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Overview on IMF Reform
EDWIN M. TRUMAN 

The IMF is a complex organization with a long history of accomplish-
ments. The Fund is also a political organization. Its members are govern-
ments that, in turn, are responsible to the citizens of their countries though
the structures implementing those political links are diverse.

IMF member governments disagree about the direction the institution
should take in the 21st century. Demands on the IMF are many and var-
ied. At the same time, the Fund is widely perceived as lacking legitimacy.
Most observers agree that the IMF should be reformed, but they disagree
about the content of reform. Should the Fund play a proactive role in
managing the global economy, in particular with respect to exchange
rates? Should its focus be narrowed to cover only issues of financial sta-
bility? Should its focus be broadened to incorporate poverty reduction,
perhaps, exclusively? How should its governance be updated to reflect
better the integration of an increasing number of economies as central
players in the global economic system? Are the Fund’s financial resources
adequate for it to discharge its responsibilities?  

This chapter, which was originally prepared as background for the In-
stitute’s conference on IMF reform, summarizes the major issues. After an
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introductory section on the IMF’s activities and earlier reforms, four broad
topics are addressed in the subsequent sections:  the IMF’s role in the in-
ternational monetary system, IMF governance, the IMF’s lending facilities
and its relations with different groups of members, and the IMF’s financial
resources.

IMF Activities and Reform Efforts

IMF Managing Director Rodrigo de Rato stated on June 10, 2005, “The
IMF’s mandate is directed squarely at the promotion and maintenance of
macroeconomic and financial stability, both in individual countries and at
the international level.”1 Many other officials and observers use similar
words to describe the Fund’s role. For example, Secretary of the Treasury
John Snow, addressing the Fund’s IMFC in April 2005, stated, “The IMF’s
mission is clear—to foster international monetary cooperation and balance
of payments adjustment to support international financial stability and
economic growth” (Snow 2005). Nevertheless, not everyone accepts this
broad articulation of the Fund’s mission and therein lies a major challenge
the IMF faces: a lack of understanding and support for the organization
and its core objective of promoting global economic and financial stability.

Mandate

One reason why some challenge the view that the Fund’s mission is to
promote economic and financial stability is that Article I of the Articles of
Agreement of the IMF does not contain a clear statement of the IMF’s pur-
poses relevant to the international financial system of the 21st century. Ar-
ticle I speaks of

� promotion of international monetary cooperation,

� facilitation of the expansion and balanced growth of world trade,

� maintenance of high levels of employment and real income,

� promotion of exchange stability,

� temporary provision of financial resources to correct balance of pay-
ments positions without resorting to measures destructive of national
or international prosperity, and

� lessening the degree of disequilibrium in the international balance of
payments of members.
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1. His remarks were delivered at the IESE Business School, University of Navarra, Madrid.
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Article I, thus, establishes macroeconomic stability and growth as cen-
tral to the Fund’s statutory purposes. However, the capital account crises
that have been a major preoccupation of the IMF and much of its mem-
bership during the past decade have pointed in addition to the impor-
tance of maintaining financial stability in order to achieve macroeconomic
stability and growth. Article I does not explicitly mention financial stabil-
ity as an objective. Article IV does state, “The essential purpose of the in-
ternational monetary system is to provide a framework that facilitates the
exchange of goods, services, and capital among countries and that sus-
tains sound economic growth, and that a principal objective is the contin-
uing development of the orderly underlying conditions that are necessary
for financial and economic stability.” Article IV also lists obligations of
members in their policies devoted toward these ends. On the other hand,
Article VI enjoins members from using IMF resources “to meet a large 
or sustained outflow of capital” and endorses the use of controls to regu-
late capital movements. In today’s world the Article VI prescriptions are
anachronisms, but an attempt in the late 1990s to remove these contradic-
tions and to update the IMF Articles of Agreement in this area to enshrine
the liberalization of capital movements as one of the purposes of the Fund
and to establish the IMF’s authority over capital account issues foundered
on the political and economic disagreements that surrounded the IMF’s
handling of the East Asian financial crises. At the same time, Article IV,
adopted in the 1970s, clearly provides the Fund with surveillance respon-
sibilities with respect to capital flows and financial systems and the scope
to advise and admonish members on their policies in those areas.

There is an irony in much of this. On the one hand, many observers
who want to scale back the IMF in dealing with international financial
crises point to the exponential growth of private international financial
markets to justify their position. They certainly have some of their facts
right, but the expansion of access to these markets is relevant only to a
small fraction of the nonindustrial countries that are members of the
Fund, and the access of these countries to international financial markets
is far from continuous. Thus some observers see the evolution of interna-
tional financial markets as a substitute for the Fund. Others see that evo-
lution as causing increased international financial instability that the IMF
should be better equipped to address.

In fact, most officials and observers do include domestic financial sys-
tem stability among the core activities of the IMF along with monetary,
fiscal, and exchange rate policies. They link those activities to the IMF’s
prevention and management of international financial crises. For example,
Executive Director Kevin Lynch (2005), of Canada, testified before the
Canadian parliament that “[t]he Fund’s mission is to prevent international
financial crises if possible and, if not, then remediate them quickly and ef-
ficiently.” Even critics of the IMF who advocate a narrowing of the IMF’s
mandate stress the importance of its role with respect to financial systems
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and capital movements. For example, Allan Meltzer (2005) stated, “The
IMF’s responsibility should remain the maintenance of global financial sta-
bility”(emphasis added). Charles Calomiris (2005) stated, “The legitimate
current purpose of the Fund is to help to smooth capital market and ex-
change rate adjustments involving investment by developed countries in
emerging-market countries.”

The IMF’s membership at 184 is close to universal, smaller than the
United Nations by only seven countries.2 Despite disagreements about
the scope of its mission, the IMF is an institution of global governance. It
is ultimately responsible to governments that contribute to its financing
and give direction to its policies. Nongovernmental organizations (NGOs)
and other national and international interest groups are not always pleased
with or fully accepting of this reality because this fact deprives them of ac-
cess and influence. At the same time, governmental institutions are con-
troversial because of a lack of consensus about the appropriate role of
government today.3 Institutions of global governance, or institutions of
international collective decision making, generate even more controversy.4

Governments and their institutions are designed to provide public goods,
for example in the international context to cope with cross-country exter-
nalities. Economists often appeal to market failures to make the case for
government or international collective action. The problem is that econo-
mists do not agree about the nature of the market’s failures or about
whether proposed cures for those failures are likely to improve the func-
tioning of the financial system. Moreover, political leaders do not always
listen to their economic advisers.

The IMF has evolved during its 60 years. The Fund started life as the
manager of the Bretton Woods international monetary system based on
fixed exchange rates designed to avoid the pitfalls and internationally an-
tisocial policies of the 1930s. Following the collapse of the Bretton Woods
system and revision of its Articles of Agreement in the mid-1970s, the
Fund became known as a firefighter dealing with the international debt
problems of the 1980s, the facilitator of the economic transformation of
countries in Eastern Europe and the former Soviet Union at the end of the
1980s, a partner in the struggle against global poverty in the early 1990s,
and an instrument in the prevention and management of capital account
crises in the late 1990s.
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2. The seven countries are Andorra, Cuba, Liechtenstein, Monaco, Nauru, North Korea, and
Tuvalu.

3. Boughton (2005) examines the evolution of the IMF and the challenges associated with
both its effective operation and its continued maturation.

4. See Bryant (2003) for an admirable and informative attempt to describe efforts to estab-
lish institutions of cross-border finance and international governance as well as to prescribe
pragmatic ways to move forward.
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This evolution itself has been controversial. A recent example of the
Fund’s evolution has been its increasing involvement in the area of abuse
of the international financial system. In the late 1990s, for example, it was
called upon to review the compliance of offshore financial centers with a
number of internationally accepted standards. After September 11, 2001,
the Fund acquired an enhanced role in the scrutiny of compliance with
standards covering anti–money laundering and combating the financing
of terrorism.

For some observers outside and inside the IMF, the expansion of the
Fund’s activities is the pragmatic response by an established and respected
institution to the changing needs of its members and the changing char-
acter of the international financial system. According to this view, it is
more efficient and effective to use an existing institution to meet new chal-
lenges than it is to create new institutions.

For others, the evolution of the IMF represents nefarious mission creep,
a bureaucratic effort to expand the institution’s scope and influence. Thus,
Michael Bordo and Harold James (2000) describe a process of supply re-
sponse to perceived, but questionable in their view, market failures and
the demands of IMF members for help to cope with them. They advocate
a narrowing of the scope of the IMF’s activities to establishing data stan-
dards, dealing with short-term liquidity problems, and providing infor-
mation to markets via surveillance.

At the other end of the ideological spectrum, Sarah Babb and Ariel
Buira (2005) bemoan what they see as an increase in the discretion exer-
cised by the IMF management and staff, the absence of rules, and a ten-
dency toward “mission push” by the United States and other members of
the G-7. They advocate a more rules-based organization with increased
transparency and accountability, increased financial assistance associated
with fewer and narrower conditions, and a reworked governance and
voting structure, including the elimination of the US capacity to block
(veto) some decisions.

The IMF has evolved, but the role of the IMF as an institution of collec-
tive global governance has always been limited. Timothy Geithner, in
June 10, 2004, remarks before the Bretton Woods Committee on the sub-
ject of the Bretton Woods institutions and the 21st century, aptly described
its continuing dilemma:

The Fund, from its inception, was burdened by a mismatch between the aspira-
tions of its architects and the authority and instruments they gave the institution
to pursue those ambitions. Its authority over the policies of its members was lim-
ited. Its resources were small, and the facilities established to deploy those re-
sources were modest relative to the problems they were designed to address.

Notwithstanding concerns within and outside the Fund about mission
creep, there is broad agreement on the core activities of the Fund: fiscal
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policies, monetary policies, and exchange rate policies. As mentioned
above, the financial sector joined this triumvirate about 10 years ago, and
this has been an area of rapid expansion as well as considerable accom-
plishment, but not without its critics and controversies.

This extension of the Fund’s core activities to the financial sector has
been somewhat problematic. First, as noted, it is not well based in the Ar-
ticles of Agreement. Second, the Fund shares jurisdiction in this area with
the World Bank, which often has a longer-term perspective on financial-
sector issues, a different relationship with its members, and naturally a
different set of views about what should be done and when. Third, the
Fund is not a financial supervisor. The Fund was the principal drafter of
only three of the dozen internationally recognized standards and codes
that have been endorsed by the IMF and the World Bank in connection
with their Reports on Observance of Standards and Codes (ROSCs).5 The
Fund’s principal and important role has been in the area of compliance
with existing standards and codes.

In practice, of course, the IMF is now heavily involved in financial-sector
and related capital market issues in its analyses and its country programs.
The broad membership of the Fund has grudgingly accepted this involve-
ment as it argues about details. For example, how broad and intrusive
should be the examinations of countries’ compliance with international
standards on anti–money laundering and combating the financing of ter-
rorism? To what extent should the results of those examinations be fac-
tored into structural conditions in programs receiving IMF (or World
Bank) financial support?

The United States and the rest of the G-7 continue to press the IMF in
this area. Acting Under Secretary of the Treasury for International Affairs
Randal Quarles (2005), of the United States, stated in testimony, “The IMF
needs to integrate more fully capital market and financial-sector analysis
into the daily life of the Fund.” In partial response to similar views ex-
pressed in the context of commenting on the Fund’s own medium-term
strategic review, Managing Director de Rato in June 2005 formed a work-
ing group under the direction of William McDonough to provide an in-
dependent perspective on how well the Fund has organized its financial-
sector analysis.
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5. The IMF has been principally responsible for drafting the standards on data transparency,
fiscal transparency, and monetary and financial policy transparency. Various international
standards-setting bodies had principal responsibility for drafting eight of the other nine
standards; for example, in the case of the banking supervision standard, the Basel Commit-
tee on Banking Supervision undertook this responsibility after much prodding from many
quarters. The World Bank was the principal drafter of the standard on insolvency and cred-
itor rights.
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Tools and Activities

To carry out its mission, the IMF uses three principal tools: surveillance,
lending, and technical assistance.6 These activities contribute to the pro-
duction of two basic products: policy advice and financing.

Surveillance operates at several levels. At the core are the essentially an-
nual Article IV consultations with individual countries on their economic
and financial policies and prospects, including “firm surveillance” over
their exchange rate policies. These reviews cover the full range of macro-
economic policies and performance and include, as well, microeconomic
and structural policies and issues such as trade policies, labor-market
policies, and pension systems. Of the members, 88 percent have agreed, at
least once, to allow the resulting written assessments to be published.
Also of the members, 97 percent have agreed, at least once, to the publi-
cation of a public information notice (PIN) that summarizes the staff’s
and the Executive Board’s views of the country’s policies and perfor-
mance after an Article IV consultation (IMF 2005g, table 1).7

Individual countries may also volunteer for reviews of their financial
sectors and associated risks and vulnerabilities.8 In addition, members may
volunteer for assessments of their compliance with the 12 principal inter-
national standards, codes, and principles.9 The 1999 initiative to involve
the IMF and the World Bank in reviews of compliance with international
standards was a major component of the effort to strengthen the interna-
tional financial architecture. It is intended to aid countries in their reform
efforts, to aid the Fund and Bank in their work with countries, and to in-
form market participants. At a recent review of the initiative (IMF 2005d),
executive directors were “broadly satisfied with the initiative’s effective-
ness”—faint praise indeed—but expressed disappointment that market
participants’ use of the ROSCs remains low. However, Rachel Glennerster
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6. The IMF’s research activities are an omitted tool from this standard list. Since the institu-
tion’s founding, those activities have played a major role in establishing the Fund’s policy
credibility. That tool should not be neglected.

