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Do externally imposed macroeconomic reforms damage civic cohesion? This paper ex-
amines how IMF Structural Adjustment Programs (SAPs) relate to civic cohesion in the
Global South using a balanced panel of 25 countries over 1991–2018. The central finding
is dimension-specific. The ethnic fractionalization channel operates through the political
dimensions of cohesion: SAPs become significantly more damaging to political inclusion
and equal rights protection in ethnically fragmented societies. The income buffering chan-
nel operates through the institutional dimensions: richer countries better preserve public
service access and rule of law during adjustment. On average, SAP participation is as-
sociated with improving civic cohesion, but this conceals the dimension-specific patterns
above, with adverse effects reversing sign above a break-even fractionalization threshold
that varies with income level. Both findings survive propensity score matching, conflict
controls, and alternative SAP intensity measures. The sociopolitical consequences of IMF
programs depend on the intersection of social fragmentation and development level—a
distinction with direct implications for conditionality design.
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1 Introduction

When governments run out of foreign exchange and can no longer service their external obli-
gations, they often turn to the International Monetary Fund (IMF). The IMF was established
in 1944 precisely for this purpose: to provide emergency financing and restore macroeconomic
stability to countries facing balance of payments crises (Council on Foreign Relations, 2023).
Over time, however, access to IMF financing has come with conditions. These conditions, bun-
dled into what became known as Structural Adjustment Programs (SAPs), require governments
to implement wide-ranging reforms: fiscal consolidation, monetary tightening, exchange rate
adjustment, privatization, and deregulation (Babb, 2019; Kentikelenis et al., 2016). SAPs com-
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bined both quantitative targets (improving balance of payments, reserves, and borrowing levels)
and structural reforms addressing fundamental economic characteristics (Stubbs and Kentike-
lenis, 2018; Kentikelenis et al., 2016). When including both SAPs and earlier IMF-sponsored
structural reform initiatives, it is estimated that up to 135 countries participated in some form
of IMF-backed structural adjustment between 1951 and 1990 (Vreeland, 2003). While the
economic consequences of these programs have been extensively debated, their effects on the
social and political fabric of recipient countries, what we call civic cohesion, remain largely
unexplored. This paper addresses that gap.

Despite their stated goals of restoring growth and external balance, SAPs have attracted ex-
tensive criticism. Scholars argue that they have undermined national policy autonomy (Schlemmer-
Schulte, 2014), increased socioeconomic inequality (Forster et al., 2019), worsened health out-
comes (Kentikelenis et al., 2017), and failed to achieve sustained poverty reduction (Easterly,
2003). Their impact on economic growth remains contested: Ghana, one of the most cited
SAP cases, experienced improvements in headline macroeconomic indicators following IMF
engagement beginning in 1983, yet austerity policies and currency devaluation imposed long-
term economic and social costs that aggregate indicators did not capture (Terry, 2019). Even
the IMF has acknowledged shortcomings in some of its programs (International Monetary Fund,
2021). Yet despite this rich critical literature, virtually no systematic work examines whether
SAPs strengthened or weakened the civic foundations (shared institutional allegiance, political
inclusion, equitable public access) on which long-run stability depends.

Civic cohesion, as understood here, refers to the degree to which citizens across social di-
vides share equal standing in, and identification with, the political community and its institu-
tions. It encompasses political inclusion, equal protection of civil liberties across groups, the
absence of polarizing social fragmentation, equitable access to public services, and confidence
in the rule of law. These dimensions are not merely normative aspirations: civic cohesion un-
derpins institutional legitimacy, state capacity, and the social conditions under which economic
reform can be sustained (Putnam, 2000; Organisation for Economic Co-operation and Devel-
opment , OECD; Brueckner, 2024). Understanding whether SAPs strengthen or erode civic
cohesion therefore sheds light on a dimension of structural adjustment that growth and fiscal
metrics cannot capture.

Two mechanisms suggest SAPs could affect civic cohesion, though the direction is not pre-
determined. First, conditionality may shift perceived authority over domestic policy toward
external actors, weakening the identification of social groups with the national political order—
a concern prominent in the neocolonialism literature (Stiglitz, 2002; Bond, 2006; Schlemmer-
Schulte, 2014). A countervailing possibility runs in the opposite direction: where conditionality
enforces governance benchmarks, anti-corruption provisions, or rule-of-law reforms, the same
external pressure can strengthen civic institutions and broaden access to them (Dreher, 2006;
Kentikelenis et al., 2016). This governance-upgrading channel, we argue, explains the positive
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average effect documented below. Second, civic cohesion is closely linked to perceived equity
in how adjustment costs are distributed. If SAPs impose disproportionate burdens on particu-
lar ethnic or socioeconomic groups, the resulting distributional asymmetry can fracture shared
institutional allegiance and erode political inclusion, rights protections, and trust in public in-
stitutions simultaneously (Rodrik, 1998; Haggard and Kaufman, 1992; Forster et al., 2019).
Whether either mechanism dominates depends critically on two conditioning states. Ethni-
cally fragmented societies have fewer cross-cutting social bonds to absorb distributional shocks
(Alesina et al., 2003; Easterly, 2001; Collier, 2000), while lower-income countries have weaker
institutional buffers to maintain equitable service delivery during fiscal consolidation (Walle,
2022; Brueckner, 2024). The civic consequences of SAPs are therefore neither uniform nor
unconditional—they should vary systematically with a country’s social structure and level of
economic development.

This paper investigates the relationship between SAPs and civic cohesion in the Global
South—a term broadly used to describe countries in Latin America, Africa, Asia, and Ocea-
nia that are less economically affluent and geopolitically influential than those in Europe and
North America (Connell and Dados, 2012). These countries have historically been the primary
recipients of IMF conditionality, making them particularly relevant for studying the sociopo-
litical consequences of structural adjustment. They are also, critically, the countries where the
two conditioning states central to our argument—high ethnic fractionalization and low insti-
tutional capacity—co-occur most frequently, making this the scope within which the paper’s
mechanisms should be most visible.

The research question is approached from two complementary angles. The first is theo-
retical: the paper develops a stylized model formalizing the channels linking SAPs to civic
cohesion through both material and identity mechanisms. The second is empirical: using a
balanced panel of 25 Global South countries from 1991 to 2018, we examine whether SAP
participation is associated with changes in a Comprehensive Civic Cohesion Index (CCCI),
our primary outcome variable constructed from aggregating five V-Dem dimensions spanning
political inclusion, equal rights protection, social non-polarisation, equal access to public ser-
vices, and rule of law; and how this relationship varies with ethnic fractionalization and income
level. The empirical framework exploits within-country variation across years of SAP participa-
tion and non-participation, conditional on macroeconomic conditions and balance-of-payments
controls that account for the economic selection process driving IMF program entry. While
this design absorbs time-invariant heterogeneity and common global shocks, geopolitical de-
terminants of program entry may not be fully captured. We therefore interpret our estimates
as disciplined within-country associations rather than causally identified effects, given resid-
ual concerns about time-varying confounders. Although the IMF formally phased out SAPs
in the late 1990s in favour of Enhanced Structural Adjustment Facilities (ESAFs), these pro-
grams share similar policy orientations (Syster, 2022); accordingly, ESAFs are treated here as

3



Review of Economic Analysis () 1–37

continuations of the SAP framework.
Our central finding is that the civic consequences of SAP participation are dimension-

specific. The ethnic fractionalization channel concentrates in the political dimensions of co-
hesion (political inclusion and equal rights protection) where SAPs become significantly more
damaging in ethnically fragmented societies. The income buffering channel operates on the in-
stitutional dimensions (public service access and rule of law) where richer countries better pre-
serve civic continuity during fiscal consolidation. Political inclusion is the one dimension where
both channels are simultaneously active. These two channels are independently identified, af-
fect different civic dimensions, and together explain why the same adjustment program can
strengthen cohesion in homogeneous middle-income societies while eroding it in fragmented
lower-income ones. On average, SAP participation is associated with modest improvements
in civic cohesion once country and year fixed effects absorb time-invariant heterogeneity and
common global shocks but this average conceals the dimension-specific patterns above. Both
channels survive across a range of robustness checks including propensity score matching, dy-
namic estimators, and alternative SAP intensity measures.

In light of recent global debates over sovereignty, distributional equity, and multilateral gov-
ernance, it is increasingly important to understand the long-term sociopolitical consequences
of IMF interventions. By demonstrating that adjustment programs affect distinct civic dimen-
sions through distinct mechanisms—political exclusion in fragmented societies, institutional
erosion in low-capacity states—this paper extends the evaluation of structural adjustment be-
yond growth and fiscal metrics into the social foundations of long-run institutional performance.
The dimension-specific nature of these effects also carries a methodological implication: com-
posite indices of civic cohesion, while useful for summary presentation, obscure the two moder-
ating channels through which adjustment interacts with social structure. Both channels warrant
separate monitoring in program design and evaluation.

The remainder of the paper is organized as follows: Section 2 reviews the relevant literature
on SAPs, social cohesion, and the political economy of IMF conditionality. Section 3 develops
the theoretical framework linking SAP participation to civic cohesion through material and
identity channels. Section 4 describes the data, sample construction, and empirical strategy.
Section 5 presents the main results, dynamic specifications, and robustness checks. Section 6
discusses policy implications. Section 7 concludes.

2 Literature Review

The relationship between IMF Structural Adjustment Programs and domestic economic and
political outcomes in the Global South has attracted extensive scholarly attention. Existing re-
search can be grouped into three broad strands: critiques of SAPs as instruments of neocolonial
economic governance; empirical evaluations of their economic and distributional consequences;
and studies of civic cohesion and identity formation in postcolonial and developing contexts.
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Despite this rich literature, systematic analysis of how SAPs influence civic cohesion remains
largely absent. This paper contributes to all three strands by providing the first large-scale panel
evidence on how SAP participation shapes civic cohesion across the Global South, and by
identifying the structural conditions (ethnic fractionalization and income level) that determine
whether adjustment programs strengthen or erode it.

