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Almost a decade ago, the debt crisis and the global shocks affecting
developing countries set off a protracted period of macro instability and
lack of external financing that led to a drastic decline in capital formation.
This worrisome trend endangers the social sustainability of stabilization
and reform programs in the developing world. In fact, the paradigm of
adjustment with growth involves an apparent circularity: for adjustment
policies to be followed by growth (that is, to be sustainable), a robust
response by investment is required, particularly by the private sector,
which is expected to play a key role in market-oriented reform. However,
for that investment response to materialize, and for the private sector to
engage in intrinsically irreversible investment decisions, it needs to per-
ceive adjustment as sustainable. Lack of confidence in, or just mere
skepticismabout, the permanence of policy measures may be self-defeating
and postpone the benefits of reform.

The study of different experiences with economic reform reveals that
private investment follows a cycle during adjustment. In the initial phase
of an adjustment program, private (and often public) investment falls,
following which it reaches a “plateau” in which neither a substantial
recovery (nor further decline) in private investment takes place. The
implication is that private investors are adopting a “wait-and-see” attitude.
Then, in economies where reform is consolidated and external factors
improve, sustained private capital formation resumes, although this phase
may not get underway for several years.

The questions

Important policy questions regarding the effects of macroeconomic adjust-
ment on the recent performance of investment motivated the research
covered in this volume. The questions below derive fromimportantaspects
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