7. Publication is a voluntary decision by the member country; a few countries have not per-
mitted publication every year after first permitting publication.

8. The Financial Sector Assessment Program (FSAP) is conducted jointly with the World
Bank. As of August 31, 2005, 50 percent of IMF members had completed FSAPs (IMF 2005g,
table 1). Another 17 percent had FSAPs under way or their participation in the program had
been confirmed. The FSAP also forms the basis for confidential Financial Sector Stability As-
sessments (FSSAs) that look at the vulnerability of the macroeconomy to financial shocks
and the vulnerability of the financial system to macroeconomic shocks.

9. The resulting documents are ROSCs. The reports consist of various modules, and a coun-
try may voluntarily agree to publish the reports. As of August 31, 2005, the reports on 74 per-
cent of the completed modules had been published.
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and Yongseok Shin (2003) find statistical evidence that the market rewards
transparent countries, including those countries that comply with interna-
tional standards and codes, with lower spreads. Charis Christofides, Chris-
tian Mulder, and Andrew Tiffin (2003) in a careful study reach a similar
conclusion with respect to both spreads and ratings. However, the size of
the effects provides limited leverage over compliance with codes. More-
over, empirical work in this area is in its infancy (Goldstein 2005a).

The Fund also conducts regional surveillance, for example of the euro
area. It conducts global surveillance in the form of its semiannual reviews
of the global economic outlook and of the global financial system.10 In
addition, the IMF staff prepares special reviews for meetings of various
international groups such as the G-7 finance ministers and central bank
governors for their meetings three times a year, for meetings of the dep-
uties and the finance ministers of the Asia-Pacific Economic Cooperation
(APEC) forum, and for meetings of the G-20 finance ministers and central
bank governors.11

IMF lending takes place through a number of arrangements and facili-
ties. The bread-and-butter Stand-By Arrangement (SBA) is designed to
provide financing for members to help them deal with short-term balance
of payments financing problems. The Extended Fund Facility (EFF) is in-
tended to provide financing for members with longer-term balance of
payments and structural problems. The Supplemental Reserve Facility
(SRF) is used to supplement the regular balance of payments financing by
providing larger amounts for shorter maturities and at higher interest
rates in connection with “capital account crises.”12 The Compensatory
Financing Facility (CFF) covers shortfalls in goods and services export
earnings or increases in the cost of cereal imports that are temporary and
caused by events beyond a member’s control. Under the same heading is
emergency assistance associated with natural disasters and postconflict
situations. Finally, the Fund has a Poverty Reduction and Growth Facility
(PRGF) that makes longer-term low-interest loans to low-income coun-
tries with structural balance of payments problems.13 Countries eligible to
borrow under the PRGF are those that are also eligible to borrow from the
World Bank Group under its International Development Association (IDA)
window. The Poverty Reduction Strategy Papers (PRSPs) in principle are
prepared by the borrowing country as the basis for PRGF lending and are
reviewed by the Executive Boards of both the Fund and the Bank.

38 REFORM OF THE IMF FOR THE 21ST CENTURY

10. The associated published reports are the highly regarded World Economic Outlook and
Global Financial Stability Report.

11. These documents are not published and probably should be.

12. In capital account crises, macroeconomic policies are reasonably sound and current ac-
count deficits are small, but a country faces a sudden reduction or reversal in capital inflows.

13. The PRGF was established in 1999; it replaced the Enhanced Structural Adjustment Fa-
cility (ESAF) that had been created in 1987.
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14. An evaluation of the revenue and expenses of the IMF’s expanding operations is beyond
the scope of this study and the expertise of its author, although I touch on it in the section on
financial resources. Nevertheless, this is a major issue and is linked to other issues such as
the amount of IMF lending and how the IMF finances its routine activities.

15. For example, Lynch (2005) stated that the IMF’s tool kit has “four core components: sur-
veillance, lending, capacity building, and poverty reduction.”

16. The resources for PRGF lending are borrowed from countries and institutions generally
at market-related interest rates. The terms of the lending to the PRGF borrowers (0.5 percent
per year with repayments semiannually starting 51⁄2 years and ending 10 years after disburse-
ment) are in turn subsidized through donations and the IMF’s own resources.

17. Table 2.5 shows 81 percent of PRGF-eligible countries were borrowers because I have
classified India, technically PRGF eligible, as an emerging-market country in that table and
other tables in this chapter.

The IMF also provides technical assistance to its members, normally
free of charge. The technical assistance is intended to strengthen a coun-
try’s institutional capacities in the areas of the IMF’s expertise, such as
central banking. This major activity absorbs a substantial portion of the
IMF’s financial and human resources. The activity is generally only loosely
linked to IMF lending programs, actual or potential. Most of the technical
assistance is financed out of the IMF’s own resources, but about one-third
is financed by contributions from its members. In fiscal year 2004, the
IMF’s share of the cost of its technical assistance absorbed 23 percent of
the gross administrative budget, or $190 million, and about 700 person-
years (IMF-IEO 2005b). Approximately 70 percent of the technical assis-
tance goes to low-income countries with per capita incomes of less than
$1,000 per year.14

In addition to these three core tools, some observers include poverty re-
duction as a fourth, although one might more reasonably consider it a po-
tential goal.15 The reduction of poverty in low-income countries is cer-
tainly an activity to which the IMF devotes a large amount of staff
resources.16 Under the PRGF, 78 countries are potentially eligible to bor-
row from the IMF. As of May 31, 2005, 62 countries (four-fifths of those el-
igible) had PRGF credit outstanding from the IMF.17 The PRGF credit out-
standing accounted for 73 percent of all IMF credit outstanding as of that
date. Thus, poverty reduction is a major objective of IMF activity today.
For example, 8 of the 33 pages in Managing Director de Rato’s report to
the April 2005 IMFC on the IMF’s policy agenda dealt with IMF support
for low-income members (IMF 2005f).

Facts about the IMF and Its Lending

It is useful to look at some data on the IMF’s evolution as an international
monetary institution. Shortly after the IMF was founded in 1945 it had 40
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members.18 Thirty years later its membership had tripled to 127 members.
An additional 57 members joined during the following 30 years to make 
up the current membership of 184.19 The membership consists of 24 indus-
trial countries, 77 countries that are now eligible to borrow from the PRGF,
22 countries that we have classified somewhat arbitrarily as emerging-
market countries, and 61 other developing countries; see table 2.1.20

Table 2.2 provides a summary of the composition of the IMF’s mem-
bership in 2005 and in 1975 by category of country and region of the world.
By category of country, the largest increases were in what are now PRGF-
eligible countries (28) and other developing countries (23). By region of
the world, the largest increases were in Europe (27), principally in Eastern
Europe and the former Soviet Union, Asia (12), and Africa (12).

More relevant than the evolution of the characteristics of the members
of the IMF are the trends in patterns in the number of members that bor-
rowed from the Fund over this 30-year period. Table 2.3 shows the distri-
bution of the number of members with credit outstanding at the end of
five-year periods from 1975 to 2005.21 In 1975 and 1980, industrial coun-
tries represented about 10 percent of the countries with credit outstand-
ing from the IMF, in contrast with zero from 1990 until today. Over the

40 REFORMING THE IMF FOR THE 21ST CENTURY

18. At the Bretton Woods conference in 1944, it was anticipated the IMF would have 45
founding members. However, the Union of Soviet Socialist Republics never joined, and Aus-
tralia, Haiti, Liberia, and New Zealand delayed in joining. Three of the remaining founding
members later withdrew: Czechoslovakia, Cuba, and Poland.

19. Twenty-five of the new members were from Eastern Europe and the former Soviet
Union. Most of the remaining new members were small island nations, some having just re-
ceived their independence. There were also a few African countries such as Mozambique,
Namibia, and Zimbabwe, reflecting the final chapters of colonialism.

20. The area classification in table 2.1 and subsequent tables follows that found in the IMF’s
International Financial Statistics, hence the placement of some countries often classified as
“Asian” in “Europe” and some normally North “African” countries in the “Middle East.”
The PRGF category of borrowers did not exist in 1975, much less in 1945. Although India is
technically PRGF eligible, we classify it with the emerging-market countries.

21. Data on IMF credit outstanding, which reflect current programs as well as recently com-
pleted and in some cases suspended programs, provide a more informative picture of the
pattern of the Fund’s financial operations than the number or size of programs at particular
dates. The data I have assembled, as best I can determine, capture all member countries that
borrowed from the IMF during the 1975–2005 period, as well as prior to 1975, with the ex-
ception of Czechoslovakia/Czech Republic. Czechoslovakia rejoined the IMF in September
1990. Soon thereafter in March 1991 it received financial support from the IMF in the form
of a 14-month program. Following the Velvet Revolution in 1993 that led to the creation of
two countries—the Czech Republic and the Slovak Republic—the Czech Republic took on
its share of the IMF credit outstanding to it, had a new program starting in March 1993, but
entirely repaid the IMF in 1994. Consequently it is not recorded as having had credit out-
standing from the IMF in either 1990 or 1995. These data also do not cover countries that had
only a precautionary SBA or EFF and did not draw upon those arrangements: Colombia,
Nigeria, and Paraguay. Colombia and Paraguay had such programs in May 2005.
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entire period, emerging-market countries with credit outstanding fluctu-
ated from 13 percent of the total number of borrowers in 1975 and 9 per-
cent in 1980 to a high of 18 percent five years later and only 7 percent today.
Current PRGF-eligible countries with IMF credit outstanding rose steadily
from 58 percent of all borrowers in 1975 to 73 percent today. Finally, the
share of other developing countries among all countries with IMF credit
outstanding has fluctuated between 20 and 30 percent since 1980.

Equally important to understanding the IMF’s evolution as a lender is
the distribution of the amount of IMF credit outstanding to different cate-
gories of members at five-year intervals during the 1975–2005 period.
Table 2.4 provides some relevant data. With respect to categories of coun-
tries (top panel), in 1975 almost half of IMF credit outstanding was to in-
dustrial countries, but that rapidly diminished to zero by the late 1980s.
In contrast, IMF credit to the group identified as emerging-market coun-
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Table 2.2 Composition of IMF membership, 2005 and 1975

Classification Middle Western

of countries Africa Asia Europe East Hemisphere Total

2005

Industrial countries 0 3 19 0 2 24

Emerging-market

countriesa 1 8 5 1 7 22

Other developing

countries 11 5 17 12 16 61

PRGF-eligible

countriesb 41 18 8 1 9 77

Total 53 34 49 14 34 184

1975

Industrial countries 0 3 17 0 2 22

Emerging-market

countriesa 1 8 1 1 7 18

Other developing

countries 9 1 4 12 12 38

PRGF-eligible

countriesb 31 10 0 2 6 49

Total 41 22 22 15 27 127

PRGF = Poverty Reduction and Growth Facility

a. Even though India is PRGF eligible, we classify it as an emerging-market economy because it is

often treated as such by market participants.

b. Based on IMF categorization as of March 2005.

Source: IMF, International Financial Statistics, 2005 and 1975.

02--Ch. 2--31-126  3/31/06  11:14 AM  Page 42

Institute for International Economics  |  www.iie.com



tries rose steadily from 27 percent in 1975 to 76 percent today.22 As indi-
cated in the second memorandum item in table 2.4, IMF credit outstand-
ing as a percentage of total IMF quotas appears to have been remarkably
stable at about 25 percent, with 1980 an outlier on the low side and 1985
on the high side. However, these ratios are affected somewhat by the tim-
ing of quota increases.

Interestingly, credit outstanding to PRGF-eligible countries reached its
peak in 1980 at 37 percent of the total and is now only 14 percent. The de-
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22. Contrary to the impression left by some official rhetoric in recent years about more lim-
ited lending to large borrowers, total IMF credit outstanding to emerging-market countries
(the principal large borrowers) as of May 31, 2005, was SDR 42.2 billion compared with SDR
34.3 billion at the end of 2000.

Table 2.3 Distribution of members with IMF credit outstanding,

1975–2005 (percent)

Category of country 1975 1980 1985 1990 1995 2000 2005a

Industrial countries 11 10 2 0 0 0 0
Emerging-market

countriesb 13 9 18 16 11 11 7
Western Hemisphere 4 1 6 7 5 4 4
Asia 6 5 8 6 2 4 2
Other 4 3 4 3 4 2 1

Other developing countries 17 20 20 22 30 22 20
PRGF-eligible countriesc 58 61 60 62 59 67 73

Africa 34 39 37 41 37 40 44
Other 25 23 23 21 22 28 29

Total 100 100 100 100 100 100 100

Memorandum:
Total number of countries 

with credit outstanding 53 80 87 86 98 91 85
Countries with credit

outstanding as a percent
of total members 42 57 58 56 55 50 46

PRGF = Poverty Reduction and Growth Facility

a. Data as of May 31, 2005.

b. Even though India is PRGF eligible, we classify it as an emerging-market economy because it is

often treated as such by market participants.

c. Based on IMF categorization as of March 2005.

Note: Data capture all member countries that borrowed from the IMF during the 1975–2005 period,

with the exception of Czechoslovakia/Czech Republic. This country was briefly indebted to the IMF

between 1991 and 1994. Consequently, it was not picked up as having had credit outstanding to the

IMF in either 1990 or 1995. See footnote 22 in the text for more details.

Sources: IMF, International Financial Statistics (various years); IMF annual reports (various years).
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cline during the past five years in part reflects the heavily indebted poor
countries (HIPC) program of write-offs of debt to the IMF and other in-
ternational financial institutions; but it is notable that by 1995, well before
this phase of the HIPC program began, those countries accounted for only
22 percent of the total.