A substantial body of scholarship interprets SAPs through the lens of neocolonialism and
dependency. Stiglitz (2002) argued that IMF policies reflected ideological continuities with
colonial-era economic thought, particularly through the “Washington Consensus,” which pro-
moted liberalization and foreign direct investment often at the expense of domestic indus-
tries. He criticized the disproportionate influence of advanced Western economies within IMF
governance structures and characterized structural adjustment as rooted in a “colonial men-
tality.” Bond (2006) extended this argument to Africa, contending that IMF programs en-
trenched Western-sanctioned neoliberalism and reinforced historical patterns of external con-
trol. Oyetunde (2022) linked SAPs to dependency theory, which posits a global system di-
vided between a dominant “core” and an exploited “periphery.” This perspective is reinforced
by institutional features of IMF governance, including quota-based voting rights that privilege
wealthier member states (Mayer and Napel, 2020). This paper takes the perceived loss of do-
mestic policy sovereignty seriously as a theoretical mechanism: we model the shift of perceived
authority over domestic policy toward external actors as a direct channel through which SAPs
erode civic cohesion, formalizing the intuition in this literature in a testable welfare framework.

Empirical studies have frequently focused on poverty and inequality. Pan et al. (2026),
using a difference-in-differences approach with panel data, found that IMF program participa-
tion increased poverty headcounts across multiple international poverty lines. Easterly (2003)
similarly reported that growth associated with IMF and World Bank programs did not trans-
late into proportional benefits for low-income populations, particularly in highly unequal so-
cieties. Oberdabernig (2013), examining 86 low- and middle-income countries between 1982
and 2009, concluded that SAP participation was associated with higher income inequality and
poverty gaps. The relationship between SAPs and economic growth is more contested. Atsebi
and Wojnilower (2021), analyzing 132 growth surges across 117 countries, found that many
episodes of rapid growth coincided with IMF-supported programs. In contrast, Dreher (2006)
identified negative correlations between IMF conditionality and GDP per capita growth, as well
as reduced investment, while Collier and Dehn (2001) argued that fiscal austerity and aid with-
drawal following stabilization could weaken domestic tax bases and public investment. This
paper extends the distributional consequences literature in a direction it has not previously ex-
plored: rather than asking how SAPs affect income distribution, we ask how they affect the
distribution of political power and civic standing across social groups, an outcome that is ar-
guably more fundamental to long-run institutional stability than income inequality alone.

A separate literature examines the political economy of IMF program entry. Countries ap-
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proach the IMF primarily when facing acute balance of payments difficulties—depleted foreign
exchange reserves, unsustainable current account deficits, and mounting debt service obliga-
tions (Knight and Santaella, 1997; Conway, 1994). This selection process is consequential for
empirical analysis: because countries enter SAP programs precisely when their macroeconomic
conditions are deteriorating, studies that omit balance-of-payments controls risk attributing to
SAPs outcomes that are partly driven by the underlying crisis. Dreher (2006) and Barro and Lee
(2005) have both emphasized the importance of accounting for this selection when estimating
SAP effects. This paper builds on this strand by treating balance-of-payments conditions not
merely as controls but as theoretically motivated selection variables that determine which coun-
tries enter SAP programs and under what circumstances. By doing so, we separate the civic
consequences of adjustment from the civic consequences of the underlying crises that precede
it, a distinction that prior work on the sociopolitical effects of SAPs has largely overlooked.

Parallel to the economic literature, scholars have examined civic cohesion and its role in
shaping political identity and institutional performance. Civic cohesion has been linked to so-
cial capital (Putnam, 2000), institutional legitimacy (Organisation for Economic Co-operation
and Development , OECD), and economic development (Brueckner, 2024). Ariely (2014)
showed that ethnic diversity can erode social cohesion under certain institutional conditions,
while Laurence et al. (2019) found that the relationship depends on the quality of intergroup
contact and the inclusiveness of political institutions. Walle (2022), in a cross-country anal-
ysis of social cohesion determinants, identified institutional quality and income level as the
strongest structural predictors. The measurement of civic cohesion in cross-national panel set-
tings presents well-documented challenges. Survey-based measures of interpersonal trust, in-
stitutional confidence, and national identity—available through the World Values Survey—are
collected in waves every five to seven years and cover too few country-year observations for
balanced panel estimation over a 25-country Global South sample (Statistics Canada, 2024).
Cross-national panel research has therefore relied on institutional proxies from the Varieties of
Democracy dataset, which provides annual expert-coded measures of political inclusion, rights
protection, and social polarization (Coppedge et al., 2024a). We build on this measurement
tradition by moving beyond single-variable proxies toward a multi-dimensional approach that
captures civic cohesion as a composite of political inclusion, rights protection, social solidarity,
service delivery, and institutional legitimacy. Prior studies of SAP consequences have relied
on individual institutional indicators in isolation; this paper shows that the civic consequences
of adjustment operate differently across dimensions (ethnic fractionalization damages political
and rights dimensions while income level, proxied by GDP per capita, buffers institutional and
service delivery dimensions), a finding that single-variable approaches cannot detect.

A smaller literature explores how IMF engagement interacts with political and social dy-
namics. Woods (2024) emphasized the IMF’s need to adapt to rising economic nationalism,
particularly amid post-COVID debt crises in developing countries. Pryke (2012) found limited
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evidence of sustained multilateral disengagement following IMF interventions in Asia, while
Abouharb and Reinsberg (2023) showed that governments sometimes used IMF resources in
ways that fueled political dissatisfaction and protest. The interaction between SAP condition-
ality and ethnic fractionalization has received comparatively little attention. Easterly (2001)
documented that ethnic divisions amplify the negative economic consequences of poor policies
generally, and Collier (2000) argued that ethnically fragmented societies are more vulnerable to
distributional conflicts during periods of economic stress. This paper directly fills the gap these
studies point toward. We provide the first systematic panel evidence that ethnic fractionalization
moderates the civic consequences of SAP participation, and we identify a second moderating
channel—income level—that prior work has not considered. The interaction of these two struc-
tural conditions with IMF conditionality is the paper’s central empirical contribution.

Despite these contributions, two key gaps remain. First, research on civic cohesion in the
Global South has often been descriptive or theoretical, with limited large-scale empirical analy-
sis using annual panel methods. Second, the sociopolitical consequences of IMF conditionality
have rarely been examined through the lens of civic cohesion, and no study has systematically
evaluated how ethnic fractionalization and income level jointly moderate the relationship be-
tween SAP participation and civic outcomes. This paper addresses both gaps.

3 Theoretical Framework

This section develops a stylized framework that clarifies the channels through which IMF Struc-
tural Adjustment Programs (SAPs) may affect civic cohesion in the Global South. The purpose
of the model is not to provide a complete general-equilibrium account of adjustment, but rather
to generate transparent, testable sign predictions and to discipline the empirical specification
by mapping SAP exposure into two conceptually distinct components of individual welfare: (i)
material welfare and (ii) civic cohesion. The model is then used to motivate the paper’s panel
regressions and the role of heterogeneous, state-dependent effects.

3.1 Two-Domain Utility under Adjustment

Following a growing literature that extends economic preferences to include identity-related
payoffs (Akerlof and Kranton, 2000) and that emphasizes institutional and state capacity as
central to development outcomes (Besley and Persson, 2011), we assume that individuals de-
rive utility from both material consumption C and civic cohesion N. We adopt a log-additive
specification:

U(C,N) = (1 − µ) log C + µ log N, µ ∈ (0, 1), (1)

where µ captures the relative importance of civic cohesion versus material welfare in overall
utility. The logarithmic form is standard in macroeconomic applications: it delivers diminishing
marginal utility in each domain and yields tractable, interpretable comparative statics. Because
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log(·) is strictly increasing, changes in C and N map directly into welfare changes.

3.2 SAP and Civic Cohesion

Civic cohesion is understood here as the degree to which all social groups share equal stand-
ing in the political community and equal access to its institutions. It encompasses political
inclusion, the equal protection of civil liberties across groups, the absence of polarizing social
fragmentation, equitable access to public services, and confidence in the rule of law.

SAPs can affect civic cohesion through two opposing channels. On the erosion side, con-
ditionality may shift perceived authority over domestic policy away from national institutions,
weakening the identification of social groups with the domestic political order; externally en-
forced reforms may be interpreted as a loss of sovereignty and political autonomy foundational
to civic identity; and the distributional externalities of adjustment—including heightened in-
equality or reduced access to public goods—may erode civic solidarity, particularly where ad-
justment costs fall unevenly across ethnic or socioeconomic groups. On the upgrading side,
where conditionality enforces governance benchmarks, anti-corruption provisions, or rule-of-
law reforms, the same external pressure can strengthen civic institutions and broaden access to
them.

We capture both channels by modelling civic cohesion N as:

N = θ0 + (θ+ − θ1)S − θ2T (S ), θ+, θ1, θ2 > 0, (2)

where S ∈ {0, 1} denotes SAP participation. The term θ0 is the baseline level of civic cohesion
absent SAP participation. The net direct term (θ+ − θ1)S reflects two opposing channels: θ+
captures the governance-upgrading effect, where conditionality enforces institutional reforms
and civic cohesion rises directly, while θ1 captures the erosion of civic cohesion due to external
conditionality and perceived loss of domestic agency. The net direct effect is positive when
governance upgrading dominates (θ+ > θ1) and negative otherwise. The function T (S ) captures
indirect channels operating through trust and legitimacy—perceived unfairness, social disrup-
tion, protest cycles, or institutional delegitimation—that can vary across countries and episodes.
It suffices that T is weakly increasing in S and potentially modulated by country characteristics.
Importantly, T (S ) allows the model to accommodate heterogeneity: SAPs are not uniform, and
their sociopolitical repercussions may differ substantially across contexts.

3.3 SAP and Material Consumption

SAPs may also reduce material consumption through austerity and contractionary demand ef-
fects. Fiscal consolidation can lower disposable income and weaken safety nets; monetary
tightening can raise borrowing costs and depress investment; and exchange-rate adjustment can
increase import prices and reduce purchasing power. We represent the consumption channel as:

C = Y0 − αS , α > 0, (3)
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where Y0 denotes baseline income absent SAP participation and α captures the net consumption
loss associated with adjustment. We maintain α > 0, reflecting the well-documented short-run
contractionary effects of fiscal consolidation and demand compression (Dreher, 2006; Easterly,
2003); medium-run consumption gains through restored market access or unlocked aid flows,
while possible, operate on horizons longer than the adjustment period captured by S it.

3.4 Utility under SAP

Substituting (2) and (3) into (1) yields the reduced-form welfare representation under SAP
participation:

U(S ) = (1 − µ) log
(
Y0 − αS

)
+ µ log

(
θ0 + (θ+ − θ1)S − θ2T (S )

)
. (4)

Equation (4) formalizes how SAP exposure affects welfare through both economic and civic
cohesion channels. When θ+ > θ1, the direct civic channel is positive and may offset the
consumption loss; when θ+ < θ1, both channels reduce welfare.

