. This underlines the delicate balance required in chanelling

IMF loans for economic stabilization without igniting inflationary pressures, demanding

meticulous monetary policy adjustments.

In all countries, the relationship between IMF assistance, Total Investment, and GDP Per

Capita illustrates a multifaceted impact of external loans on economic growth.

This impact resembles a double edged sword, because as IMF loans can help enhance economic

growth, they can also have severe consequences on the country’s current account balance na-

tional savings if not well managed.
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Taken as an example, IMF loans to countries such as Jordan and Morocco, have raised the

volume of gross national savings, encouraging the formation of better savings habits which

are a essential to promote financial stability in the long run. However, the recommendation

cannot be as simple as adopting a standard approach because, among many factors, the eco-

nomic conditions and policy framework of each nation are very distinct.

Reflected through the Polity Index the analysis repeatedly underscores the importance of

governance quality and political stability, in diminishing the negative effects of IMF loans

on economic indicators. Powerful governance and democracy as well as political stability are

paramount in leveraging IMF assistance for sustainable development.

In summary, to leverage IMF financial assistance in a manner that catalyzes sustainable eco-

nomic advancement is a delicate task that requires strategic policies that integrate these loans

into broader development goals. Such policies should focus on achieving long-term prosperity

by ensuring monetary stability, directing investments efficiently towards sectors poised for

sustainable growth, and strengthening governance structures.

Hence, using this evidence we can contradict the hypothesis that IMF loans are inherently

ineffective and harm the MENA region as their success largely depends on the recipient

country’s seriousness and capability in implementing necessary changes. This indicates that

there’s no downside to receiving these funds, however their impact on the recipient country’s

economy hinges on their optimal utilization through adjustments at the domestic level.
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5.2 Suggestions for Further Research

To enhance the precision and contextual relevance of this study on the Impact of IMF loans

on the Economic Growth of MENA Region Countries, several methodological advancements

are proposed for incorporation into following research. Firstly, replacing the traditional or-

dinary least squares (OLS) regression with a time-weighted regression approach—either lin-

early weighted or exponentially weighted—would allow the analysis to give more importance

to recent data points. This adjustment acknowledges the more immediate impacts of recent

ideological shifts, technological progress, and changes in governance structures.

In addition to this methodological shift, given the diverse political and economic landscapes

within the MENA region, a country-by-country comparative analysis by governance type

could provide deeper insights. This approach would allow for the examination of specific

governance types and significant political regime changes, such as transitions from autocratic

to democratic systems or shifts in monarchy structures. Additionally, segmenting the data

by governmental ruling periods could offer insights into how various administrations respond

to IMF loans, particularly in relation to electoral cycles or major political shifts.

Further enriching the analysis, the use of Structural Vector Autoregression (SVAR) models

could significantly elucidate the dynamics between IMF loans and key economic indicators

by treating the loans as shocks within the system, allowing for an exploration of the causal

impacts over time with specific economic restrictions based on theoretical grounds. Imple-

menting panel data models, such as fixed effects or random effects, would also help control for

inherent unobservable heterogeneities across countries. This method would isolate the specific

effects of IMF loans by accounting for individual country characteristics that persist over time.

Employing robust regression techniques would enhance the analysis by minimizing the in-

fluence of outliers, ensuring that the results reflect genuine trends rather than anomalies.

Additionally, a meticulous case-by-case analysis of the effects of IMF loans on individual

74



MENA countries would facilitate a comprehensive understanding of the unique conditions

and factors that contribute to the success or failure of these loans, potentially offering tar-

geted insights into the effectiveness of IMF strategies and policies.

By incorporating these methodological enhancements, the analytical depth and accuracy of

the study will be significantly bolstered, offering a more detailed and nuanced understanding of

how IMF loans impact economic growth across different MENA countries. This approach will

ensure a thorough and rigorous examination of the complex interplay between international

financial interventions and regional economic dynamics.
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