With respect to regions of the world (lower panel), the share of IMF
credit outstanding to countries in the Western Hemisphere rose to a peak
in 1990, had declined sharply by 2000, but today amounts to almost half of
the total because of large programs with Argentina, Brazil, and Uruguay.
The share of credit outstanding to members in Asia has had two peaks of
38 percent in 1980 and 2000, but it has since declined back to 15 percent,
where it was in 1990. The share of credit to European countries declined
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Table 2.4 Distribution of IMF credit outstanding, 1975–2005 (percent)

Category of

country/region 1975 1980 1985 1990 1995 2000 2005a

Industrial countries 48 12 2 0 0 0 0

Emerging-market countriesb 27 35 60 60 63 70 76

Other developing countries 7 16 13 11 15 9 10

PRGF-eligible countriesc 19 37 24 29 22 21 14

Total 100 100 100 100 100 100 100

Africa 8 26 22 25 17 13 9

Asia 28 38 30 15 12 38 15

Europe 49 20 10 4 27 34 28

Middle East 4 5 1 1 1 1 1

Western Hemisphere 11 11 37 55 43 14 47

Total 100 100 100 100 100 100 100

Memorandum:

Total credit outstanding 

(in billions of SDR) 7.4 11.1 37.7 23.3 41.6 49.3 55.6

Percent of total quotas 25.1 17.6 40.0 25.6 28.6 23.4 26.0

PRGF = Poverty Reduction and Growth Facility

SDR = special drawing rights

a. Data as of May 31, 2005.

b. Even though India is PRGF eligible, we classify it as an emerging-market economy because it is

often treated as such by market participants.

c. Based on IMF categorization as of March 2005.

Note: Data capture all member countries that borrowed from the IMF during the 1975–2005 pe-

riod, with the exception of Czechoslovakia/Czech Republic. This country was briefly indebted to

the IMF between 1991 and 1994. Consequently, it was not picked up as having had credit out-

standing to the IMF in either 1990 or 1995. See footnote 22 in the text for more details.

Source: IMF, International Financial Statistics (various years).

02--Ch. 2--31-126  3/31/06  11:14 AM  Page 44

Institute for International Economics  |  www.iie.com



after 1975, rose again during the 1990s with special lending programs for
new members from Eastern Europe and the former Soviet Union, and has
recently declined. Finally, the share of credit to African countries moved
steadily downward after 1980.

Table 2.5 provides a final summary of the pattern of IMF lending ac-
tivity during the past 30 years. The data show for each year the number
of countries in each category (top panel) or in each regional group (bot-
tom panel) with credit outstanding from the Fund as a percentage of the
(changing) total number of countries in each category or in each regional
group. What is most striking is the remarkable stability (and slight decline
since 1985) in the share of the total number of countries with IMF credit
outstanding; that share rose by 16 percentage points between 1975 and
1985 and subsequently has declined by 12 percentage points. During the
entire period, industrial countries have declined from 27 percent with
credit outstanding in 1975 to zero since the late 1980s. The proportion of
PRGF-eligible countries with credit outstanding rose after 1975 and has
remained near 80 percent ever since. Emerging-market countries reached
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Table 2.5 Proportion of countries within groups with credit

outstanding, 1975–2005 (percent)

Category of

country/region 1975 1980 1985 1990 1995 2000 2005a

Industrial countries 27 36 9 0 0 0 0

Emerging-market countriesb 39 39 84 67 50 45 27

Other developing countries 24 40 40 42 51 33 28

PRGF-eligible countriesc 63 82 80 80 76 80 81

Total (all IMF members) 42 57 58 56 55 50 46

Africa 44 77 74 79 77 75 74

Asia 55 64 70 57 35 39 32

Europe 36 41 22 12 50 44 35

Middle East 20 13 13 21 21 14 21

Western Hemisphere 44 55 71 68 58 44 44

Total (all IMF members) 42 57 58 56 55 50 46

PRGF = Poverty Reduction and Growth Facility

a. Data as of May 31, 2005.

b. Even though India is PRGF eligible, we classify it as an emerging-market economy because it is

often treated as such by market participants.

c. Based on IMF categorization as of March 2005.

Note: Data capture all member countries that borrowed from the IMF during the 1975–2005 pe-

riod, with the exception of Czechoslovakia/Czech Republic. This country was briefly indebted to

the IMF between 1991 and 1994. Consequently, it was not picked up as having had credit out-

standing to the IMF in either 1990 or 1995. See footnote 22 in the text for details.

Sources: IMF, International Financial Statistics (various years); IMF annual reports (various years).
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a peak in these terms in 1985, and their percentage has been on a down-
trend subsequently. The peak for other developing countries was in 1995,
reflecting borrowing by new members in Eastern Europe and the former
Soviet Union.

Given these data on IMF credit outstanding by categories of countries,
it is not surprising that a high proportion of African members of the IMF
have had credit outstanding from the IMF since 1980. The proportions of
Western Hemisphere countries and Asian countries with credit outstand-
ing from the Fund have been declining since 1985. The European pattern
reflects the IMF’s high level of initial involvement with its new European
members. Finally, a remarkable feature revealed by the data in the table is
the consistent, low level of involvement by Middle Eastern countries with
the IMF in terms of IMF credit outstanding to them.23

An interesting question is how will or should the data presented in
tables 2.1 through 2.5 evolve. The answer will depend on the extent of 
(1) volatility in global economic and financial conditions, (2) vulnerabil-
ity of different categories or groups of countries to those fluctuations as
well as the strength of their own policy regimes, and (3) willingness of the
IMF to lend.

One can be hopeful for continued favorable global economic and finan-
cial conditions. However, neither the national nor the global business cycle
has been outlawed, and global economic and financial conditions are un-
likely to remain as benign as they have been during the past few years.

On vulnerability, a strong case can be made that several emerging-
market and other developing countries have successfully implemented
macroeconomic and microeconomic structural improvements that have
reduced their vulnerability to external or internal shocks. Moreover, these
two groups have substantially increased their holdings of international
reserves. From 1994 to 2004, the 22 emerging-market countries listed in
table 2.1 increased their combined holdings of foreign exchange reserves
by more than 300 percent. The average increase was 384 percent.24 These
countries as a group increased their foreign exchange reserves from eight
times their combined IMF quotas in 1994 to 24 times them in 2004. The
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23. Evidence of the lack of close involvement of members from the Middle East with the
IMF is that as of August 31, 2005, (1) only 57 percent of those members have ever agreed to
the publication of their Article IV consultation reports (compared with 88 percent for the
IMF’s membership as a whole) and (2) only 34 percent of those members have allowed pub-
lication of ROSC modules completed for these countries (compared with 74 percent for the
total membership) although the average number of modules completed per Middle Eastern
country (3.1) is close to the IMF average (3.6) (IMF 2005g, table 1).

24. Excluding China and Russia, which had the largest increases, the average increase was
234 percent. The average increase in foreign exchange reserves for the eight emerging-
market economies in Asia was 450 percent, with the most dramatic increases in China (1,000
percent), South Korea (640 percent), and India (500 percent).
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other developing countries increased their reserves by more than 275 per-
cent. The average was 308 percent.25 These countries as a group increased
their reserves from three times to nine times their quotas.

Thus, as reviewed extensively in chapter 3 of the BIS Annual Report
(2005), many of these countries have put themselves in positions in which
they have taken out a considerable amount of self-insurance against fu-
ture global economic and financial disruption and the possible need to
borrow from the IMF, although uncovered risks definitely remain.

The jury is still out on the third factor—the willingness of the IMF to
lend. Certainly, many observers and a number of key members of the 
IMF believe that the IMF should substantially curtail the scale of its lend-
ing to emerging-market and other developing countries with normal, if
not continuous, access to international capital markets. If these countries
qualify for IMF loans, the size of those loans should be sharply restricted
relative to their quotas. This view, if it prevails, could well lead to a fur-
ther increase in self-insurance with respect to improved policies and fur-
ther increases in international reserves.26 The result might be a significant
further reduction in IMF credit outstanding to countries other than the
PRGF-eligible countries.

With respect to the PRGF-eligible countries, a substantial number of ob-
servers and a few members of the IMF have the view that IMF lending
should be sharply curtailed or should be shifted to the World Bank while
IMF programs of technical assistance and policy advice in the form of
nonborrowing programs should continue.

In addition to these trends and attitudes, a number of East European
countries are now under the political, economic, and one would presume
financial umbrella of the European Union. If they are in need of financial
assistance during the next decade, they will not turn first to the IMF.
Many Asian countries are strongly averse to borrowing from the IMF
given their experience in the late 1990s and are actively involved in trans-
forming the Chiang Mai Initiative into an Asian monetary fund—a more
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25. These data are for only 48 of the 61 “other developing countries” listed in table 2.1 be-
cause data are not available on the foreign exchange reserves of the other 13 countries in
1994 and/or 2004.

26. Eduardo Borensztein (2004) presents a number of indicators of potential demands for
IMF resources over the next 20 to 50 years. He argues that the heavy borrowers from the
Fund today, in terms of total amounts borrowed, are the middle-income countries. He fur-
ther argues that the share of those countries in the total membership of the IMF should rise
over this period, in particular during the next 20 years. Finally, he calculates that if China
and India qualified for a package of IMF financial assistance as large as that received by
Mexico in 1995 (6.3 percent of GDP) at the point where their estimated levels of income were
similar (in 2018 and 2032 respectively), the financial demands on the IMF would dwarf the
Fund’s likely resources.
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kindly and understanding version of the Washington institution (Hen-
ning 2002).27

Thus, it is possible to imagine an IMF in the future that only occasion-
ally embarks on new lending programs. Those programs may be limited to
a few emerging-market and developing economies in Latin America that
have not built up large reserve cushions. At most, the Fund will become a
development institution doing very little lending. At worst, it might wither
away or be closed down as some observers have recommended.28

On the other hand, it is too easy to say that the IMF will continue to
exist but that it will become an institution that lends to an increasingly
limited group of countries, with the membership of the institution sharply
differentiated between lenders and borrowers. Industrial countries have
not borrowed from the IMF for decades, and it is difficult to imagine that
they will ever again, but James Boughton (2005) reminds us that the re-
volving character of the IMF continues to be relevant to understanding its
role. He reports that from 1980 to 2004, 44 countries have moved from a
situation of being net lenders to the Fund to finance IMF lending opera-
tions to becoming net borrowers from the Fund and back again to be-
coming net lenders. He also reports that as of 2004, 58 of the 129 countries
that he classifies as developing countries—excluding industrial countries
and market borrowers—had positive net financial positions in the IMF.29

Of these, 15 were net creditors to the Fund.30

IMF Reform Efforts

Whither the IMF? How should it be reformed? There has been no dearth
of ideas. Ten years ago, the Bretton Woods Commission (1994) empha-

48 REFORMING THE IMF FOR THE 21ST CENTURY

27. Evidence of the disaffection of Asian developing countries from the IMF is that as of Au-
gust 31, 2005, (1) only 76 percent of them have ever allowed their Article IV reports to be
published (compared with the IMF average of 88 percent), (2) only 5 of the 29 countries—17
percent—have had FSAPs (compared with the IMF average of 50 percent), and (3) only 45
percent have had ROSC modules completed (compared with 66 percent for the IMF as a
whole). The average number of ROSC modules is 1.8 per Asian country (IMF average 3.6),
and only 51 percent of completed modules for Asian countries have been published (IMF av-
erage 74 percent) (IMF 2005g, table 1).

28. Among those who have advocated closing down the IMF are Allan Meltzer (“Why It Is
Time to Close Down the IMF,” Financial Times, June 16, 1995) because of the moral hazard he
believes is associated with IMF lending; George Shultz, William Simon, and Walter Wriston
(“Who Needs the IMF?” Wall Street Journal, February 3, 1998) on the grounds that the IMF is
no longer needed; and Milton Friedman (2004), arguing that the Fund (and the Bank) have
done substantially more harm than good.

29. Their reserve tranche positions, consisting of reserve assets they have paid into the IMF,
were positive.

30. Their reserve tranche positions were larger than the reserve assets they have paid into
the IMF because they have lent their currencies through the IMF to other countries.

02--Ch. 2--31-126  3/31/06  11:14 AM  Page 48

Institute for International Economics  |  www.iie.com



sized in its conclusions that the IMF should play a larger role in the inter-
national monetary system, seeking greater exchange rate stability and bet-
ter coordination of economic policies. The Commission also advocated
concentration on sound macroeconomic policies in IMF lending programs
and its reduced duplication of the functions of the World Bank. Finally, it
called for improved governance, including adjustment of quota shares in
line with “the changed realities of relative economic importance in world
trade, capital flows, and GNP,” increased openness, and explaining its
mission better.

In the late 1990s, in the wake of, first, the Mexican crisis and, later, the
East Asian financial crises, the Russian default, and the Brazilian crises,
public and private groups issued a flurry of reports and proposals for IMF
reform. Barry Eichengreen (1999) provides a nice summary of the debate
on reform of the international financial architecture as of the late 1990s
along with some proposals of his own. Robert Rubin and Jacob Weisberg
(2003) provide an insider’s view of the initial evolution of the debate on
the international financial architecture.31

A report of a study group sponsored by the Council on Foreign Rela-
tions (1999) included seven priority items for IMF reform:

� The IMF should lend on more favorable terms to countries that take
effective steps to reduce their crisis vulnerability.

� Emerging-market countries with fragile financial systems should dis-
courage short-term capital inflows.

� The private sector should promote fair burden sharing in workout sit-
uations, including the adoption of collective action clauses; and IMF
lending to countries in arrears to the private sector should be subject
to tight conditions on “good faith” negotiations with those creditors.

� Emerging-market countries should not adopt exchange rate regimes
with pegged rates.