3.5 Reduced-Form Variable Structure

To connect theory to data, we embed SAP participation within a broader macro-institutional
environment. Let country i at time t be characterized by:

Zit = (git, Dit, Fi, Yit),

where git = real GDP per capita growth, Dit = regime type, Fi = ethnic fractionalization (time-
invariant), and Yit = standardized GDP per capita level capturing structural income differences
across countries. SAP exposure is measured by S it ∈ [0, 1], where the binary case S it ∈ {0, 1}
of Section 3.2 is nested as the baseline specification; the continuous intensity version is used in
robustness analysis.

The four variables in Zit map directly to the testable implications. GDP growth and regime
type capture the macro-political conditions that mediate state dependence through the trust
channel T (S ) in (2): buoyant growth and inclusive governance reduce the severity of the dis-
tributional conflicts that SAPs can trigger. Ethnic fractionalization captures the social structure
dimension: fragmented societies have fewer cross-cutting bonds to absorb distributional shocks,
so the same SAP package is expected to be more damaging in high-fractionalization contexts.
Income level captures the institutional capacity dimension: richer countries have stronger ad-
ministrative and fiscal buffers to maintain equitable service delivery and political inclusion dur-
ing consolidation. The empirical specification additionally includes inflation, unemployment,
and educational attainment as macroeconomic controls not modelled here for parsimony; their
role is to absorb within-country variation in material conditions during SAP years rather than
to discipline the interaction structure. Together, Zit defines the state space within which SAPs
operate.
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3.6 From Structural to Reduced Form

The structural equations (2) and (3) are intentionally parsimonious: they isolate the core chan-
nels through which SAPs affect material welfare and civic cohesion without conditioning on
country characteristics. To generate testable predictions for the panel regression, we enrich
both equations in two steps.

First, the baseline consumption Y0 and baseline cohesion θ0 in the structural equations
are country- and time-specific objects. They depend on the macro-institutional environment
Zit = (git,Dit, Fi, Yit) that characterizes each country at each point in time. We assume a linear
relationship between baselines and the state variables:

Y0 ≈ C0 + βg git, (5)

θ0 ≈ N0 + λg git + λD Dit − λF Fi + λY Yit. (6)

Equation (5) says that baseline consumption is higher in faster-growing economies (βg > 0).
Equation (6) says that baseline civic cohesion is higher in faster-growing economies (λg > 0),
in more democratic societies (λD > 0), in more homogeneous societies (λF > 0, entering
negatively because higher Fi reduces cohesion), and in richer countries (λY > 0). These are
standard assumptions in the social cohesion literature (Ariely, 2014; Walle, 2022; Brueckner,
2024).

Then, in the structural model, the SAP coefficient α on consumption and the net erosion
term (θ1 − θ+) + θ2T (S ) on civic cohesion are treated as constant. In practice, the depth of civic
damage depends on the macro-institutional environment—adjustment is more painful in low-
growth episodes and more divisive in fragmented societies. We allow for this heterogeneity by
letting the SAP effect interact linearly with each element of Zit:

α ≈ αc (constant for consumption), (7)

(θ1 − θ+) + θ2T (S ) ≈ χ0 − χg git − χD Dit + χF Fi − χY Yit, (8)

where τ0 ≡ T (1)
∣∣∣
Z̄ is the average trust erosion under SAP participation evaluated at mean

covariate values, and χ0 ≡ (θ1 − θ+) + θ2τ0 is the average net direct effect of SAP participation
on civic cohesion. Crucially, χ0 can be negative when governance upgrading dominates both
direct erosion and average trust erosion, that is, when θ+ − θ1 > θ2τ0. The remaining χ terms
capture how the macro-institutional environment modulates that net effect: χg > 0 (growth
mitigates); χD > 0 (institutions buffer); χF > 0 (fragmentation amplifies); χY > 0 (income
buffers).

Substituting Y0 in (3) with (5) and replacing θ0 and the net erosion term in (2) with (6) and
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(8), and distributing S it through (8), yields the reduced-form system:

Cit = C0 + βg git − αc S it, αc > 0, βg > 0, (9)

Nit = N0 + λg git + λD Dit − λF Fi + λY Yit − χ0 S it

+ χg(S it · git) + χD(S it · Dit) − χF(S it · Fi) + χY (S it · Yit). (10)

The reduced-form system (9)–(10) yields two marginal effects of SAP participation. Be-
cause the net erosion term enters (2) with a negative sign (it reduces N), the interaction terms
in (10) reflect a double negation: growth and income interactions appear with positive signs,
while fractionalization appears with a negative sign, even though all χ coefficients are defined
as positive. For material consumption:

∂Cit

∂S it
= −αc < 0, (11)

which is constant across countries and time, reflecting our assumption that the average material
cost of adjustment does not vary with the macro-institutional environment. The marginal effect
of SAP on civic cohesion is:

∂Nit

∂S it
= −χ0 + χg git + χD Dit − χF Fi + χY Yit. (12)

This expression maps directly into the interaction terms estimated empirically. The sign of the
marginal effect depends on the values of git, Dit, Fi, and Yit: SAPs may improve civic cohe-
sion in low-fractionalization, higher-income settings and damage it in high-fractionalization,
lower-income settings. For the binary baseline specification, this derivative is interpreted as the
discrete difference in N between SAP participation and non-participation, N|S=1−N|S=0; for the
continuous intensity robustness specification, it is a standard marginal effect.

3.7 Theoretical Propositions

The model yields two propositions and one structural observation that guide the empirical anal-
ysis.

Proposition 1 (Average Civic Effect of SAP). The average civic effect of SAP participation,
−χ0, is determined by the balance of θ+ and θ1: it is positive when the governance-upgrading
channel dominates (θ+ > θ1) and negative when erosion dominates (θ+ < θ1). At any given
set of covariate values, the sign of the marginal effect (12) also depends on the conditioning
states Fi and Yit through χF and χY : richer and more homogeneous societies may experience
improvements under adjustment while fragmented lower-income societies suffer civic costs. The
average direction is an empirical question.

Remark 1 (Trust Erosion and Welfare Loss). Differentiating (4) with respect to both S and T
yields ∂2U/∂S ∂T < 0: greater trust erosion from SAP amplifies welfare loss through the civic
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cohesion channel. This cross-partial follows mechanically from the structure of (4)—T enters
negatively inside a concave log function—and is stated here as a structural observation rather
than an independent testable prediction. Societies with weaker baseline institutional trust are
more exposed to this amplification mechanism.

The persistence of civic cohesion as an institutional stock, rather than a flow that resets
immediately after program exit, implies that adjustment effects cumulate over time.

Proposition 2 (Fragmentation and Income as Conditioning States). Let T (S ) = γ · Fi · S with
γ > 0, reflecting the idea that trust erosion from adjustment is more severe in fragmented
societies where distributional conflicts activate ethnic cleavages. Then:

∂

∂Fi

(
∂Nit

∂S it

)
< 0,

∂

∂Yit

(
∂Nit

∂S it

)
> 0.

Ethnic fractionalization amplifies the adverse civic effect of SAP; income level buffers it. Both
conditioning states are independently identified in the empirical analysis. Note that under this
functional form, the trust channel θ2T (S ) is observationally equivalent to a fractionalization-
dependent direct erosion coefficient; the distinction between the trust mechanism and direct
erosion is therefore conceptual rather than empirically separable.

4 Empirical Strategy

4.1 Data and Sample Construction

The empirical analysis combines data from multiple international sources covering IMF pro-
gram participation, macroeconomic conditions, balance of payments conditions, institutional
characteristics, and social structure. The sample covers 25 Global South countries over 1991–
2018, yielding a balanced panel of 700 country-year observations across five regions: Latin
America and the Caribbean, Sub-Saharan Africa, the Middle East and North Africa, South and
Southeast Asia, and Eastern Europe and Central Asia.

Countries are selected according to six criteria: at least eight years of active IMF condi-
tionality during 1991–2018; variation in ethnic fractionalization within each region; income
diversity within each region; genuine Global South status; data completeness of at least 20 of
28 years; and absence of prolonged civil conflict exceeding five years. The resulting panel
spans LAC (Bolivia, Brazil, Colombia, El Salvador, Peru), SSA (Ghana, Zambia, Senegal,
Kenya, Cameroon), MENA (Egypt, Yemen, Jordan, Mauritania, Tunisia), SSEA (Bangladesh,
Pakistan, Philippines, Mongolia, Sri Lanka), and EECA (Albania, Moldova, Ukraine, Georgia,
Kyrgyzstan). Yemen is included but truncated at 2014—the year before active civil conflict
began—with post-2014 observations dropping from the working sample due to missing control
variables.

To measure exposure to IMF structural adjustment programs, we construct a binary indicator
S APit following the standard approach in the IMF political economy literature (Dreher, 2006).

12
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Using the Dreher IMF program dataset, we identify country-year observations in which an IMF
program with policy conditionality was active for at least five months, aggregating across eight
program types: Standby Arrangements (IMF SBA 5), Extended Fund Facility (IMF EFF 5),
Structural Adjustment Facility (IMF SAF 5), Poverty Reduction and Growth Facility (IMF PRGF 5),
Precautionary and Liquidity Line (IMF PLL 5), Precautionary Credit Line (IMF PCL 5), Flexi-
ble Credit Line (IMF FCL 5), and Exogenous Shocks Facility (IMF ESF 5). We define S APit =

1 if any of these indicators equals 1 in a given country-year, and 0 otherwise. SAP participation
occurs in 55.2% of country-year observations across the panel, reflecting the chronic engage-
ment with IMF conditionality that characterizes much of the Global South over this period.

Our primary outcome variable is a Comprehensive Civic Cohesion Index (CCCI) constructed
from five indicators drawn from Version 16 of the Varieties of Democracy dataset (Coppedge
et al., 2024b). The five components are selected to span distinct dimensions of civic cohe-
sion as identified in the comparative social cohesion literature (Statistics Canada, 2024; Walle,
2022), subject to the constraint that all components are available annually for all 25 countries
and carry no convergence warnings in the V-Dem cautionary notes. The components are: (i)
v2pepwrsoc, equality of political power across social groups, capturing the political inclu-
sion dimension; (ii) v2xeg eqprotec, equal protection of civil liberties across social groups,
capturing the equal rights dimension; (iii) v2cacamps reversed, measuring the absence of polit-
ical polarization into antagonistic social camps, capturing the social solidarity dimension; (iv)
v2peapssoc, equal access to public services across social groups, capturing the service deliv-
ery dimension; and (v) v2x rule, the rule of law index, capturing the institutional legitimacy
dimension. Each component is standardized to a z-score across the full panel, and the CCCI
is the equal-weighted average of the five z-scores so that higher values indicate greater civic
cohesion.