� The IMF should abandon large rescue packages and adhere to its nor-
mal lending limits.

� Both the IMF and World Bank should focus on their core responsibili-
ties and limit operations in the other institution’s domain.

� A global conference should meet and agree to priorities and timetables
to strengthen national financial systems.
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31. “International financial architecture” was the lofty phrase that Secretary of the Treasury
Rubin first used in a 1995 speech that sought to set out US thinking on the subject of reform
of the IMF and the international financial system.
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Note that six of these seven prescriptions, and implicitly a seventh (the
sixth bullet item), relate almost exclusively to the IMF’s role vis-à-vis
emerging-market economies.

One of the most prominent and influential reports with regard to Wash-
ington opinion was that of the congressionally chartered International Fi-
nancial Institutions Advisory Commission (IFIAC 2000), also known as
the Meltzer Commission. The central set of its recommendations focused
on IMF lending in crisis situations, which the IFIAC agreed should con-
tinue. However, the majority view was that after a transition period such
lending should be limited only to countries that had prequalified for such
lending on the basis of a short list of criteria. Moreover, that lending
should be short-term lending at a penalty interest rate. The IFIAC also rec-
ommended closing the PRGF, but that recommendation was understood
to encompass its possible transfer to the World Bank.32

In response to some of the reports and recommendations that were
appearing at the time, and in part to anticipate the recommendations of
the IFIAC, Secretary of the Treasury Lawrence Summers on December 14,
1999, delivered a speech entitled “The Right Kind of IMF for a Stable Global
Financial System” at the London School of Business. He made six basic
points and proposals for the IMF:

� promote the flow of better information to markets;

� focus on financial vulnerabilities as well as macroeconomic vulner-
abilities;

� be selective in providing its financial support, inter alia, because “[t]he
IMF cannot expect its financial capacity to grow in parallel with the
growth of private-sector financial flows”;

� improve engagement with the private sector on capital market issues
by setting up a capital markets advisory group and rationalizing its
approach to private-sector involvement in the management of finan-
cial crises;

� refocus support of growth and poverty reduction in the low-income
countries; and

� reform institutionally in terms of transparency and openness and also
in its governance structure.

On the final point, Summers said the IMF “should move over time to-
ward a governing structure that is more representative and a relative al-
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32. John Williamson (2001) summarizes the major reports issued after the first round of de-
bates along with some ideas of his own. See also the review of reform proposals in Goldstein
(2003).
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location of quotas that reflects changes under way in the world econ-
omy—so that each country’s standing and voice is more consistent with
their relative economic and financial strength.”

Substantial movement, many observers would say progress, has been
made on most of the areas highlighted by Summers. Where there has not
been movement, for example, in the area of IMF governance, the issues
are still very much alive.

US Acting Under Secretary Randal Quarles (2005) summarized the pro-
gress that has been made in recent years on IMF reform, understandably
emphasizing a break with the past more than the record supports. He said
that limits and criteria for IMF lending have been clarified. He noted that
the IMF is now focused more directly on its core macroeconomic areas of
expertise, including financial sectors. He said that more attention is being
given to short-term financing. He highlighted the increase in IMF trans-
parency and work on codes and standards for the financial system. He
noted the progress on crisis management with many countries embracing
the use of collective action clauses (CACs) in their international borrow-
ing instruments.33

Looking forward, Quarles identified the importance of the IMF’s
strengthening surveillance and crisis prevention, promoting strong poli-
cies without lending (nonborrowing programs), and effectively support-
ing low-income countries. He also noted that Secretary Snow beginning 
in October 2004 had “emphasized that change is needed to address the
growing disparity between the IMF’s governance structure and the reali-
ties of the world economy.”

Some observers have other lists of priorities. Boughton (2004) highlights
four key reforms:

� strengthening surveillance and early warning systems;

� designing lending programs to restore market access and growth;

� providing appropriate direction of policy advice and financial support
for low-income countries; and

� improving the equity and effectiveness of IMF governance.

Timothy Lane (2005) identifies five key open issues for the IMF:

� consensus on the IMF’s role in the prevention and management of
crises in emerging-market economies;

� the scope of IMF conditionality;
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33. Immediately following the 1995 Mexican crisis, collective action clauses were proposed
by informed observers (Eichengreen and Portes 1995), endorsed by the official sector (G-10
1996), but resisted by the private financial sector. This reform took almost 10 years and a
great deal of dedicated analysis and persuasion to bring to fruition.
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� the seriousness of the phenomenon of prolonged use of IMF resources
(borrowings outstanding) and what to do about it;

� the IMF’s involvement with low-income countries; and 

� governance issues.

Morris Goldstein (2005a) puts forward a list with a somewhat different
focus and orientation:

� stronger injunctions against exchange rate manipulation;

� better identification and control of currency mismatches in emerging-
market countries;

� even greater emphasis on debt sustainability in IMF surveillance;

� improving the quality of compliance evaluations with international
standards and codes;

� giving greater weight to early warnings of currency, banking, and debt
crises; and

� limiting lending in “exceptional access” cases to cases that are truly
exceptional.

Boughton, Lane, and Goldstein recommend rather disparate approaches
to IMF reform. As indicated earlier, some observers favor narrowing the
IMF’s focus, for example, to lending to the developing countries other than
those with normal market access, perhaps on a precommitted basis, or to
concentrating only on financial-sector issues in those countries. Alterna-
tively, the IMF’s focus might be narrowed principally to emerging-market
countries and the sustainability of their debts and their vulnerability to
disruption.

Meanwhile, the IMF itself embarked in 2005 on a medium-term strate-
gic review (MTSR) with the aim of developing a medium-term strategy.34

The review is internal, but it is under the guidance of the Executive Board
and ultimately the IMFC. On the basis of published reports (Managing
Director de Rato’s address at the joint IMF/Bundesbank symposium on
June 8, 2005; IMF 2005f; IMF 2005j), the review was expected to cover five
broad topics:

� the effectiveness and impact of surveillance;

� the IMF’s analysis of financial sectors and international capital markets;

� the IMF’s lending activities;
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34. This exercise was originally a G-7 initiative.
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� the Fund’s role in low-income countries; and

� various aspects of IMF governance, including internal management is-
sues and voice and participation in the institution by a broader range
of countries.

The IMF issued Managing Director de Rato’s report on the Fund’s medium-
term strategy on September 15, 2005; see chapter 3. 

One topic that has been missing from most recent agendas for IMF re-
form, with the exception of the report of the Bretton Woods Commission
more than a decade ago, is the IMF’s role in the management of the inter-
national monetary and financial system, in particular with regard to ex-
change rate misalignments and global economic imbalances.35 At the April
2005 IMFC, representatives of the G-7 countries and the European Union
(finance ministers Breton, Brown, Eichel, Goodale, Junker, Siniscalco,
Snow, and Tanigaki) paid lip service to the objective of achieving greater
macroeconomic and financial stability insofar as their own macroeco-
nomic policies were concerned. However, in their comments on the IMF’s
strategic direction, none articulated a role for the IMF in this area. Instead,
they implicitly presented a view that the IMF’s primary role should be re-
stricted to nonindustrial countries, preferably the non-emerging-market
countries. The logical inference is that the IMF should become just another
development institution. The next section critically examines the role of
the IMF in the international monetary system.

The IMF’s Role in the International Monetary System

Mervyn King, in his remarks on the international monetary system at a
conference, “Advancing Enterprise 2005,” on February 4, 2005, summa-
rized succinctly the view that the IMF should have a major role in address-
ing the proper functioning of the international monetary system:

The international monetary system should be seen not as a series of bilateral rela-
tionships, but as a multilateral arrangement, albeit one where a small number
[larger than the G-7] of key players can usefully communicate with each other. 
I think we need to rethink the role of the IMF in the international monetary sys-
tem. . . . I am not convinced that the future of the Fund is primarily as an occa-
sional international lender of last resort for middle-income countries suffering fi-
nancial crises.
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35. Most observers use the terms “international monetary system” and “international fi-
nancial system” interchangeably. My preference is to reserve the first term for the conven-
tions, rules, and structures associated with official actions and policies and to reserve the sec-
ond term for the broader set of conventions, rules, and structures that involve private-sector
participants as well, with the second encompassing the first. However, in this chapter I, too,
use the terms interchangeably.
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King’s remarks suggest an IMF role that is broad and should contribute
more than it does today to substantial cooperation, if not coordination, on
national policies affecting the international economy and financial sys-
tem. Others are highly skeptical about international macroeconomic pol-
icy coordination and by implication the role of any international organi-
zation in fostering such coordination. For example, Horst Siebert (2005) at
a conference on the IMF stated, “The best that governments can do is to
follow an atmospheric coordination, i.e., exchanging information on the
situation and the paradigm to be used.”

This section examines the IMF’s role (1) in surveillance, (2) with regard
to exchange rates and policies, (3) in capital account and financial-sector
issues, and (4) with respect to regional arrangements. All four aspects are
central to an effective role of the IMF in the international monetary sys-
tem. In general, if the IMF is to address these aspects effectively, it has to
be more of an umpire and not just an adviser and sometime lender.

Surveillance

It is widely agreed that surveillance and the associated process of policy
coordination and cooperation are central roles of the IMF. Effective sur-
veillance can help to solve the type of coordination problems that under-
mined the health of the global economy in the 1930s and led to the found-
ing of the IMF at the end of World War II. Under the Bretton Woods
system, coordination was forced through the fixed exchange rate system
(gold exchange standard). With the forced abandonment of that system in
the 1970s, surveillance remains an instrument to deal with imbalances in
the global economic and financial system.

The disagreement today is how surveillance fits into the IMF’s overall
mission and whether surveillance has anything to do with the health of
the international monetary system. Thus the IMFC (2005) concluded:

Surveillance is a central task of the IMF and determined efforts are required to en-
hance its effectiveness and impact, building on the conclusions of the Biennial Re-
view of Surveillance. Surveillance should become more focused and selective in
analyzing issues, in an evenhanded way across the membership. Regional and
global surveillance should play an increasingly important role, and be better inte-
grated with bilateral surveillance.

The IMFC’s conclusions, although they mention the important role of
regional and global surveillance that presumably has something to do
with the functioning of the international monetary system, do not provide
much guidance for what the IMF should be doing. The conclusions do
point to the three levels of surveillance: national, regional, and multilat-
eral. It is principally in its multilateral surveillance role that the IMF
becomes concerned with the functioning of the international monetary
system. To the extent that the policies and performances of individual

54 REFORMING THE IMF FOR THE 21ST CENTURY

02--Ch. 2--31-126  3/31/06  11:14 AM  Page 54

Institute for International Economics  |  www.iie.com



countries or groups of countries affect the health and smooth functioning
of the system, national and regional surveillance are also relevant.

The relevant questions with respect to the IMF and the international
monetary system include: What is the scope of such surveillance and
what variables and policies should it cover? Should the IMF more ag-
gressively engage with countries on their exchange rate policies? How
can the IMF be made more effective in altering exchange rate and other
policies? Should the IMF have a larger role to play in policy coordination?
How can the IMF perform its current role better? Or should it have a dif-
ferent role?

Currently many of the concerns and criticisms of the role of the IMF in
the international monetary system are connected with the perception that
global economic imbalances are a threat to international economic and fi-
nancial stability and the IMF should be doing more about them. Of course,
the IMF has hardly been silent on these issues, featuring them in succes-
sive World Economic Outlook reports and issuing special analyses of the
general issue or on aspects of it, such as US fiscal policy. Managing Direc-
tor de Rato devoted more than half of his remarks at the IESE Business
School, University of Navarra, Madrid, on June 10, 2005, to the issue of
global imbalances.

Global imbalances and the policies that support their continuation
largely, but not entirely, involve the major economies: the United States,
the euro area, and Japan. However, many informed and sympathetic ob-
servers despair of making any progress in this area. For example, Timothy
Geithner commented before the Bretton Woods Committee on June 10,
2004, that the Fund “will never be decisive . . . in persuading the G-3 to
avoid policies that create the risk of abrupt changes in financial market
conditions or exchange rates.”

The basic problem, as described by David Peretz (2005) and many oth-
ers, is that the IMF lacks leverage over the policies of countries that do not
need, and especially those that never anticipate having a need, to borrow
from the Fund. In addition, these countries either do not agree that their
policies risk adverse global effects or, if they agree, they are unable for do-
mestic political reasons to do anything to affect their policies.

Even for those observers who agree there is a need, effective remedies
are not easy to design. Some candidates for remedies include the following:

� Increase transparency. This is a general prescription for many of the
problems of the international financial system, but it applies with some
vigor to global surveillance. José De Gregorio et al. (1999) advocate in-
creased transparency with regard to the IMF’s internal operations along
with increased independence for the Executive Board and the staff.36

OVERVIEW ON IMF REFORM 55

36. Prompt publication of detailed minutes of Executive Board meetings, decisions through
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Their focus is principally with regard to IMF relations with emerging-
market countries, but one could argue those recommendations also
should be relevant to the larger economies that potentially affect the
health of the international monetary system. Barry Eichengreen (2004)
repeats his recommendation that all IMF surveillance documents
should be released to the public, rather than leaving discretion with
each country.

� Increase candor. The IMF (management and staff) has become more can-
did in recent years in its pronouncements on risks to the international
financial system and the links between those risks and the policies of 
the major economies. However, both Michel Camdessus and Jacques de
Larosière (Camdessus, de Larosière, and Köhler 2004) point to the need
for G-7 countries to listen more carefully to what the IMF is saying and
for greater focus on systemic interactions in the process of multilateral
surveillance. Increased candor probably should be coupled with in-
creased IMF humility. When the IMF staff or management predicts a
disaster and the disaster does not occur, there should be an explanation
of why—changes in circumstances or wrong policy prescriptions.

� Specify remedies. IMF reports on countries that are systemically signif-
icant often suggest appropriate changes in policies. IMF reports on the
risks facing the global economy do the same. However, those sugges-
tions are general in nature—tighten fiscal policy, avoid financial bub-
bles, intensify structural adjustment. The IMF might go several steps
further and specify as precisely as possible the size if not the content of
the policy adjustments it would require if the policy excesses of the
countries involved were to lead to a need to borrow from the IMF. This
approach could be applied even in cases where such an eventuality
was highly unlikely. The more specific the IMF was in its advice, the
more specific the country would have to be in rejecting that advice.

� Issue ratings. It has been proposed, and to date rejected, that the IMF
issue ratings of countries. Again, this proposal normally is advanced in
the context of IMF surveillance of countries that might reasonably be ex-
pected to borrow from the IMF, but why should there not be a rating sys-
tem that applies to countries whose policies have systemic significance?

� Develop scorecards. Timothy Geithner, in his remarks before the Bret-
ton Woods Committee, endorsed for emerging-market countries “a
process with more frequent, publicized [IMF] staff assessments of per-
formance against a medium-term framework designed by a member
country.” That approach could be extended to all systemically impor-
tant countries, including important industrial countries.

� Change the paradigm. Multilateral surveillance and the associated sur-
veillance of the systemically important members of the IMF are process
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driven. Even when multilateral surveillance is subjected to independent
evaluation, that evaluation is likely to be process oriented. The IMF’s In-
dependent Evaluation Office is currently evaluating IMF multilateral
surveillance. The draft issues paper (IMF-IEO 2005d, 11) identifies two
objectives: “(i) contributing to transparency by showing how multilat-
eral surveillance works in practice and (ii) identifying areas, if any, where
improvement can be made to make multilateral surveillance more effec-
tive” (emphasis added). This is not a very ambitious work program.

What may be needed is to change the paradigm of IMF surveillance.
The Fund might start from the needs and objectives of the international
monetary system, work back from that assessment to what the assess-
ment implies about the policies of the systemically important countries,
and use the framework to evaluate actual policies. A reasonable, but not
the only, place to start this evaluation might be exchange rates. A wide-
spread view is that (1) excessive exchange rate stability or (2) excessive
swings (or excessive instability) in exchange rates among the major cur-
rencies contribute to imbalances that threaten global prosperity. A
framework of this type is John Williamson’s (1985) target zone proposal
that he has articulated and advocated for many years in a number of dif-
ferent forms and formats; see also Williamson (2000) and Williamson’s
chapter 6 in this volume. An alternative framework might start from an
evaluation of global saving and investment. This starting point would
be likely to produce norms similar to those associated with Williamson’s
target zones or reference rates.

If the IMF were to adopt a new paradigm to use in conducting its
multilateral surveillance, the first step would need to be the develop-
ment of a consensus on that paradigm. The development of such a
consensus need not initially involve the major countries. A substantial
subset of other members of the IMF, if they were sufficiently like-
minded, could initiate the debate. The IMF management and staff also
could instigate it.

Given the central role of surveillance as one of the Fund’s principal tools
and how surveillance relates not only to global economic and financial sta-
bility but also to the design and desirability of individual lending arrange-
ments, a number of officials and observers (Brown 2005 and Ubide 2005,
to name two) have suggested that the surveillance function become fully
independent of the IMF’s lending programs and other programs, includ-
ing for the large countries and presumably with respect to regional and
global surveillance.37 The IMF as an institution might consist of two sub-
sidiaries, the surveillance subsidiary and the program subsidiary, both re-
porting to the management (managing director and deputy managing di-
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rectors) and the Executive Board. Alternatively, the IMF could be split into
two separate institutions. This would be an expensive solution in terms 
of staff resources and could sow confusion if the two bodies reached dif-
ferent conclusions, which would be reasonable because most important
cases come down to a matter of judgment, not analysis.38 Goldstein (2005a)
would address the surveillance of emerging-market economies by more in-
tense concentration on early-warning surveillance, compared with routine
Article IV surveillance.

An unfortunate side effect of the emphasis on the link between the qual-
ity of IMF surveillance and the quality of IMF lending programs that is
made by some critics has been that the role of IMF surveillance with respect
to global economic and financial stability is often viewed as a second-class
activity. Moreover, many critics and observers fail to make the distinction
between IMF surveillance before a country has a program—for example,
with Thailand and Korea in 1996–97—and IMF surveillance after a country
has some type of formal program—for example, with Argentina from the
start of the 1990s through 2001.39

Exchange Rates and Policies

Exchange rates and exchange rate policies are an important subtopic in
surveillance and the associated role of the IMF in the international mone-
tary system. The vagaries of floating exchange rates have produced much
handwringing from some prominent people, including, for example, Paul
Volcker in his remarks before the Institute of International Finance in
Washington on October 10, 1998:

We still hear the siren song that somehow floating exchange rates will solve the
problem. That seems to me a strange and sad refrain. The wide swings in the ex-
change rate of the world’s two largest economies, Japan and the US, has been a
critically important factor contributing to the instability of East Asia generally.
How can there be a ‘correct’ rate, fixed or floating, for Thailand or Indonesia or the
Philippines when the exchange rates of their major trading partners are diverging
sharply? How can it be rational for some Asian countries to be advised to float
their currencies while others are urged to stand firm in fixing their exchange rates,
even while their competitive positions are deteriorating?

58 REFORMING THE IMF FOR THE 21ST CENTURY

38. One argument that motivates advocates of separating the lending and surveillance func-
tions of the IMF is the perception that Fund staff and management have a bias toward lend-
ing to help countries and that this bias clouds their perspective on the advisability of doing
so. The counterargument is that, if this is a correct depiction, it reflects a management fail-
ure instead of a structural failure.

39. The section below on IMF lending facilities touches upon the related issue of the link be-
tween IMF surveillance and a possible insurance facility in the IMF.
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More recently, two former IMF managing directors have commented 
on the issue. In 2004, Michel Camdessus (Camdessus, de Larosière, and
Köhler 2004) wrote:

I still cannot reconcile myself to a degree of instability of exchange rates—every
10 years or so we observe swings of up to 50 percent in the exchange rates of the
major reserve currencies—that is so costly for the entire system, so disruptive for
vulnerable countries, and acceptable only to (if not welcomed by) those whose job
it is to provide profitable cover against those fluctuations.

Jacques de Larosière (also in Camdessus, de Larosière, and Köhler 2004)
came from a somewhat different perspective:

I also believe the international monetary system is slipping into a semifixed à la
carte system where some countries choose their exchange rate peg (often under-
valued) to take the best advantage of their export capacities. The question is what
should the IMF do about this situation?

Morris Goldstein (2005a) has an answer to de Larosière’s question. The
IMF can and should pursue much more aggressively countries that engage
in “currency manipulation” by pegging their exchange rates for extended
periods of time at undervalued levels while piling up foreign exchange
reserves and frustrating the international adjustment process. C. Fred
Bergsten (testimony before the Subcommittee on International Trade and
Finance of the US Senate Committee on Banking, Housing and Urban
Affairs on June 7, 2005) echoes his colleague.

Managing Director de Rato in his report to the IMFC (IMF 2005f) called
for a “deeper treatment of exchange rate issues” and noted that the Exec-
utive Board had held a seminar on operational aspects of moving toward
greater exchange rate flexibility. However, the staff paper prepared for
that discussion (IMF 2004a) was decidedly cool to regimes of floating ex-
change rates. It stressed that four ingredients are needed successfully to
make the transition: (1) deep and liquid foreign exchange markets, (2) a
coherent intervention policy, (3) an appropriate alternative nominal an-
chor such as inflation targeting, and (4) adequate systems to review and
manage public- and private-sector exchange risks. If those are the tests for
success with a flexible exchange rate regime, few countries with floating
exchange rates are successful practitioners because most of them would
fail one or more of those tests. This is not helpful IMF staff guidance.

It is not surprising that the IMF staff was so timid in its paper because
the Executive Board for which it works and many national authorities for
whom the executive directors work are deeply divided on these issues.
The report of the executive directors’ discussion (IMF 2004d) as well as
ample other evidence imply that many policymakers are far from con-
vinced that exchange rate flexibility is ever desirable. Adding more cau-
tions to those advanced by the staff, for example, the executive directors
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� voiced the familiar refrain that no single exchange rate regime is ap-
propriate for all countries in all circumstances, without adding the
qualification that it can be very costly to change regimes;

� called for more work on moving toward greater exchange rate stabil-
ity, for example by joining regional exchange rate arrangements; and

� stressed the need to develop a global monitoring system for hedge
funds if floating is to be successful, implying incorrectly that hedge
funds are the most important source of speculation and exchange rate
volatility in the international financial system.40

If further evidence is needed to buttress the view that the IMF institu-
tionally does not think consistently and coherently about exchange rates
and exchange rate policies, consider two IMF reports on East Asian ex-
change rate arrangements that were completed in the fourth quarter of
2004. In the concluding statement of the Article IV mission to Korea (IMF
2004f), the staff “strongly supports the official policy of allowing the won’s
external value to be determined in the market, with intervention limited to
smoothing operations.” However, it was only shortly after this statement
was released on October 28 that the Korean authorities scaled back their
massive intervention operations and allowed the won to appreciate sharply
over the balance of the year. The IMF staff praised a nonpolicy!

In contrast, in the documents associated with the Article IV consulta-
tion with Hong Kong conducted at essentially the same time (IMF 2005e),
the staff assessment was that the authorities’ “response to appreciation
pressures over the past year has enhanced the resilience of the LERS
[linked exchange rate system, i.e., peg to the US dollar]. The LERS re-
mains robust and the staff continues to support the authorities’ commit-
ment to it.”41 In February 2005, the Executive Board (IMF 2005e) echoed
the staff view: “They reiterated their support for the authorities’ commit-
ment to the LERS.” One might reasonably ask how and why a hard peg
between the Hong Kong dollar and the US dollar makes any economic
sense; the two countries certainly are not an optimum currency area.
Wouldn’t a peg to the Chinese yuan make more sense over the long term?
Doesn’t the Hong Kong dollar’s peg to the US dollar militate against an
early, substantial adjustment of the Chinese yuan against the US dollar?
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40. The Independent Evaluation Office of the IMF will be conducting a review of the IMF’s
advice on exchange rate policy (IMF-IEO 2005c). The review of IMF surveillance over ex-
change rate policies will touch on two sets of issues: (1) members’ choices of exchange rate
regimes and (2) the level of exchange rates in terms of competitiveness, exchange rate sus-
tainability, and exchange rate manipulation. The focus will be the post-1998 period. From the
perspective of the international monetary system, the second set of issues, in particular ex-
change rate manipulation, is most relevant.

41. The LERS at the time was asymmetric in the sense that it was softer on the upside. Sub-
sequently, the regime has been hardened and has become symmetric.
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One would hope that the IMF staff and Executive Board discussed the
issue of the long-term viability of the Hong Kong dollar’s peg and also 
the short-term what-if issue for Hong Kong of a substantial revaluation of
the Chinese yuan. However, such discussions are not hinted at in the pub-
lic documents. Their absence illustrates the tension between candor and
transparency in IMF surveillance.42

Capital Accounts and Financial Sectors

IMF surveillance in practice also extends to members’ capital accounts, in-
cluding the size and composition of their external debts and the potential
for capital account crises. These crises, in turn, are often closely linked to
financial-sector development and stability, an area in which the IMF has
been assigned a major surveillance role along with the World Bank. In ad-
dition, capital controls are a major ingredient supporting exchange rate
policies and the manipulation of exchange rates to present effective bal-
ance of payments adjustment. From a global perspective, all aspects are in-
tegral to the IMF’s role in the international monetary and financial system.

As noted in chapter 2, IMF work on the financial-sector and capital ac-
count issues is not fully grounded in the Articles of Agreement. Possibly
for that reason as well as others, the IMF’s analysis of these issues is
widely regarded as not satisfactory. Although the IMF Executive Board
(IMF 2005c) commended the IMF staff on the “continuing success” of the
FSAP, it is well known that many observers think the program has serious
shortcomings. One point of controversy is that publication of the resulting
ROSC modules is voluntary.43 A second is that a major, systemically im-
portant country—the United States—has not had an FSAP.44 Moreover,
until 2002 Japan successfully resisted an FSAP review of its ailing financial
system. For more than a decade previously, the Japanese financial system
was widely seen as a threat to Japanese economic and financial stability 
as well as to global economic prosperity if not financial stability. Many
would argue that this episode clearly indicates a weakness of the IMF in
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42. A third example is Malaysia (IMF 2005a). The IMF staff concluded that in September
2004 the ringgit was undervalued by 3 to 5 percent in real effective terms, clearly an under-
estimate in the context of the prevailing global imbalances. In contrast, in the case of China
the IMF staff has not even gone so far as to say that the yuan is undervalued. However, it
was only the executive directors (most of them), not the staff, that called for IMF engagement
with the Malaysian authorities about their policy alternatives with a view toward moving
toward greater (than zero, bilateral) exchange rate flexibility.

43. The 68 percent of the member countries with completed ROSC modules have allowed a
total of 74 percent of the results to be published (IMF 2005g, table 1).

44. The only other G-7 country that had not had an FSAP is Italy, which is currently under-
going a review. The only other non-G-7 G-10 country that had not had an FSAP is Belgium,
which is also currently undergoing a review.
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dealing with threats to the stability of the international monetary and fi-
nancial system that originated in the malfunctioning financial sector of a
major economy.