Macroeconomic controls (Xit) include GDP per capita growth, CPI inflation, unemployment,
regime type (Polity2), and educational attainment from the Barro–Lee dataset (Barro and Lee,
2013), interpolated to annual frequency. To address the selection process driving IMF program
entry, we include five balance-of-payments controls: current account balance as a share of GDP,
foreign exchange reserves in months of import cover, debt service as a share of exports, trade
openness, and GDP per capita level in constant 2015 USD. Time-invariant ethnic fractionaliza-
tion scores are drawn from the Ethnic Power Relations dataset compiled by ETH Zürich (Vogt
et al., 2015). All datasets are harmonized using consistent country and year identifiers before
merging into the final panel.

Two dimensions of civic cohesion that are conceptually important, which are the interper-
sonal trust and national identity, cannot be incorporated into an annual balanced panel for this
sample. The World Values Survey, which best captures these dimensions, is collected in waves
every 5-7 years and covers too few country-year observations for the countries and period un-
der study. We acknowledge this as a limitation and note that it applies equally to all existing
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cross-national panel studies of civic cohesion. Two V-Dem variables that might otherwise have
been considered, v2x cspart (civil society participation) and v2xeg eqaccess (equal access
index), are excluded because both carry explicit convergence warnings in V-Dem Version 16
(Coppedge et al., 2024b).

4.2 Design Motivation

Empirical work on the relationship between IMF Structural Adjustment Programs and civic
cohesion is complicated by two important concerns. First, countries differ in persistent, time-
invariant characteristics such as colonial legacies, geography, deep institutional histories, and
social structure that are correlated with both IMF program participation and civic outcomes.
Second, time-varying common shocks (global financial conditions, commodity cycles, IMF-
wide policy retooling, and synchronized macroeconomic disruptions) can confound cross-country
comparisons by inducing spurious comovement in outcomes and treatment.

Our empirical strategy addresses these concerns using fixed effects designs that (i) absorb
all time-invariant heterogeneity via country fixed effects, and (ii) account for common shocks
via year fixed effects. This delivers credible within-country estimates of how civic cohesion
covaries with SAP participation, conditional on observed covariates and common shocks. We
therefore avoid strong causal language and interpret the estimates as disciplined evidence on
the state-contingent patterns emphasized by the theory. We now develop the specification pro-
gressively, beginning with the simplest model and adding elements sequentially; the preferred
specification is previewed in §4.3 for reference.

4.3 Outcome, Treatment, and Controls

Let yit denote civic cohesion in country i and year t, measured by the CCCI. Let S APit be an
indicator equal to 1 if country i is under IMF conditionality for at least five months in year t, and
0 otherwise. Let git denote GDP per capita growth, Dit regime type, Fi ethnic fractionalization,
and Yit standardized GDP per capita level. The preferred interaction specification, derived from
(10) by replacing Nit with the CCCI and adding country and year fixed effects, is:

yit = αi + λt + β1 S APit + β2 git + β3 Dit + β5 Yit + β6 (S APit × git)

+ β7 (S APit × Dit) + β8 (S APit × Fi) + β9 (S APit × Yit) + γ′X̃it + εit, (13)

where αi denotes country fixed effects, λt year fixed effects, and εit an idiosyncratic error term.
The standalone Fi (with coefficient β4) term is omitted from (13) because ethnic fractionaliza-
tion is time-invariant and absorbed by αi in all fixed-effects specifications; it enters exclusively
through the interaction S APit×Fi. Here X̃it denotes the remaining macroeconomic and balance-
of-payments controls not already appearing as standalone regressors or in interactions—CPI
inflation, unemployment, educational attainment, current account balance, foreign exchange
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reserves, debt service, and trade openness. Standard errors are clustered at the country level
throughout.

The coefficient β1 corresponds to −χ0, the average direct effect of SAP participation on
civic cohesion, which is positive when the governance-upgrading channel dominates erosion
and negative otherwise. The interaction coefficients correspond to the χ terms that govern how
the macro-institutional environment modulates that effect: β6 ↔ χg, β7 ↔ χD, β8 ↔ −χF , and
β9 ↔ χY . The theoretical predictions are therefore:

β1 ≶ 0, β6 > 0, β7 > 0, β8 < 0, β9 > 0,

and the marginal effect of SAP participation on civic cohesion at any point in the sample is:

∂yit

∂S APit
= β1 + β6 git + β7 Dit + β8 Fi + β9 Yit, (14)

which is the empirical mapping of (12).

4.4 Baseline Fixed Effects Model

We estimate the within-country fixed effects specification:

yit = αi + β S APit + γ
′Xit + εit, i = 1, . . . ,N, t = 1, . . . , T, (15)

where αi denotes country fixed effects and εit is an idiosyncratic error term. By absorbing αi,
(15) compares years within the same country with and without SAP participation, conditional
on Xit.

4.5 State-Contingent Specification

To align the empirical design with the model’s state dependence, we augment (15) with inter-
action terms:

yit = αi + β1S APit + β2(S APit·git) + β3(S APit·Dit) + β4(S APit·Fi) + β5(S APit·Yit) + γ′Xit + εit,

(16)
where git is GDP per capita growth, Dit is regime type, Fi is ethnic fractionalization, and Yit is
standardized GDP per capita level. Here Xit includes all macroeconomic and BOP controls—
including git and Dit—which do not appear as standalone regressors in this specification and are
therefore not double-counted. The marginal effect of SAP participation on civic cohesion is:

∂yit

∂S APit
= β1 + β2 git + β3 Dit + β4 Fi + β5 Yit. (17)
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4.6 Common-Shock Robustness: Two-Way Fixed Effects

To account for global and IMF-wide shifts common to all countries in a given year, we add year
fixed effects:

yit = αi + λt + β1S APit + β2(S APit · git) + β3(S APit · Dit)

+ β4(S APit · Fi) + β5(S APit · Yit) + γ′Xit + εit,
(18)

where λt denotes year dummies. Whereas (16) relies on within-country variation, (18) identifies
within-country, within-year relationships by netting out both country means and year means.
This is our preferred baseline specification.

4.7 Dynamic Robustness and Nickell Bias

To capture persistence in civic cohesion and to guard against omitted past influences, we esti-
mate a dynamic specification:

yit = αi + λt + ρ yi,t−1 + β1S APit + β2(S APit · git) + β3(S APit · Dit)

+ β4(S APit · Fi) + β5(S APit · Yit) + γ′Xit + εit.
(19)

Because the model includes a lagged dependent variable and country fixed effects, the dy-
namic FE estimator may suffer from Nickell bias due to the demeaning-induced correlation
between yi,t−1 and εit. With T = 28, the implied bias is approximately 1/T ≈ 3.6 percent of
the true coefficient—small but non-negligible. We address this using the Anderson and Hsiao
(1982) instrumental variables estimator, which first-differences the equation to eliminate fixed
effects and instruments ∆yi,t−1 with yi,t−2. We prefer Anderson–Hsiao over system GMM (?)
because with N = 25 cross-sectional units, system GMM risks instrument proliferation—more
instruments than cross-sectional units—which inflates the Hansen J-statistic and produces un-
reliable inference (?). With ρ ≈ 0.83 across specifications, civic cohesion is highly persistent,
and the long-run effect of a regressor with short-run coefficient β is β/(1 − ρ). We report both
short-run and long-run effects in the dynamic results. Pooled OLS estimates are also reported
for comparison; as they do not absorb unobserved country heterogeneity, they are susceptible
to omitted-variable bias and are presented as a benchmark rather than a preferred specification.

5 Empirical Results

5.1 Summary Statistics

Table 1 indicates substantial macroeconomic volatility across the sample. GDP per capita
growth varies widely (std. dev. 4.191), consistent with crisis contractions and recovery episodes.
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Table 1: Summary Statistics (1991–2018, 25 Countries)

Variable Mean Std. Dev. Min Max

Panel A: Civic Cohesion Index and Components
CCCI 0.000 0.657 -2.082 1.429

Political power equality 0.693 0.875 -2.290 2.360
Equal rights protection 0.553 0.223 0.019 0.908
Social non-polarisation 0.104 0.984 -2.935 1.899
Equal public services 0.207 0.871 -2.156 2.258
Rule of law 0.442 0.220 0.056 0.827

Panel B: Treatment and Social Structure
IMF SAP participation 0.552 0.498 0.000 1.000
Ethnic fractionalization 0.504 0.250 0.039 0.870

Panel C: Macroeconomic Controls
GDP per capita growth (%) 1.756 5.355 -45.325 15.404
Inflation (%) 32.358 229.965 -3.207 4734.914
Regime type 3.791 5.128 -6.000 10.000
Unemployment rate (%) 7.740 5.005 0.398 30.007
Educational attainment, years 7.331 2.347 1.570 11.150

Panel D: Balance-of-Payments Controls
Current account balance (% GDP) -4.293 5.807 -43.771 12.128
FX reserves, months of imports 4.595 2.960 0.037 16.973
Debt service (% exports) 17.757 12.636 0.405 116.564
Trade openness (% GDP) 55.010 20.570 15.640 116.050
GDP per capita level, 2015 USD 5338.16 4656.23 480.67 20997.77

Notes: Balanced panel: 25 countries × 28 years = 700 observations spanning five Global South regions.

Inflation dispersion is extreme, reflecting the instability that typically precedes adjustment
programs. SAP exposure occurs in 55.2% of country-year observations, indicating that IMF
conditionality remains prevalent over the sample period. Civic cohesion (CCCI) has a mean
of zero by construction and a standard deviation of 0.657, with sufficient within-country varia-
tion to motivate panel methods. Ethnic fractionalization ranges from 0.039 (Tunisia) to 0.870
(Cameroon), providing the cross-country variation needed to identify the interaction effects that
are central to the paper’s argument.