The IMF Independent Evaluation Office in 2005 conducted a review of
the FSAP, including its links with Article IV surveillance as well as the de-
sign and implementation of the FSAP. As noted above, the managing di-
rector assembled the McDonough Working Group to provide an assess-
ment of the IMF’s work on the financial system and capital markets.

Aside from the issue of authority, three basic issues are involved in 
the dissatisfaction with the IMF’s work on capital account and financial-
sector issues. First, the culture and work of the IMF is dominated by
macroeconomists with little training or interest in financial-sector issues,
and that emphasis carries over into the work of the area departments,
which are ill equipped to analyze, or are uninterested in, financial-sector
and capital market issues, reflecting either understaffing or staff with the
wrong skills. Second, substantial IMF staff resources are devoted to the
treatment of these issues, but the institutional payoffs are not associated
with good analyses of particular problems. Instead, the major rewards are
forthcoming for provocative overall assessments that are provided to the
Executive Board and the general public. Third, when it comes to country
surveillance in these areas, not only is it not well integrated with other as-
pects of surveillance but also it is, if anything, too comprehensive and
lacking in prioritization.

On the broader but related issue of capital account policies, it is well
known that the membership of the IMF debated during 1996–97 whether
the IMF Articles of Agreement should be amended to (1) update and clar-
ify the role of the IMF with respect to capital account transactions, (2) es-
tablish capital account liberalization as an objective for IMF members, and
(3) establish the IMF’s jurisdiction with respect to capital account matters.45

This initiative foundered on the fallout from the East Asian financial
crises. Many commentators who should know better, including in the fi-
nancial press, demonized the G-7 and the management of the IMF for this
initiative. The facts are quite different. Stanley Fischer (1998) summarizes
the case quite well:
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45. Capital account liberalization covers two broad areas: (1) cross-border access via direct
investment and the ability to provide services by institutions that operate in the financial
sector and (2) capital account flows or financial transactions. The first area is within the ju-
risdiction of the World Trade Organization (WTO). In the 1990s, the concern of some was
that in the absence of a clear definition of the jurisdiction of the IMF over the second area,
the WTO would further expand its mandate to cover this area as well. On the other hand,
the Fund’s authority over current account transactions pertains to payments (exchange re-
strictions), not the substance of those transactions—tariffs and quotas. The analogous dis-
tinction with respect to the capital account is more difficult to make.
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The increasing importance of international capital flows is a fact that needs to be
better recognized in the laws and agreements that help bring order to the interna-
tional economy and to the process by which individual countries liberalize their
capital accounts. The proposed amendment to the IMF’s Articles of Agreement
will serve this purpose and the international community as well.

The statement attached to the September 21 communiqué of the Interim
Committee (1997) issued in Hong Kong is quite balanced and circum-
scribed. It speaks of the growing importance of private capital move-
ments and the necessity of ensuring the orderly liberalization of capital
flows. It states that the IMF is uniquely placed to assist this process and
asserts the committee’s view that the Fund’s new mandate in this area
should be “bold in its vision, but cautious in its implementation.” The Ex-
ecutive Board in its work on the proposed amendment was called on to
make liberalization of capital movements one of the purposes of the Fund
and to extend the Fund’s jurisdiction over the liberalization process, but
to do so with safeguards, transitional arrangements, flexible approval
processes, and in recognition that in the new world of liberalized capital
movements “there could be a large need for financing from the Fund and
other sources.” As noted, the Executive Board did not complete its work.

Part of the controversy that emerged in the wake of the East Asian fi-
nancial crises, the Brazilian crises, the Russian crisis, Turkey’s crisis, and
the Argentina debacle concerned not the aborted effort to amend the IMF
Articles of Agreement with respect to capital account liberalization but
the extent to which the Fund had been pushing capital account liberaliza-
tion willy-nilly. The report of the IMF-IEO (2005a) did not confirm this
accusation. It finds no evidence that the IMF as an institution used its lev-
erage to push countries to move faster than they were willing to go in lib-
eralizing their capital account transactions. Individual Fund staff, how-
ever, did in general encourage those countries that wanted to do so to
move ahead without paying sufficient attention to the risks involved, the
proper sequencing of the liberalization, and the interaction with domestic
financial-sector development.

This lack of attention to sequencing and financial-sector development
was caused in part by the absence of an official IMF position on capital ac-
count liberalization that allowed individual staff members the latitude to
espouse their own disparate views when it came to advising members on
these issues. The IMF-IEO report (2005a) recommends increased clarity on
these matters and greater attention to supply-side aspects of international
capital flows involving principally the industrial countries and efforts, for
example, to limit herd behavior on the part of investors.46
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46. Williamson (2005) addresses many of these issues in more detail than does the IMF-IEO
report, and various IMF Global Financial Stability Reports have emphasized these issues.
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Where is the IMF likely to go with the issue of the IMF’s role in capital
account liberalization? Peretz (2005) advocates revisiting the consensus of
1996–97 and reviving the idea of an amendment to the IMF Articles of
Agreement on this topic.47

Jack Boorman, in remarks to an Institute of International Finance Sem-
inar in London on November 17, 2004, also advocated revisiting this issue
on jurisdiction grounds vis-à-vis the WTO. He also sees continuing po-
tential for pressure on IMF resources from poorly designed and imple-
mented liberalization programs. However, he cautions that first the IMF
and its membership would need to clear the air on several issues:

� What was the IMF advising member countries with regard to capital
account liberalization in the early and mid-1990s? The IMF-IEO ap-
pears to have dealt with this issue, although critics, being critics, no
doubt will not be satisfied.

� The IMF needs to integrate into its regular operations the past de-
cade’s lessons with respect to capital account liberalization. This pro-
cess seems to be under way but far from complete to the general satis-
faction of most members.

� The motivation of the amendment to the Articles of Agreement needs to
be made clear. In Boorman’s view the motivation should be “to fill a reg-
ulatory gap in the international institutional structure and, by making
liberalization a purpose of the Fund and giving the Fund authority, to
coordinate this activity better within the Fund and, perhaps, even pro-
vide the resources needed to carry out the associated responsibilities.”

The IMF’s Executive Board has discussed more formally reopening the
issue of an amendment to the IMF Articles of Agreement with respect to
capital account liberalization in the context of the Fund’s medium-term
strategy. Managing Director de Rato reported to the IMFC (IMF 2005f, 7):
“[M]ost Directors did not wish to explore further at present the possibil-
ity (raised in 1996–97) of giving the Fund authority over capital move-
ments, although a number of them felt that the Fund should be prepared
to return to this issue at an appropriate time.”

At the IMFC meeting on April 16, 2005, finance ministers from two G-7
countries, Gordon Brown (2005) from the United Kingdom and Domenico
Siniscalco (2005) from Italy, expressed support for greater IMF activity in
this area. On the other hand, Burhanuddin Abdullah (2005), governor of
the Central Bank of Indonesia (speaking for a number of ASEAN coun-
tries), was firmly negative:
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47. Peretz’s position is not altogether surprising, as he was a British official at the IMF in the
1990s and the UK government was a principal advocate for change at that time.
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On the issue of capital account liberalization, we are of the view that the Fund
should not play a “central” role in this area. Past and recent experiences have
clearly demonstrated that capital account restrictions are justified in some cases.
At the same time, countries are already proceeding along the liberalization path,
as they see fit, and as warranted by their own set of economic and financial cir-
cumstances. Therefore, the role for the Fund should be to ensure effective surveil-
lance and that the necessary supporting infrastructure, especially adequate finan-
cial resources and appropriate financing instruments, are in place to help
countries faced with capital account vulnerabilities or difficulties.

The Fund’s role with respect to capital account liberalization, including
the potential transitional role of restrictions on capital flows in particular
for prudential reasons, is an important issue that the IMF will have to ad-
dress more effectively. It is central to the IMF mission in the 21st century.
It is also closely linked to the IMF’s involvement in financial-sector issues. 

Regional Arrangements

A final important area of the IMF’s interface with the international mone-
tary and financial system involves the Fund’s relations and interaction
with other formal or informal international organizations.

On the more formal side, first, are the Fund’s relations with its sister
Bretton Woods institution, the World Bank, where, despite frequent pro-
testations to the contrary from the leadership of the two organizations, it
is widely believed that turf battles are frequent and cooperation and coor-
dination fall short of what a rational person would view as desirable.48

Second, relations with the Bank for International Settlements (BIS) at
present are generally considered better than in the past largely because
the BIS is seen less and less as a rival to the IMF.49

Third, relations with the WTO are uneven, and, as noted, one motiva-
tion for amending the IMF Articles of Agreement with respect to capital
account liberalization was to establish the capital account as the IMF’s

OVERVIEW ON IMF REFORM 65

48. Turf battles and coordination are problems within the institutions as well.

49. A resolution passed at the Bretton Woods conference in 1944 called for the dissolution of
the BIS, as did the US legislation approving the Bretton Woods agreements. Partly reflecting
these sentiments, the Federal Reserve did not take up its seat on the BIS board until Sep-
tember 1994 (Siegman 1994). Since then the BIS has considerably expanded its membership
and the scope of its activities, and it celebrated its 75th anniversary in 2005. However, the
BIS no longer is involved in financing or helping to finance international rescue operations
as it was from its inception through the late 1980s; it played a limited, window-dressing role
in contributing to the Mexican package in 1995. Thus, the BIS and its central bank members
collectively are not in direct competition with the IMF except in the area of ideas, for exam-
ple, assessments of the global economy and critiques of crisis management. The BIS does
provide a home for, and some of the resources to support the secretariat of, the Financial Sta-
bility Forum (FSF), which some within and outside the IMF see as a rival to the IMF as an
institution of global financial governance.
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turf at least with respect to financial flows and to prevent the WTO from
extending its authority.

Fourth, the IMF has generally cordial relations with the Organization
for Economic Cooperation and Development (OECD), with its more lim-
ited membership; here the competition is largely in the area of research
and ideas.

Finally, the IMF’s involvement with the regional development banks
has been limited except in crisis situations during which the Fund itself 
or its major shareholders have sought to bring those institutions, in par-
ticular the Inter-American Development Bank and the Asian Develop-
ment Bank, into consortia helping to provide financing to ameliorate ex-
ternal financial crises and to deal with the underlying policy challenges in
member countries. On the other hand, the regional development banks
have been known to support countries whose macroeconomic policies the
IMF has faulted. The Asian Development Bank is also perceived to be a
strong supporter of the establishment of an Asian Monetary Fund (AMF)
as an alternative to the International Monetary Fund.

With respect to less formal organizations and nascent efforts to promote
regional cooperation, the Fund’s involvement is decidedly more ambigu-
ous. For example, it is asserted (Zeti 2004) that it was Michel Camdessus
who initially suggested in November 1996 in Jakarta that the East Asian
economies get together and establish a process of regional surveillance
along with a facility for mutual financial assistance.50 When this proposal
resurfaced less than a year later as a Japanese grandstand proposal for an
AMF that would have been of no use in dealing with the East Asian fi-
nancial crises because it would not come into existence for years, Cam-
dessus was on the side of those who opposed the proposal. However, the
proposal is not dead; it lives on in the form of the Chiang Mai Initiative
and nascent Asian Bond Fund, and it has considerable support not only
within the region but among certain people, including some within or
close to the US government, who think that regional arrangements should
shoulder a greater share of the general burden of emergency financing, in
particular, and policy advice as well.

What should be the IMF’s posture vis-à-vis such regional arrangements?
Raghuram Rajan (2005a) has floated the idea that the IMF might seek the
promotion of regional subsidiaries. If the regions with the mini-IMFs do
not like being subsidiaries of a global institution in Washington dominated
by the G-7 countries, how should the IMF seek to structure its relationship
with independent organizations with essentially the same mandates to
maintain economic and financial stability except in a regional context? Can
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50. The official text (“Sustaining Macroeconomic Performance in the ASEAN Countries,” an
address to the Conference on Macroeconomic Issues Facing ASEAN Countries, Jakarta, In-
donesia, November 7, 1996), published by the IMF, does not support this interpretation.

02--Ch. 2--31-126  3/31/06  11:14 AM  Page 66

Institute for International Economics  |  www.iie.com



one be confident that future external financial crises will have asymmetri-
cal effects on countries in the region, facilitating mutual assistance, or will
the crises continue to have symmetrical effects, rendering the possibility of
such assistance nugatory? Can the global monetary system function effec-
tively with more than one set of understandings, conventions, and rules,
for example, about the trade-off between financing and adjustment or
about the ultimate goal of capital account liberalization? In other words, is
the global standard IMF conditionality or something weaker? These are
big issues that the general membership of the IMF will not be able to con-
tinue to duck.

More prosaically, how should the IMF position itself vis-à-vis various
efforts at regional integration? The European project has been ongoing for
five decades. In East Asia, Africa, and Latin America integration efforts
are more recent. The IMF now conducts formal regional surveillance ex-
ercises with respect to the euro area, the Central African Economic and
Monetary Community, the West African Economic and Monetary Union,
and the Eastern Caribbean Currency Union. In an era of scarce resources,
the IMF might well want to scale back its surveillance activities with re-
spect to the individual members of those regional arrangements while it
concentrates on the larger units. At the same time, it might be expected to
publish the documents that it produces in connection with its participa-
tion in peer-review processes such as the G-7 and various regional groups.