5.2 Correlation Structure

The CCCI is positively correlated with GDP per capita level (GDPpc), educational attainment,
and regime type and negatively correlated with ethnic fractionalization and unemployment.
The raw correlation between SAP participation and the CCCI is small and positive (0.031),
suggesting that the negative association documented in some prior work largely reflects cross-
country differences rather than within-country changes.
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Table 2: Correlation Matrix

CCCI GDPgr GDPpc Educ EF Infl Regime SAP Unemp

CCCI 1.000
GDP growth 0.113 1.000
GDP pc level 0.481 0.091 1.000
Education 0.472 0.041 0.721 1.000
Ethnic frac. -0.248 -0.048 -0.312 -0.318 1.000
Inflation -0.072 -0.113 -0.189 -0.108 0.042 1.000
Regime type 0.318 0.097 0.502 0.374 -0.189 -0.061 1.000
SAP 0.031 -0.041 -0.264 -0.172 0.198 -0.022 -0.118 1.000
Unemployment -0.103 -0.089 0.118 0.098 -0.145 -0.027 -0.197 0.094 1.000

Notes: The balanced panel contains 700 country-year observations from 25 countries over 1991–2018.

5.3 Baseline Associations:

5.3.1 Pooled OLS

Pooled OLS suggests a weakly positive association between SAP participation and the CCCI
without controls, which remains positive and grows in magnitude as controls are progressively
added. Once the full set of macroeconomic and BOP controls is included, the SAP coefficient
is positive and significant (0.092∗∗∗).

Table 3: Effect of IMF SAPs on Civic Cohesion: Pooled OLS Estimates

(I) (II) (III) (IV) (V) (VI) (VII) (VIII) (IX)

SAPct
0.085∗

(0.048)
0.081∗

(0.048)
0.090∗

(0.048)
0.112∗∗

(0.044)
0.116∗∗∗

(0.044)
0.125∗∗∗

(0.045)
0.074∗

(0.044)
0.050

(0.046)
0.092∗∗∗

(0.034)

GDP growth
0.005

(0.005)
0.015∗∗

(0.007)
0.005

(0.005)
0.004

(0.005)
0.004

(0.005)
0.006

(0.005)
0.009

(0.006)
0.015∗∗∗

(0.005)

Inflation
0.000∗∗∗

(0.000)
0.000∗∗∗

(0.000)
0.000∗∗∗

(0.000)
0.000∗∗∗

(0.000)
0.000∗∗∗

(0.000)
0.001

(0.001)
0.004∗∗

(0.002)

Regime type
0.053∗∗∗

(0.004)
0.053∗∗∗

(0.004)
0.052∗∗∗

(0.004)
0.061∗∗∗

(0.004)
0.055∗∗∗

(0.005)
0.036∗∗∗

(0.004)

Ethnic fractionalization
−0.071
(0.090)

−0.049
(0.091)

0.258∗∗∗

(0.089)
0.286∗∗∗

(0.087)
0.297∗∗∗

(0.069)

Income level
0.029

(0.020)
−0.022
(0.018)

−0.049∗∗∗

(0.018)
0.059∗∗

(0.024)

Unemployment
0.040∗∗∗

(0.005)
0.037∗∗∗

(0.005)
0.032∗∗∗

(0.004)

Education
0.060∗∗∗

(0.016)
0.073∗∗∗

(0.014)

BOP controls No No No No No No No No Yes
Adjusted R2 0.003 0.003 0.016 0.197 0.197 0.198 0.266 0.333 0.615
Observations 696 696 681 679 679 679 679 595 552

Notes: ∗∗∗p < 0.01, ∗∗p < 0.05, ∗p < 0.10.
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This pattern is consistent with the well-known selection problem running in the opposite
direction for the CCCI: countries that enter SAP programs tend to have lower civic cohesion
to begin with, yet once country characteristics are controlled for, the association turns more
strongly positive which suggests that the raw positive correlation understates the within-country
improvement associated with SAP participation. Ethnic fractionalization enters negatively with-
out income controls but turns strongly positive once income level is included. Because pooled
OLS does not absorb time-invariant country heterogeneity, these estimates likely reflect cross-
country differences rather than within-country changes over time, and the fixed effects results
below are the preferred specifications.

5.3.2 Country Fixed Effects

Once country fixed effects are introduced, the SAP coefficient is consistently positive across
specifications and becomes highly significant with BOP controls (0.078∗∗∗).

Table 4: Effect of IMF SAPs on Civic Cohesion: Country Fixed Effects

(I) (II) (III) (IV) (V) (VI) (VII) (VIII) (IX)

SAPct

0.026
(0.021)

0.019
(0.020)

0.009
(0.020)

0.035∗∗
(0.016)

0.035∗∗
(0.016)

0.058∗∗∗
(0.017)

0.056∗∗∗
(0.017)

0.055∗∗∗
(0.017)

0.078∗∗∗
(0.019)

GDP growth
0.006∗∗
(0.003)

0.001
(0.003)

0.000
(0.003)

0.000
(0.003)

−0.000
(0.003)

0.001
(0.003)

0.004
(0.003)

0.003
(0.003)

Inflation
0.000

(0.000)
0.000

(0.000)
0.000

(0.000)
0.000∗
(0.000)

0.000∗∗∗
(0.000)

0.001
(0.001)

0.001∗∗∗
(0.000)

Regime type
0.042∗∗∗
(0.004)

0.042∗∗∗
(0.004)

0.038∗∗∗
(0.004)

0.037∗∗∗
(0.004)

0.040∗∗∗
(0.005)

0.041∗∗∗
(0.005)

Income level
0.111∗∗∗
(0.025)

0.130∗∗∗
(0.029)

0.192∗∗∗
(0.033)

0.175∗∗∗
(0.035)

Unemployment
0.012∗∗∗
(0.005)

0.018∗∗∗
(0.005)

0.014∗∗
(0.006)

Education
−0.090∗∗∗

(0.019)
−0.105∗∗∗

(0.023)

BOP controls No No No No No No No No Yes
Country FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year FE No No No No No No No No No
Within R2 0.002 0.017 0.001 0.228 0.228 0.257 0.267 0.278 0.299
Observations 696 696 681 679 679 679 679 595 552

∗∗∗p < 0.01, ∗∗p < 0.05, ∗p < 0.10.

Without controls, the FE estimate is smaller than its pooled OLS counterpart, consistent
with the selection argument: countries that enter SAP programs tend to have lower baseline
civic cohesion, which inflates the raw cross-country association in pooled OLS.
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5.3.3 Country and Year Fixed Effects

Controlling for common global shocks through year fixed effects, the SAP coefficient remains
positive and significant across all specifications, ranging from 0.026∗∗ to 0.057∗∗∗. The posi-
tive average effect is robust to the progressive addition of macroeconomic controls and BOP
variables, and strengthens when BOP controls are included, consistent with the argument that
omitting them understates the within-country association. These results establish the average
effect: conditional on country characteristics and global shocks, SAP participation years are
associated with higher civic cohesion on average. As the interaction results below demonstrate,
however, this average conceals substantial heterogeneity across countries that differ in ethnic
fractionalization and income level. Ethnic fractionalization is time-invariant and absorbed by
country fixed effects.

Table 5: Effect of IMF SAPs on Civic Cohesion: Two-Way Fixed Effects

(I) (II) (III) (IV) (V) (VI) (VII) (VIII) (IX)

SAPct

0.040
(0.024)

0.035
(0.024)

0.031
(0.023)

0.026
(0.019)

0.026
(0.019)

0.032∗
(0.017)

0.031∗
(0.017)

0.036∗∗
(0.018)

0.057∗∗∗
(0.020)

GDP growth
0.003

(0.003)
−0.002
(0.003)

−0.001
(0.003)

−0.001
(0.003)

0.000
(0.003)

0.001
(0.003)

0.004
(0.003)

0.003
(0.003)

Inflation
0.000

(0.000)
0.000

(0.000)
0.000

(0.000)
0.000∗
(0.000)

0.000∗∗∗
(0.000)

0.001
(0.001)

0.001∗∗∗
(0.000)

Regime type
0.042∗∗∗
(0.004)

0.042∗∗∗
(0.004)

0.044∗∗∗
(0.004)

0.043∗∗∗
(0.004)

0.044∗∗∗
(0.005)

0.048∗∗∗
(0.006)

Income level
0.287∗∗∗
(0.032)

0.305∗∗∗
(0.033)

0.310∗∗∗
(0.038)

0.304∗∗∗
(0.038)

Unemployment
0.012∗∗∗
(0.004)

0.018∗∗∗
(0.005)

0.014∗∗
(0.006)

Education
−0.027
(0.027)

−0.011
(0.033)

BOP controls No No No No No No No No Yes
Country FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Within R2 0.002 0.013 −0.004 0.228 0.228 0.144 0.157 0.158 0.086
Observations 696 696 681 679 679 679 679 595 552

Notes: ∗∗∗p < 0.01, ∗∗p < 0.05, ∗p < 0.10. Ethnic fractionalization is time-invariant and is therefore absorbed by the country
fixed effects.

5.4 Dimension-by-Dimension Results

Table 6 contains the paper’s most precise finding. The two moderating channels operate on
entirely distinct civic dimensions: ethnic fractionalization damages the political dimensions
of cohesion (political inclusion and equal rights protection), while income level buffers the
institutional dimensions (public service access and rule of law).

The ethnic fractionalization channel is concentrated in the political dimensions of civic co-
hesion: SAP×EF is negative and significant for political inclusion (−0.339∗∗∗) and equal rights
protection (−0.056∗∗∗), but statistically indistinguishable from zero for social non-polarisation,
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public service access, and rule of law. This pattern is consistent with the theoretical mechanism
proposed: in fragmented societies, the distributional costs of adjustment concentrate political
power and erode rights protections for the most affected groups, while broader institutional
dimensions remain insulated.

The income channel operates differently as SAP×Income is positive and significant for pub-
lic service access (0.041∗∗∗) and rule of law (0.024∗∗), reflecting the capacity of richer countries
to maintain administrative continuity and legal predictability during fiscal consolidation. The
channel is also positive and significant for political inclusion (0.073∗∗∗) suggesting that institu-
tional capacity shapes not only service delivery but also the political standing of social groups
during adjustment. Equal rights protection and social non-polarisation show no significant in-
come buffering.

Table 6: SAP Effects by Civic Cohesion Dimension

Political
Inclusion

Equal Rights
Protection

Social Non-
Polarisation

Public
Services

Rule
of Law

CCCI
(Composite)

SAPct 0.246∗∗∗ 0.043∗∗∗ 0.207 0.016 0.063∗∗ 0.199∗∗∗

(0.054) (0.012) (0.136) (0.031) (0.024) (0.054)

SAP × GDP 0.005 0.002 −0.059∗∗∗ −0.004 0.003 −0.008
(0.007) (0.001) (0.018) (0.004) (0.003) (0.006)

SAP × EF −0.339∗∗∗ −0.056∗∗∗ −0.260 −0.007 −0.059 −0.237∗∗∗

(0.083) (0.016) (0.177) (0.052) (0.037) (0.075)

SAP × Income 0.073∗∗∗ 0.007 0.018 0.041∗∗∗ 0.024∗∗ 0.057∗∗∗

(0.022) (0.006) (0.049) (0.012) (0.009) (0.020)

SAP × Regime −0.008 −0.003∗∗∗ 0.020∗∗ −0.006∗∗∗ −0.002 −0.003
(0.005) (0.001) (0.010) (0.002) (0.002) (0.004)

N 552 552 552 552 552 552
Within R2 0.228 0.163 -0.560 0.324 0.441 0.001
Notes: Each column is a separate TWFE regression with country and year fixed effects, the full
interaction structure (SAPct, SAP×GDP, SAP×EF, SAP×Income, SAP×Regime), and BOP controls
(current account, reserves, debt service, trade openness). Robust standard errors in parentheses.
∗p < 0.10, ∗∗p < 0.05, ∗∗∗p < 0.01.

The fractionalization finding is fundamentally about political exclusion and rights erosion;
the income buffering finding is fundamentally about institutional capacity to maintain service
delivery and legal order.

5.5 State-Contingent Interaction Results

Table 7 uses the CCCI composite to quantify how ethnic fractionalization and income level
jointly moderate the net civic effect of adjustment. Adding SAP×EF in Column (III) yields
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a coefficient of −0.366∗∗∗, indicating that ethnic fractionalization amplifies the adverse civic
consequences of adjustment. This implies that though SAP participation is associated with im-
proving cohesion in homogeneous societies, this positive effect erodes as fragmentation rises,
eventually reversing sign. Adding SAP×Income in Column (IV) yields a coefficient of 0.039∗∗,
meaning richer countries absorb SAP shocks better. SAP×Regime enters small and insignifi-
cant (−0.003), leaving the two core interactions essentially unchanged at −0.237∗ and 0.057∗

respectively.

Table 7: State-Contingent Effects of IMF SAPs on Civic Cohesion

(I) (II) (III) (IV) (V) (VI) (VII) (VIII) (IX)

SAPct

0.036
(0.034)

0.053
(0.034)

0.240∗∗
(0.105)

0.221∗∗
(0.101)

0.231∗∗
(0.103)

0.219∗∗
(0.103)

0.190∗∗
(0.091)

0.199∗∗
(0.099)

0.057
(0.036)

SAP × GDP
−0.007
(0.008)

−0.011
(0.008)

−0.010
(0.007)

−0.009
(0.008)

−0.010
(0.008)

−0.009
(0.008)

−0.008
(0.008)

SAP × EF
−0.366∗∗
(0.168)

−0.339∗∗
(0.164)

−0.330∗∗
(0.154)

−0.291∗
(0.157)

−0.244∗
(0.141)

−0.237∗
(0.131)

SAP × Income
0.039

(0.030)
0.042

(0.031)
0.054

(0.035)
0.057∗
(0.034)

SAP × Regime
−0.004
(0.008)

−0.003
(0.009)

Base controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
BOP controls No No No No No Yes Yes Yes Yes
Country FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 595 595 595 595 595 552 552 552 552

Notes: ∗∗∗p < 0.01, ∗∗p < 0.05, ∗p < 0.10. Base controls include GDP growth, inflation, regime type, standardized income
level, unemployment, and education. BOP controls include current account balance, foreign exchange reserves, debt service,
trade openness, and GDP per capita level.

The preferred marginal effect of SAP participation on civic cohesion as seen in column
(VIII) is therefore:

∂CCCIit

∂S APit
= 0.199 − 0.237 × Fi + 0.057 × Yit, (20)

where Fi is ethnic fractionalization and Yit is standardized GDP per capita level. At the sam-
ple mean EF of 0.504 and mean income, this expression evaluates to 0.080—a modest positive
average effect. The break-even fractionalization threshold, above which SAPs are associated
with declining civic cohesion, is 0.199/0.237 ≈ 0.84 at mean income, and varies from approxi-
mately 0.66 for low-income countries (25th income percentile) to 0.95 for upper-middle income
countries (75th percentile).

Figure 1 plots the marginal effect of SAP participation on civic cohesion as a function of
ethnic fractionalization, evaluated at three income levels corresponding to low-income (25th
percentile, red dash-dot), middle-income (median, blue solid), and upper-middle income (75th
percentile, green dash).
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Figure 1: Marginal Effect of SAP Participation on Civic Cohesion
Notes: Shaded bands are 95% confidence intervals constructed via the delta method.
Vertical dotted lines indicate break-even EF values for each income scenario. Grey
dots represent sample countries positioned at their actual EF and income levels.

The figure makes clear that the state-dependence of SAP effects on civic cohesion operates
along two dimensions simultaneously. Moving rightward along the horizontal axis (toward
more fragmented societies), the marginal effect declines regardless of income level. Moving
upward across the income scenarios (from low to upper-middle income), the entire marginal
effect schedule shifts upward, meaning that richer countries benefit more (or suffer less) from
adjustment at every level of fractionalization. The three break-even thresholds partition the
sample in a policy-relevant way: countries to the right of their respective threshold are those for
which SAP participation is associated with declining civic cohesion.

5.6 Timing: Entry, Ongoing, and Exit

Table 8 decomposes the SAP effect into three stages: program entry, ongoing program years,
and the first post-program exit year. We do this to examine whether the civic consequences of
adjustment vary across the program lifecycle.

The estimates indicate that the positive association between SAP participation and civic co-
hesion is concentrated most strongly in ongoing program years. In column II, the estimated
coefficient is 0.085 for SAP entry and 0.222 for ongoing SAP years. In the fully interacted
specification in column III, these estimates rise to 0.112 and 0.269, respectively. The ongoing
coefficient is statistically significant at the 5% level in all specifications, while the entry co-
efficient is positive but not statistically distinguishable from zero. This pattern suggests that
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the civic effects of adjustment are not primarily an immediate entry-year response, but instead
appear more pronounced once programs are underway.

Table 8: SAP Effects by Program Lifecycle Stage: Entry, Ongoing, and Exit

Dependent variable: CCCI

(I) (II) (III)

SAP entry
0.116

(0.110)
0.085

(0.096)
0.112

(0.105)

SAP ongoing
0.279∗∗
(0.124)

0.222∗∗
(0.113)

0.269∗∗
(0.114)

SAP exit
0.189∗
(0.101)

0.167∗
(0.099)

0.162∗
(0.094)

SAP × EF
-0.221
(0.183)

-0.097
(0.156)

-0.120
(0.148)

SAP × Income
0.066

(0.040)
0.054

(0.039)

SAP × GDP
−0.013∗∗
(0.006)

SAP × Regime
0.002

(0.007)

Controls Yes Yes Yes
BOP controls No Yes Yes
Country FE Yes Yes Yes
Year FE Yes Yes Yes
Observations 597 554 554

Wald test:
Entry = Ongoing p = 0.040 p = 0.030
Ongoing = Exit p = 0.404 p = 0.027
Entry = Exit p = 0.384 p = 0.637

Notes: Standard errors clustered at the country level in parentheses. ∗∗∗p < 0.01, ∗∗p < 0.05, ∗p < 0.10. SAP entry is the
first year of a new program; ongoing refers to subsequent program years; exit is the first post-program year.

The exit-year coefficient is smaller than the ongoing coefficient but remains positive and
marginally significant across specifications. In column III, the estimated exit-year effect is
0.162, compared with 0.269 for ongoing SAP years. This suggests that some positive associa-
tion with civic cohesion may persist into the first post-program year, although the magnitude is
more modest than during active program implementation.

Wald tests reinforce this lifecycle interpretation. In column III, equality between the entry
and ongoing coefficients is rejected (p = 0.030), indicating that ongoing program years are
associated with significantly larger civic-cohesion gains than entry years. Equality between
ongoing and exit years is also rejected (p = 0.027), consistent with the effect declining after
program completion. By contrast, the test fails to reject equality between entry and exit years
(p = 0.637).
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Taken together, the results suggest that SAP-related changes in civic cohesion are strongest
during the implementation phase rather than being driven solely by either a short-lived entry
effect or a post-program rebound.

5.7 Event Study and Pre-Trend Test

The timing decomposition in Section 5.6 conditions on program phase but does not address
whether pre-existing trends in civic cohesion confound the within-country comparison. Figure 2
presents an event study tracing the evolution of the CCCI in the three years before and four years
after SAP entry, demeaned to the year immediately preceding entry.

Figure 2: Event Study: Civic Cohesion Around SAP Entry

The pre-entry path is flat: civic cohesion shows no systematic trend in the three years before
a program begins. A pre-trend test regressing demeaned CCCI on a linear time trend within
t ∈ {−3,−2,−1} yields a slope of 0.006 (p = 0.599), providing no evidence of a pre-existing
trend. The absence of a pre-trend means that the within-country variation we exploit is not
driven by deteriorating civic conditions that happen to precede IMF engagement. After program
entry, cohesion is broadly flat with modest positive movement in years one and three, consistent
with the positive average effect documented in the regression tables.

5.8 Dynamic Specifications

Civic cohesion is a slow-moving institutional outcome, and the static TWFE estimates in pre-
vious sections do not account for persistence in the dependent variable. Table 9 introduces a
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lagged dependent variable to capture this persistence and examines whether the fractionaliza-
tion and income channels survive in a dynamic framework. Civic cohesion is highly persis-
tent (ρ̂ ≈ 0.83), implying long-run effects of approximately 0.055/(1 − 0.833) ≈ 0.33 for the
SAP direct effect and −0.085/(1 − 0.833) ≈ −0.51 for SAP×EF. With T = 28, Nickell bias
is approximately 3.6%—small but non-negligible. The Anderson–Hsiao IV estimates confirm
that the fractionalization channel survives bias correction with increased magnitude (−0.143
vs. −0.085), suggesting Nickell bias attenuates rather than inflates the interaction. The income
channel, while robust in TWFE, exhibits sign instability under first-differencing and is therefore
less robustly identified than the fractionalization channel.