One particular topic that should be on the IMF’s agenda with respect to
its role in the international monetary system is the prospect that the euro
may emerge as a serious rival to the US dollar as the principal interna-
tional currency and international reserve currency. In recent years, the
amount of verbal and, perhaps, financial speculation about international
reserve diversification has increased dramatically. I have written about
this issue (Truman 2005b). I have proposed an international reserve diver-
sification standard that builds on the disclosure requirements with respect
to international reserves (the “reserve template”) in the IMF’s Special Data
Dissemination Standard (SDDS). Under this proposal, all major reserve
holders would be expected regularly to disclose the currency composition
of their foreign exchange reserves. In addition, they would be required to
declare a benchmark, or adhere to a general benchmark, for the currency
composition of their reserves. If they changed their benchmarks, they
would commit to doing so only gradually over a period of, say, five
years.51 This would be a market-oriented approach to reserve diversifica-
tion in contrast with earlier proposals to create an IMF substitution ac-
count to facilitate the relocation of reserves from dollars into SDR last con-
sidered in 1979–80 (Boughton 2001, 936–43).
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51. It would follow that marginal increases or decreases in foreign exchange reserves, as the
result of intervention, should be allocated immediately according to the benchmark.
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Governance

The IMF is an international institution established by an international
agreement that is embedded in the legal systems of each member.52 The
institution is owned by and responsible to its member governments.
Those governments, in turn, are responsible to their own citizens either in
broad terms or more narrowly in the case of elected governments. Ac-
countability, transparency, and legitimacy are at the core of the IMF exis-
tence vis-à-vis both its member governments and the world at large, re-
gardless of how various governments or interest groups may agree or
disagree on how those principles should be applied.

At the same time, the Fund is an institution of global cooperation and,
I would argue, global governance, even though many observers reject 
that term. As such, the IMF is held responsible for its policies, actions, and
inactions by international public opinion and the various groups that 
seek to influence or affect those opinions. This reality creates tension and
controversy.

The emergence of a larger number of systemically significant countries
during the past 60 years—especially the past 30 years—along with tech-
nological change that facilitates the instantaneous, global transmission of
information—complete, incomplete, and distorted—has forced the IMF it-
self and its members to recognize the need for governance changes. Gov-
ernance and balance in governance are important to the smooth function-
ing of the international financial system as a whole because if the IMF is
respected, all countries have increased incentives to play by its common
rules.

IMF governance is a broad topic. A principal issue is the quotas of
individual members. A second important issue involves the process of
choosing the senior management of the institution. Third, IMF gover-
nance involves relationships among the governors of the IMF (who meet
once a year but can be asked to vote by mail), the IMFC subset of gover-
nors (meeting twice a year), the Executive Board drawn from national
capitals, the management, and the staff. A fourth important subtopic is the
Executive Board itself, with respect to its powers, the qualifications of its
members, the number of members, and the distribution of seats among
the members of the IMF. The technical qualifications and geographic ori-
gins of the IMF staff might be regarded as management issues, but for
some they are governance issues. Finally, under governance, one needs to
consider how the institution as a whole relates to ad hoc groups, in par-
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52. In the United States the governing law is the Bretton Woods Agreements Act first passed
in 1945 and subsequently amended. Although in principle the international law incorpo-
rated in the IMF Articles of Agreement should take precedence over domestic law, in the few
cases that have been decided in national courts, the IMF Articles have not always received
that treatment.
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ticular groups of countries such as the G-7 industrial countries, the G-10
larger group of such countries, the G-11 group of developing countries,
the G-20 combination of systemically important industrial and nonindus-
trial countries, as well as regional groups such as the European Union. In
addition, self-appointed NGOs, academics, and other observers of the
IMF’s operations are quick to offer criticisms.

It is fair to argue, as did Williamson (2001, 109), that one should first de-
cide what the Fund should do before addressing its governance. In princi-
ple, it should matter with respect to the governance of the Fund whether it
is to be a smaller institution than it is today with limited lending and other
responsibilities, a larger institution with an expanded mission and scope
for lending, or remain the same. The view putting the horse before the cart
is more pertinent to an institution that is just being established. The IMF
has been around for more than 60 years, and the issue is how (whether) it
should be reformed even though reforms are likely to be evolutionary.

Accepting that IMF reform may well be evolutionary, most observers
agree that the IMF governance is a central element in any successful re-
form process that has any hope of restoring the Fund’s global relevance.53

The topic emerged with a vengeance during the East Asian financial crises
when the affected countries felt that their problems were not addressed as
generously and understandingly as they deserved, in part because the
East Asian countries did not have the power and representation in the
Fund that they merited on the basis of their economic importance.54

More recently, the Monterrey Consensus (UN 2002a) encouraged

[t]he International Monetary Fund and World Bank to continue to enhance partic-
ipation of all developing countries and countries with economies in transition in
their decision-making, and thereby to strengthen the international dialogue and
the work of those institutions as they address the development needs and con-
cerns of these countries.

That encouragement has led to a number of discussions in the Develop-
ment Committee (Joint Ministerial Committee of the Board of Governors
of the Bank and the Fund on the Transfer of Real Resources to Developing
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53. As noted above, Lawrence Summers in 1999 in a speech at the London School of Busi-
ness commented on this topic in the context of a broader discussion of IMF reform as did the
1994 Bretton Woods Commission.

54. An alternative explanation for the level of support in the East Asian financial crises is
that under the influence of European members that were critical of the scale of support that
had been extended to Mexico, Fund management and staff were hesitant to propose large-
scale lending. In fact, IMF commitments to Indonesia, Korea, and Thailand average 3.8 per-
cent of GDP compared with 4.6 percent for Mexico, but IMF plus bilateral commitments av-
eraged 9.0 percent of GDP compared with 9.6 percent for Mexico (Roubini and Setser 2004,
125). This is not necessarily the right metric because it makes no adjustment for need or cir-
cumstances, but it suggests that the Asian complaint and the European conspiracy view are
not broadly supported by the data.
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Countries) on how to enhance the voice and participation of developing
and transition economies in the Fund and the Bank.

The leaders who gathered at Monterrey were not alone in the view that
governance should be on the agendas of the Bretton Woods institutions.
In one form or another, the topic was mentioned in September 2004 by 23
of the 60 who commented on how the structure of the Fund and the World
Bank should be changed (Emerging Markets 2004); this was, by far, the
most common of any of the responses.

The issues involved have been highlighted in reports of the managing
director to the IMFC and in the IMFC’s communiqués.55 The Group of 24
(G-24) ministers have been more strident (G-24 2005):

Ministers note that the BWIs’ [Bretton Woods institutions] governance structures
have not evolved in line with the increased size and role of emerging market, de-
veloping, and transition countries in the world economy. Moreover, the role of
small and low-income countries in the decision-making process is extremely lim-
ited. Ministers stress the need for concrete actions to reduce the democratic deficit
and enhance the voice and participation of developing countries in decision-
making at the IMF and World Bank, as called for in the Monterrey Consensus. They
express disappointment that no progress has been made on this issue. The current
under-representation of developing countries in the IMF and the World Bank Ex-
ecutive Boards undermines the legitimacy and effectiveness of these institutions.

The G-24 attaches sufficient attention to these issues that it has issued
an entire volume devoted to them (Buira 2005b).

Aside from the symbolism and power politics involved, IMF gover-
nance involves complex trade-offs between the legitimacy and opera-
tional efficiency of the Fund in conducting its business (Cottarelli 2005).
Choices have to be made if there is to be progress on overall IMF reform.
The IMF will not be able to continue successfully without adjustments 
in its governance structures. Lane (2005) links action on various gover-
nance issues to the resolution of tensions within the Fund concerning
such contentious issues as how best to deal with emerging-market crises,
the proper scope of IMF conditionality, the phenomenon of prolonged use
of IMF resources, and the IMF’s relationship with low-income countries.

The balance of this section looks at four aspects of IMF governance: (1)
shares of IMF quotas, (2) choosing IMF management and staff, (3) reform-
ing the Executive Board, in particular, the distribution of seats (chairs) on
the board, and (4) the IMF’s relations with various international steering
groups.
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55. “The IMF’s effectiveness and credibility as a cooperative institution must be safe-
guarded and further enhanced. Adequate voice and participation by all members should be
assured, and the distribution of quotas should reflect developments in the world economy”
(IMFC 2005).
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Quotas and Voting Power

IMF quotas are the principal issue in IMF governance because quotas are
the building blocks for many aspects of the IMF and its operations. A
country’s quota directly translates into voting power because the number
of votes a country has in the Fund is based primarily on the size of its
quota.56 What matters is not the total number of votes, of course, but the
relative size of quotas because formal voting is generally by weighted ma-
jority with most issues requiring only a simple weighted majority; a few
issues require either 70 percent or 85 percent majorities.57 The United
States, with the largest quota, has 17.08 percent of the votes, and therefore
can block (veto) change on the last set of issues.58 In addition, a member’s
quota fixes how much that country may be called upon to lend to other
members through the Fund. It also determines more loosely how much a
member can borrow from the Fund.

The size of the Fund in terms of total quotas in the Fund must be re-
viewed at least every five years. Some of those reviews have been pro-
longed beyond five years.59 Roughly half—8 of 13—of the reviews have
resulted in an increase in the size of the Fund.60 Currently the IMF is in its
13th quota review cycle, which is scheduled to be completed by January
2008. Aside from determining the overall size of the Fund, a review that
involves an increase in overall quotas can affect the relative size of quotas
and therefore a country’s voting power.

Negotiations over IMF quotas have traditionally been informed by for-
mulas that involve

� GDP at current market prices (an indicator of economic size and of a
country’s capacity to contribute to the Fund),

� official international reserves (an indicator of a country’s capacity to
contribute to the Fund),

� current payments (an indicator of openness as well as of potential
need to borrow from the Fund),
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56. A member has 250 basic votes regardless of the size of its quota and one vote per 100,000
SDR of its quota.

57. Amendment of the IMF Articles of Agreement requires a weighted majority of 85 per-
cent of members and the positive votes of 60 percent of members.

58. The US quota in the IMF is 371,493 hundred thousand SDR. As of August 2005, its quota
share was 17.40 percent.

59. One review was concluded inside the five-year window.

60. New members of the Fund are given quotas commensurate with the size of quotas of ex-
isting members (often a complex negotiation), which increases the overall size of the Fund
while reducing the quotas and voting shares of existing members.
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� current receipts (another indicator of openness as well as of potential
need to borrow from the Fund), and

� the variability of current receipts (another indicator of potential need
to borrow from the Fund).

These five variables are measured, often with difficulty, over periods of
varying length and combined according to a variety of different weights.61

Starting with the Eighth Review of Quotas in 1983, five different for-
mulas have been used to generate calculated quotas. Calculated quotas
often differ substantially from actual quotas because of the tension be-
tween actual historical quotas and differences in the pace of countries’
economic development.62 An adjustment factor is applied to the results of
each formula so that they yield the same overall total. A country’s calcu-
lated quota is the larger of the original “Bretton Woods formula” and the
average of the two smallest of the four remaining formulas, appropriately
scaled. In most quota reviews that result in an increase in total quotas, the
increase in a country’s individual quota is composed of some combination
of its current quota share, an adjustment to bring some or all countries
closer to their calculated quota shares, and occasionally ad hoc adjust-
ments for countries whose quotas are way out of line. Everything is scaled
to the new overall size of the Fund.

In the 2004 estimates, a distribution of quota shares based on calculated
quotas would boost the share of advanced countries 6.7 percentage points
relative to actual quota shares and reduce the shares of developing coun-
tries 3.9 percentage points and transition economies 2.8 percentage points
(IMF 2004g).63 However, within the group of developing countries, the
calculated quota share for the subgroup of Asia (including Korea and Sin-
gapore) would be 4.6 percent points higher than its actual share of 10.3
percent.

Moreover, within each category of countries, a distribution of IMF quo-
tas based on calculated quotas would bring about large adjustments in
relative voting power. In the 2004 estimates, the US share would rise 2.4
percent, Germany’s would rise 15.3 percent, but France’s would decline
13.1 percent. Among developing countries, China’s share would rise 55.5
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61. In many cases, data have to be estimated. In addition, in recent discussions and calcula-
tions the last variable is calculated as the variability of current receipts and net capital in-
flows.

62. The historical relationship dates back to the Bretton Woods conference in 1944, when a
formula was used as a guideline for establishing initial IMF quotas, but the results of the for-
mula were only indicative. A political agreement was required to set the quotas for the im-
portant countries and establish their relative quota shares along with the formula itself.

63. In these calculations, the current quota share of advanced countries (for these purposes,
industrial countries plus Cyprus and Israel) is 61.6 percent, the share of developing coun-
tries is 30.9 percent, and the share of transition economies is 7.5 percent.
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percent, India’s would decline 47.3 percent, and Venezuela’s would de-
cline 67.4 percent; but Mexico’s would rise 57.4 percent and Korea’s 177.4
percent, which would make it the 11th largest quota in the Fund. Among
transition economies, Russia’s share would decline 52.3 percent, but the
Czech Republic’s share would be boosted 18.4 percent. The sizes of these
differences reflect a combination of inertia that anchors shares in histori-
cal relationships with each other and differential rates of economic and fi-
nancial development.

Vijay Kelkar et al. (2005) dramatically point to some of the voting power
anomalies associated, in their view, with the current quota structure.64

They note that the combined votes on the IMF Executive Board of Brazil,
China, and India are 19 percent less than the combined votes of Belgium,
Italy, and the Netherlands at the same time (2000–2001) that their com-
bined GDPs at market exchange rates are 23 percent higher, their GDPs at
purchasing power parity (2000 PPP estimates) are four times higher, and
their populations are 29 times higher. Note, however, that the percentage
difference between the combined calculated quota shares of the two groups
of countries, based on data through 2002 (IMF 2004g), would be unchanged
from the percentage difference in their combined actual quotas.65

The quota formulas themselves are subject to the same conflicting
forces of inertia and of differences in the pace of countries’ economic and
financial development.66 Consequently, many members of the IMF advo-
cate changing the quota formulas to simplify the formula, preferably to
one standard with no more than four variables, and to update the vari-
ables. Not surprisingly, this is not an exact science.