Table 9: Dynamic Robustness: Persistence, Nickell Bias, and Anderson–Hsiao IV Estimates

Dynamic TWFE Anderson–Hsiao IV

(I) (II) (III) (IV) (V) (VI)

SAPct 0.002 0.033∗∗ 0.055∗ −0.010 0.054 0.070
CCCIt−1 0.843∗∗∗ 0.835∗∗∗ 0.833∗∗∗ 0.898∗∗ 0.840∗∗ 0.827∗∗

SAP × GDP −0.006 −0.013∗∗∗

SAP × EF −0.071∗∗ −0.085∗∗ −0.137∗ −0.143∗∗

SAP × Income 0.018∗ 0.016∗ −0.037∗∗ −0.042∗∗

SAP × Regime 0.000 0.003

Base controls Yes Yes Yes Yes Yes Yes
BOP controls No Yes Yes No Yes Yes
Country FE Yes Yes Yes Removed by first-differencing
Year FE Yes Yes Yes Yes Yes Yes
ρ̂ 0.843 0.835 0.833 0.898 0.840 0.827
Within R2 0.785 0.777 0.778 — — —
Observations 595 552 552 570 527 527

Notes: Dependent variable: CCCI. Dynamic TWFE standard errors clustered at the country level. Anderson–Hsiao IV uses
robust standard errors (first-differenced data; entity dimension eliminated). ∗∗∗p < 0.01, ∗∗p < 0.05, ∗p < 0.10.

5.9 Robustness

Table 10 reports SAP×EF and SAP×Income coefficients across ten alternative specifications for
all five civic cohesion dimensions and the CCCI composite. The fractionalization channel is the
most stable finding: SAP×EF is negative and significant for the CCCI in 9 of 10 specifications,
and for political inclusion and equal rights protection in 8 of 10 each, holding across both
concessional and standard program types and surviving PSM, crisis exclusion, conflict controls,
lagged RHS, and continuous SAP intensity. The income buffering channel is moderately robust:
SAP×Income is positive and significant for the CCCI, political inclusion, public services, and
rule of law in 7 of 10 specifications each, but insignificant for equal rights in 9 of 10, confirming
that the two channels operate on distinct dimensions throughout.
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The facility-type decomposition reveals an asymmetry consistent with the buffering mech-
anism: SAP×Income is significant under standard programs targeting middle-income coun-
tries (CCCI: 0.063∗∗; political inclusion: 0.113∗∗∗) but largely absent under concessional pro-
grams targeting low-income countries, where compressed income variation limits institutional
buffering capacity. Armed conflict independently depresses civic cohesion (political inclusion:
−0.454∗∗; rule of law: −0.100∗∗∗) but leaves both channels unchanged, and crisis exclusion
produces no material difference, ruling out acute economic contractions as a confound.

Table 10: Robustness: SAP×EF and SAP×Income across outcomes

SAP × Ethnic Fractionalization SAP × Income

Specification CCCI Pol. Incl. Eq. Rights Pub. Serv. Rule/Law CCCI Pol. Incl. Eq. Rights Pub. Serv. Rule/Law

Main TWFE BOP (preferred) −0.237∗∗∗ −0.339∗∗∗ −0.056∗∗∗ −0.007 −0.059 0.057∗∗∗ 0.073∗∗∗ 0.007 0.041∗∗∗ 0.024∗∗

Lagged RHS (t − 1) −0.203∗∗∗ −0.297∗∗∗ −0.050∗∗∗ −0.018 −0.072∗ 0.080∗∗∗ 0.086∗∗∗ 0.010∗ 0.053∗∗∗ 0.016∗

PSM (BOP-matched sample) −0.263∗∗∗ −0.356∗∗∗ −0.060∗∗∗ −0.031 −0.047 0.038 0.048∗ −0.002 0.019 0.031∗∗∗

Anderson–Hsiao IV −0.143∗∗ 0.058 0.000 −0.055 −0.017 −0.042∗∗ −0.037 −0.009 −0.007 −0.008
Dynamic FE −0.085∗∗ −0.038 −0.004 −0.013 −0.016 0.016 0.008 0.002 0.016∗∗ −0.001
Crisis exclusion (GDP < −5%) −0.229∗∗∗ −0.336∗∗∗ −0.059∗∗∗ 0.030 −0.067∗ 0.058∗∗∗ 0.077∗∗∗ 0.007 0.045∗∗∗ 0.023∗∗

Armed conflict control −0.241∗∗∗ −0.346∗∗∗ −0.056∗∗∗ −0.003 −0.060 0.055∗∗∗ 0.068∗∗∗ 0.007 0.043∗∗∗ 0.023∗∗

Alt. SAP intensity (continuous) −0.112 −0.192∗∗ −0.040∗∗∗ 0.056 −0.008 0.059∗∗∗ 0.077∗∗∗ 0.004 0.049∗∗∗ 0.022∗∗

Concessional programs only −0.186∗∗ −0.356∗∗∗ −0.057∗∗∗ −0.021 −0.031 −0.021 −0.100 −0.002 0.002 0.062∗

Standard programs only −0.189∗ −0.247∗ −0.061∗∗ 0.143∗∗ −0.068 0.063∗∗ 0.113∗∗∗ 0.004 0.057∗∗∗ 0.021∗

Notes: Entries are coefficients on SAP×EF and SAP×Income from 10 robustness specifications.

6 Policy Implications

Our findings imply that IMF Structural Adjustment Programs (SAPs) should be designed with
explicit attention to their sociopolitical consequences. Although SAPs are intended to restore
macroeconomic stability, our theoretical framework and panel evidence show that adjustment
policies are associated with institutional legitimacy, civic cohesion, and the social foundations
of long-run development. Reform efforts should therefore extend beyond stabilization targets
to include cohesion-enhancing components.

First, the income buffering results indicate that richer countries better preserve public ser-
vice access and rule of law during adjustment, while lower-income countries are more exposed
to institutional erosion. For low-capacity program countries, protecting essential social spend-
ing on health, education, and basic safety nets is not merely a humanitarian consideration but a
condition for civic stability. Our dimension-by-dimension evidence shows the income channel
is most visible precisely in public service access and rule of law, the two dimensions most vul-
nerable to fiscal contraction. Capacity-building initiatives, such as scaled technical assistance
and institutional modernization, can further strengthen public-sector performance, though their
effectiveness is necessarily conditioned by deep country-specific constraints and histories.
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Second, preserving domestic policy autonomy is central. A plausible channel through which
SAP participation may erode cohesion is the perception of externally imposed policymaking.
Incorporating domestic stakeholders into program design and monitoring through structured
consultation with legislatures, national policy councils, and civil society can reduce legitimacy
costs and increase compliance. In parallel, systematic tracking of civic cohesion indicators
alongside macroeconomic targets would allow international financial institutions to evaluate
societal reception and adjust program components in real time.

Third, the strongest adverse relationship in our analysis concerns ethnic fractionalization and
civic cohesion, and the interaction results indicate that fragmentation amplifies SAP-related
civic costs. SAP frameworks in heterogeneous societies should therefore include measures
that strengthen inclusive governance: protections for minority political participation, equitable
representation, and credible constraints against discrimination. Such measures can help foster
civic identities grounded in shared institutions rather than demographic divisions.

Finally, the dynamic evidence emphasizes persistence and delayed effects, implying that
adjustment outcomes depend on policy continuity and medium-run institutional trajectories.
SAPs should therefore emphasize credible transition paths: gradual fiscal withdrawals, sus-
tained technical oversight, and protection of essential social spending. These reforms improve
the likelihood that stabilization translates into durable welfare gains without eroding the civic
foundations that sustain long-run institutional performance.

7 Conclusion

This paper examines how IMF Structural Adjustment Programs (SAPs) relate to civic cohe-
sion in the Global South. We develop a stylized framework in which adjustment policies affect
welfare through both material consumption and civic-identity channels, and evaluate these pre-
dictions using a balanced panel of 25 countries across five regions over 1991–2018. Civic co-
hesion is measured by a Comprehensive Civic Cohesion Index aggregating five distinct V-Dem
dimensions: political inclusion, equal rights protection, social non-polarisation, equal access to
public services, and rule of law.

Across preferred specifications that absorb country heterogeneity and common shocks, SAP
participation is on average associated with modest improvements in civic cohesion once BOP
controls are included. The interaction structure provides clear evidence of state dependence
along two distinct channels. The ethnic fractionalization channel concentrates in the political
dimensions of cohesion: fragmentation amplifies SAP-related civic costs, with adverse effects
reversing sign above a break-even threshold that varies with income level. The income buffering
channel operates through the institutional dimensions: richer countries better preserve public
service access and rule of law during adjustment, reflecting stronger administrative capacity
to absorb fiscal consolidation. Specifically, the fractionalization channel loads onto political
inclusion and equal rights protection, while the income buffering channel loads onto public ser-
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vice access and rule of law—two distinct mechanisms that a composite index cannot separately
identify. These two channels are independently identified, affect different civic dimensions, and
together explain why the same adjustment program can strengthen cohesion in homogeneous
middle-income societies while eroding it in fragmented lower-income ones.

We also document strong persistence in civic cohesion over time, consistent with the view
that civic identity is shaped by deep institutional and social structures rather than short-lived
macroeconomic fluctuations. Taken together, our results suggest that SAPs are unlikely to be
adequately evaluated using only short-run macroeconomic outcomes. Adjustment programs
are associated with legitimacy, inclusion, and social cohesion channels that matter for long-run
stability and policy effectiveness.

The findings open several promising directions for further inquiry. Richer identification
strategies such as matched event studies or regression-discontinuity designs around program-
approval thresholds could provide sharper identification than panel fixed effects. Extending
the analysis to broader country samples and incorporating micro-level survey measures would
allow deeper exploration of the mechanisms linking macroeconomic reform to civic identity.
On the theoretical side, embedding reform decisions within a political-economy environment in
which governments endogenously choose adjustment intensity under social fragmentation may
generate sharper comparative statics. Understanding how economic reform interacts with the
social fabric of developing societies is essential for designing adjustment programs that support
not only stabilization, but also the long-run civic foundations on which sustained development
depends.
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Appendix

A Model, Functional Forms, and Proofs

A.1 Utility and Functional-Form Justification

To motivate log-separable preferences, recall the Cobb–Douglas form

U(L,K) = ALαKβ, A > 0, α > 0, β > 0, (21)

whose logarithm is log U = log A + α log L + β log K. Log preferences deliver diminishing
marginal utility, constant expenditure shares, and closed-form marginal rates of substitution.
The marginal utilities and MRS are

∂U
∂L
= αALα−1Kβ,

∂U
∂K
= βALαKβ−1, MRSL,K = −

α

β

K
L
.

The paper’s welfare index combines material consumption and civic cohesion:

U(C,N) = (1 − µ) log C + µ log N, µ ∈ (0, 1), (22)

with marginal utilities and MRS:

∂U
∂C
=

1 − µ
C
> 0,

∂U
∂N
=
µ

N
> 0, MRSC,N = −

1 − µ
µ

N
C
. (23)
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A.2 Model Specification

Here s ≥ 0 denotes SAP intensity, corresponding to S it in the main text. For expositional
clarity, the proofs in this appendix present the erosion-only case (θ+ = 0); the full model with
governance upgrading is recovered by replacing θ1 with (θ1 − θ+) throughout. All proofs go
through under this substitution, with Appendix Proposition A1 additionally requiring (θ1−θ+)+
θ2T ′(s) > 0 (net erosion dominates) for the welfare-reduction result.

The two structural channels are:

C(s) = Y0 − αs, α > 0, (24)

N(s, T ) = θ0 − θ1s − θ2T (s), θ1 > 0, θ2 > 0. (25)

The sign of T ′(s) is left open a priori in the theory so the model can capture “trust erodes under
externally imposed austerity” (T ′(s) < 0) as well as “SAP accompanied by credible reforms can
rebuild trust” (T ′(s) > 0). The empirical section then disciplines which case is more consistent
with the data.

We assume C(s) > 0 and N(s, T (s)) > 0 throughout so that log C and log N are well-defined.
Substituting into (22):

U(s) = (1 − µ) log(Y0 − αs) + µ log
(
θ0 − θ1s − θ2T (s)

)
. (26)

A.3 Proposition A1: SAP Reduces Welfare

Appendix Proposition A1 formalizes the welfare-reduction result underlying main text Propo-
sition 1 under the erosion-only case (θ+ = 0); in the full model, the result holds whenever net
erosion dominates governance upgrading.
Proposition 1. Suppose dC/ds < 0 and dN/ds < 0. Then dU/ds < 0.

Proof. By the chain rule:

dU
ds
=
∂U
∂C︸︷︷︸
>0

dC
ds︸︷︷︸
<0

+
∂U
∂N︸︷︷︸
>0

dN
ds︸︷︷︸
<0

< 0.

Using dC/ds = −α and dN/ds = −(θ1 + θ2T ′(s)):

dU
ds
= −

(1 − µ)α
C(s)

−
µ
(
θ1 + θ2T ′(s)

)
N(s, T (s))

< 0 when θ1 + θ2T ′(s) > 0. (27)
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A.4 Remark A1: Trust Attenuates the Marginal Welfare Loss from SAP

Remark 1. Let U, C(s, T ), N(s,T ) be twice differentiable with UC ,UN > 0, Cs,Ns < 0,
CT ,NT > 0, UCC ,UNN < 0, and

UCCsT + UN NsT > −
(
UCCCTCs + UNN NT Ns

)
. (28)

Then ∂2U/(∂s ∂T ) > 0: higher trust makes SAP less harmful at the margin.

Proof. Differentiating ∂U/∂s = UCCs + UN Ns with respect to T , and using UCN = UNC = 0
(log-separability):

∂2U
∂s ∂T

= UCCCTCs︸     ︷︷     ︸
>0

+UCCsT + UNN NT Ns︸      ︷︷      ︸
>0

+UN NsT . (29)

Under (28), (29) is strictly positive. When CT = CsT = 0, the condition reduces to NT > 0 and
NsT ≥ 0.

A.5 Proposition A2: Fragmentation Amplifies the SAP Welfare Loss

Let trust follow T (s) = T0 + γ · Fragility · s, so dT/ds = γ · Fragility.
Proposition 2. If CT ≥ 0 and NT ≥ 0, then

∂

∂ Fragility

(
dU
ds

)
= γ

(
UCCT + UN NT

)
. (30)

Proof. From (27) with T = T (s):

dU
ds
= UC

(
Cs +CT

dT
ds

)
+ UN

(
Ns + NT

dT
ds

)
.

Differentiating with respect to Fragility and substituting ∂(dT/ds)/∂ Fragility = γ:

∂

∂ Fragility

(
dU
ds

)
= γ

(
UCCT + UN NT

)
.

Since UC ,UN > 0 and CT ,NT ≥ 0, the sign equals the sign of γ: when γ < 0, fragility magnifies
the welfare loss from SAP through trust erosion.

A.6 Summary of Key Derivatives

Under (22)–(25) with T = T (s):

UC =
1 − µ

C
, UN =

µ

N
,

dC
ds
= −α,

dN
ds
= −θ1 − θ2T ′(s),

dU
ds
= −

(1 − µ)α
C

−
µ(θ1 + θ2T ′(s))

N
.
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A.7 Linearizing Baseline Consumption and Civic Cohesion

Let Y0 = f (git) and θ0 = h(git,Dit, Fi, Yit) be twice continuously differentiable. First-order
Taylor expansions around sample means (ḡ, D̄, F̄, Ȳ) give:

f (git) ≈ f (ḡ) − f ′(ḡ)ḡ︸          ︷︷          ︸
≡C0

+ f ′(ḡ)︸︷︷︸
≡ βg

git, (31)

h(git,Dit, Fi, Yit) ≈ h(ḡ, D̄, F̄, Ȳ) − hgḡ − hDD̄ + hF F̄ − hY Ȳ︸                                               ︷︷                                               ︸
≡N0

+ hg︸︷︷︸
≡ λg

git + hD︸︷︷︸
≡ λD

Dit − (−hF)︸︷︷︸
≡ λF

Fi + hY︸︷︷︸
≡ λY

Yit,

(32)

where hg, hD, hY > 0 and hF < 0 so that λF = −hF > 0, consistent with Ariely (2014), Brueckner
(2024), Varieties of Democracy Institute (2021), and Walle (2022). Higher-order terms are
absorbed into εit.

A.8 Justification for α ≈ αc

We treat α as constant because: (i) the paper’s empirical focus is on civic cohesion rather than
heterogeneous consumption effects (Dreher, 2006; Oberdabernig, 2013); and (ii) GDP growth,
inflation, and unemployment in Xit absorb within-country variation in material conditions dur-
ing SAP years, making a heterogeneous α redundant for the civic cohesion equation.

A.9 Linearizing the Trust Function T (S )

Because T (S ) is unobserved, we model it as linear in Zit:

T (S it) = τ0 − τg git − τD Dit + τF Fi − τY Yit, τ0, τg, τD, τF , τY > 0. (33)

A.10 Deriving the Reduced-Form SAP Coefficients

Substituting (33) into (θ1 − θ+) + θ2T (S it) (using the full model with governance-upgrading
channel θ+):

(θ1 − θ+) + θ2T (S it) = (θ1 − θ+) + θ2(τ0 − τggit − τDDit + τF Fi − τYYit)

= (θ1 − θ+ + θ2τ0)︸             ︷︷             ︸
≡ χ0

− θ2τg︸︷︷︸
≡ χg

git − θ2τD︸︷︷︸
≡ χD

Dit + θ2τF︸︷︷︸
≡ χF

Fi − θ2τY︸︷︷︸
≡ χY

Yit, (34)

where χg, χD, χF , χY > 0 since θ2 > 0 and all τ’s are positive. Crucially, χ0 ≡ (θ1 − θ+) + θ2τ0

can be negative when the governance-upgrading channel dominates (θ+ − θ1 > θ2τ0), consistent
with the positive average SAP effect documented empirically.
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A.11 Recovering the Reduced-Form Civic Cohesion Equation

Since (34) enters (25) multiplied by −S it:

−
(
(θ1−θ+)+θ2T (S it)

)
·S it = −χ0 S it+χg (S it ·git)+χD (S it ·Dit)−χF (S it ·Fi)+χY (S it ·Yit). (35)

Adding the linearized baseline (32) recovers the full reduced-form equation (10). The four
interaction terms follow necessarily from linearizing the unobserved T (S ); they are not added
ad hoc.

A.12 CCCI Construction

Each V-Dem component v j,it is standardized:

z j,it =
v j,it − v̄ j

σv j

, (36)

and the CCCI is the equal-weighted average:

CCCIit =
1
5

5∑
j=1

z j,it. (37)

Table 11: CCCI Components

Dimension V-Dem Variable Direction r with CCCI

Political inclusion v2pepwrsoc Higher = more equal 0.583
Equal rights protection v2xeg eqprotec Higher = more equal 0.770
Social non-polarisation v2cacamps rev Higher = less polar 0.473
Equal public service access v2peapssoc Higher = more equal 0.728
Rule of law v2x rule Higher = stronger 0.705

Notes: v2cacamps rev= −1×v2cacamps. r = Pearson correlation with CCCI, N = 700. Excluded
due to V-Dem v16 convergence issues: v2x cspart, v2xeg eqaccess.
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A.13 Sample Country List

Table 12: Sample Countries and Key Characteristics

Country ISO3 Ethnic frac. Income group SAP years

Latin America and the Caribbean (LAC)
Bolivia BOL 0.739 Lower–middle 15
Brazil BRA 0.541 Upper–middle 8
Colombia COL 0.601 Upper–middle 17
El Salvador SLV 0.183 Lower–middle 13
Peru PER 0.652 Upper–middle 16

Sub-Saharan Africa (SSA)
Cameroon CMR 0.870 Lower–middle 16
Ghana GHA 0.673 Low 20
Kenya KEN 0.860 Lower–middle 19
Senegal SEN 0.694 Low 14
Zambia ZMB 0.779 Lower–middle 15

Middle East and North Africa (MENA)
Egypt EGY 0.151 Lower–middle 10
Jordan JOR 0.341 Lower–middle 18
Mauritania MRT 0.613 Lower–middle 23
Tunisia TUN 0.039 Lower–middle 8
Yemena YEM 0.396 Low 12

South and Southeast Asia (SSEA)
Bangladesh BGD 0.054 Low 11
Mongolia MNG 0.413 Lower–middle 17
Pakistan PAK 0.712 Lower–middle 17
Philippines PHL 0.738 Lower–middle 9
Sri Lanka LKA 0.524 Lower–middle 16

Eastern Europe and Central Asia (EECA)
Albania ALB 0.048 Upper–middle 16
Georgia GEO 0.490 Lower–middle 22
Kyrgyzstan KGZ 0.677 Low 21
Moldova MDA 0.347 Lower–middle 17
Ukraine UKR 0.467 Lower–middle 17

Notes: Ethnic fractionalization is from the Ethnic Power Relations dataset (Vogt et al., 2015). Income
group follows World Bank classification at the end of the sample period (2018). SAP years denote the
number of country-years with active IMF conditionality during 1991–2018, based on the Dreher IMF
program dataset (Dreher, 2006).
a Yemen is observed through 2014 because active civil conflict begins in 2015; SAP years reflect the
truncated 1991–2014 window.
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