In 2000, an outside committee chaired by Richard Cooper (IMF 2000)
recommended a simplified formula based on two variables: GDP (the po-
tential ability to contribute to the Fund) and the variability of current re-
ceipts and net long-term capital flows (an alternative measure of the po-
tential need to borrow from the Fund), with the coefficient on the former
twice that on the latter composite. This proposal did not attract a lot of
support inside or outside of the IMF.

Others (such as Kelkar with his various coauthors) have suggested re-
placing GDP at market prices and current exchange rates with GDP on a
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64. Vijay Kelkar has coauthored a number of papers on IMF governance; see references, in-
cluding Kelkar, Yadev, and Chaudhry (2004).

65. The calculated quota shares of Italy and the Netherlands are larger than their current ac-
tual quotas, outweighing the implied decline in Belgium’s quota; at the same time, the large
increase in China’s calculated quota is partially offset by large decreases in the calculated
quotas of India and Brazil.

66. Dirk Messner et al. (2005) propose increasing the weight of developing countries’ votes
in the IMF and at the same time revising the IMF Articles of Agreement so that the voting
shares would be recalibrated every 10 years. The problem, of course, is that the formula used
to increase the weight of developing countries could also lead to a reduction of their weight
at the time of recalibration.
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PPP basis, which ceteris paribus would tend to boost the quota shares of
developing countries. Ralph Bryant (2004) proposes including population
in the formula along with GDP. Introducing this variable would not only
increase the voting power in the IMF of developing countries as a group
but also benefit poorer developing countries relative to the voting power
of richer developing countries.

Even technical adjustments in the way the quota formulas have been es-
timated can matter; Ariel Buira (2005a, 27) reports that excluding intra-
area trade in the calculated quotas of the 12 euro area members of the IMF
would reduce their combined calculated quota share by 11.4 percentage
points.67 On the other hand, the latest estimated calculated quotas re-
ported by the IMF (2004g) would boost the combined quota share of the
euro area by 4.5 percentage points relative to those countries’ combined
share of actual quotas. Thus, if EU and euro area quotas are to be reduced,
as many have called for, either the quota formula will have to be changed
or the interpretation of the inputs will have to be substantially modified,
for example, with respect to intra-EU trade.

A large group of small countries is particularly interested in adjusting
the number of basic votes for each member of the IMF, now 250 votes per
country. It is pointed out (Buira 2005a; Kelkar et al. 2005; Kelkar, Chaudhry,
and Vanduzer-Snow 2005) that basic votes represented about 11 percent of
total votes in 1945 and represent 2 percent today. The number of basic
votes per member has been unchanged and the number of members of the
IMF has increased substantially, but the increase in the overall size of quo-
tas has swamped the latter effect. (An amendment to the IMF Articles of
Agreement would be required to change the number of basic votes each
country would receive.) Kelkar at al. (2005) calculate that if there were an
increase in basic votes that restored their share of total votes to 11.3 per-
cent, and if the remaining 89.7 percent of quota shares were distributed ac-
cording to GDP on a PPP basis, the voting share of developing countries
would rise by 11.5 percentage points, with the group shares of develop-
ing countries in Africa, Asia, and the Western Hemisphere all rising, and
the voting share of advanced countries declining 10.8 percentage points.
Moreover, the US voting share would increase 2 percentage points, more
than preserving the US veto.68
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67. Lorenzo Bini Smaghi (2004) has a similar result, a reduction in calculated quotas of 11.7
percentage points and a reduction in voting power of 9.1 percentage points for the euro area.
For the 25 current members of the European Union (EU-25), Bini Smaghi estimates that the
reduction in calculated quotas would be 15.1 percentage points, and the reduction in voting
power 12.6 percentage points, from which the US voting power would receive a boost of 4.2
percentage points.

68. The US voting share would decline about 1.5 percentage points but remain above 15 per-
cent if the contribution of basic votes to total votes were restored to the 1945 level. This de-
cline would be more than offset by the switch to quota shares based only on PPP-based GDP.
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On the other hand, adjusting the number of basic votes each country re-
ceives would not do much for most groups of countries. Ngaire Woods
and Domenico Lombardi (2005) point out that the voting share of the
largest 24-country African constituency would rise from 1.99 percent to
only 2.81 percent. Merely adjusting basic votes is a feel-good solution to
the problem of voting power in the IMF as well as a high-cost solution be-
cause it would require an amendment of the IMF Articles of Agreement.
Woods and Lombardi propose a more radical reform involving expand-
ing the double-majority approach, in which certain decisions require var-
ious weighted majority votes plus various majorities of members. This
could increase the scope to block specific changes, but it could well make
it more difficult to implement change except as part of a carefully assem-
bled package of proposals. However, it would potentially increase the
leverage of the sub-Saharan African countries whose two constituencies
include 43 countries, 24 percent of the total membership of the Fund.

Because the United States has more than 15 percent of the votes, it can
block (veto) certain major decisions of the IMF; however, very few affect
the ongoing operations of the IMF. Nevertheless, many observers feel that
the US veto gives the United States undue leverage over the day-to-day
decisions in the IMF.69 However, the United States could only voluntarily
lose its veto because it could always block any amendment of the IMF Ar-
ticles of Agreement or quota increase that had the effect of reducing the US
voting share below 15 percent.70 In the context of the second amendment
to the IMF Articles of Agreement in 1978, the majority for deciding some
issues was raised from 80 to 85 percent. This facilitated a reduction in the
US voting share from above 20 percent to above 15 percent while preserv-
ing the US veto. Most proposed adjustments in the quota formula, aside
from those introducing a heavy weight on population or international re-
serves, would not adversely affect the US quota share. While a case can be
made that it is in the US interest to reduce its quota share voluntarily so
that it no longer can be accused of having undue influence over the Fund,
such an action is far from likely except in the context of a very large pack-
age of IMF reforms that the United States strongly supports.

A potentially more promising route would involve the establishment of
a single EU or euro area constituency that would also have more than 15
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69. The basis for the presumption is understandable, but I have witnessed too many cases
where the IMF has not followed US wishes to worry a great deal about such problems. What
is true is that the United States historically has cared consistently about the IMF as an insti-
tution and about its day-to-day operations.

70. In principle, it might be possible to admit by majority vote enough new members with
large enough quotas to drive the US voting share below 15 percent, but that would take an
increase in IMF quotas of more than 14 percent via such a process. There are not enough non-
member countries in the world to generate such an increase where each new member’s
quota is constrained by the size of the quotas of comparable countries, based on the five
quota formulas scaled to the current size of the IMF.
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percent voting power, creating a “contestable” veto power with identical
quotas for the United States and the European Union. If their voting shares
were both about 18 percent of the overall total, it would free up about 13
percentage points to reallocate to other countries reflecting their relative
economic development.71 Alternatively, both the United States and the Eu-
ropean Union could agree to reduce their voting power below 15 percent
as part of a grand bargain on IMF reform whose outlines at this point are
decidedly blurred. This would free up an even larger share of quotas and
votes for reallocation.

Notwithstanding the political and technical complexities, the issue of
the relative size of quotas and voting power is central to reforming IMF
governance. Jack Boorman, in his remarks to an Institute of International
Finance Seminar in London on November 17, 2004, argued that the Euro-
peans must take the lead. I have argued (Boyer and Truman 2005, Truman
2005a) that the United States has some leverage, albeit in the nuclear cat-
egory, on the European position. Every two years, the United States has
an opportunity to block the continuation of the Executive Board at its cur-
rent size of 24 seats, rather than the 20 called for in the IMF Articles, be-
cause the vote to continue to raise the number of seats to 24 requires an 85
percent (weighted) majority.

Europe holds the key to progress in this area, and the pressure is rising.
Burhanuddin Abdullah (2005) expressed in unusually strong terms the
frustration on this issue felt by East Asian countries:

Finally and most importantly, we stress the criticality of addressing serious short-
comings in the Fund’s governance structure, as well as a lack of sense of owner-
ship of some members. In order to enhance the effectiveness and legitimacy of the
Fund, all members of the institution must feel a sense of ownership. They must
feel well represented and that they have a say in decisions taken by the Fund. As
such, all members should have adequate voice and participation.

In this regard, our constituency strongly believes that countries’ quota shares
have to be reviewed and updated so that they reflect countries’ relative positions
in the world economy. A viable solution could be a rebalancing of quotas within
the existing total, whereby countries that are overweighted could voluntarily
transfer quota shares to countries that have grown quickly due to successful eco-
nomic performance and are now grossly underrepresented. Without advancement
in such an important area, the Fund’s credibility will continue to be undermined
due to the monopolistic behavior of large countries with veto power. In particular,
the Fund runs the serious risk of losing its relevance in Asia unless the Fund effec-
tively engages Asian countries by addressing this issue of the lack of voice and ef-
fective participation in the decision-making process. The influence, credibility, and
legitimacy of the Fund are contingent upon these changes. In this light, the up-
coming 13th General Review of Quotas will provide an opportune time to achieve
this objective, which should not be delayed any further. The ultimate goal is to see
a Fund that performs important functions for the benefit of all member countries
and cherishes the practice of consensus building in reaching board decisions.
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71. EU countries currently have 32 percent of IMF votes.
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The ASEAN + 3 (China, Japan, and Korea are the +3) finance ministers
in May 2005 pledged to work together on this issue. The trilateral finance
ministers (China, Japan, and Korea alone) made a similar statement at the
same time. Japanese Finance Minister Sadakazu Tanigaki (2005) had al-
ready spoken eloquently about this topic in April: “The IMF needs to lis-
ten and understand the frustration and concerns Asian countries feel to-
ward it and make serious efforts to address these concerns. Unless the
IMF responds effectively to the above, it could irrevocably lose relevance
in Asia and ultimately in the world.” He cited two concerns: first, Asian
countries’ status in the IMF in terms of the distribution of quotas, board
members, and staff, and second, whether the institution is making suffi-
cient efforts to prevent, manage, and resolve capital account crises.72

The United States has taken a forward-leaning position on this issue. At
the IMFC meeting in April 2005, US Treasury Secretary Snow (2005) stated:

We believe the time is ripe to start considering how to address these inter-related
issues [IMF representation should evolve along with the evolution of the world
economy and the world economy is now ahead of the evolution of the IMF]. The
IMF’s liquidity is at an all-time high. But the fact that the IMF does not need an in-
crease in its resources need not impede change. A rebalancing of quotas from
“over-represented” countries to the “under-represented” within the existing total
could yield substantial progress. This will not be an easy task, but it can be
achieved with boldness and vision to help modernize the Fund.

These are clearly complex issues, and careful consideration and consul-
tation are needed to address the full range of concerns. This is important
to preserving the global character of the IMF, so that all countries feel they
have a rightful stake in the institution.

US Acting Under Secretary Quarles (2005) reiterated the US position in
June 2005, including a statement that “progress should not, and indeed
need not, be linked to an increase in the IMF’s quota resources.” Given the
rancorous history of IMF quota negotiations, the US position is naive at
best and cynical at worst. This is the case even if the US position is driven
by strategic considerations and US government officials recognize that in
the end an adjustment in quota shares will only occur in the context of an
increase in the overall size of the Fund. The reason the US position looks
as if it is just for show is that individual member countries must consent
to any reduction in their quotas. It is highly unlikely that any country will
voluntarily reduce its quota so that the amount can be transferred to an-
other country. Moreover, the European countries collectively have more
than enough votes to block any increase in total IMF quotas that would
result in a reallocation of quota shares that does not satisfy them.
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72. Tanigaki did not put forward in his written statement the proposal, which had been at-
tributed in the press to the Japanese government in advance of the meeting of the IMFC, that
ASEAN + 3 quotas in the IMF should be increased from 13 percent to 20 percent.
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The common EU position on this issue at this point is not forward lean-
ing. Jean-Claude Junker (2005) stated the EU position at the April IMFC:

EU countries support this process [of strengthening the participation of developing
countries] and welcome the steps that have been taken so far by the IMF and the
World Bank to strengthen the voice of developing and transition countries as well
as the renewed focus from IMF management on the importance of this issue. At the
same time it is important to discuss further measures, such as initiatives to further
build policy capacity in developing countries, further enhancement of delegation
office capacity and overall general measures such as an increase in basic votes.

Note that Junker did not mention reducing the quotas or quota shares
of EU members of the IMF. Such an offer will have to wait at least until
the hard bargaining begins.

Choice of Management and Staff

The processes used today to choose the managing director of the Fund
and the president of the World Bank satisfy few observers, with the im-
portant exception of key senior officials and political leaders in the United
States and in Europe. The Executive Boards of the two organizations in
principle elect the heads of the organizations. In practice, with a few vari-
ations around the edges, the existing convention, by agreement between
the United States and (a growing) Europe, is that the Europeans propose
the managing director of the IMF by an ad hoc internal process and the
US president proposes the president of the World Bank. The Executive
Boards subsequently deliberate and elect the individuals proposed. This
convention dates back to the founding of the institutions. It has been
widely criticized for decades, but it persists. Since 1999 two new manag-
ing directors of the IMF and one new president of the World Bank have
been chosen on the basis of the convention.

Miles Kahler (2001) put forward the most comprehensive proposal for
change in this area. His proposal calls for (1) abandoning the US-European
convention, (2) establishing a selection process based on developed crite-
ria, (3) expanding the list of candidates to include internal candidates, (4)
placing the selection process squarely, rather than indirectly, in the hands
of ministers, (5) developing a long list of candidates and later a veto-proof
short list of candidates, and (6) reinforcing the process via a two-term limit
and a review process at the end of the first term.

Many others advocate change. In the wake of widespread dissatisfaction
with the process that resulted in the choice of Horst Köhler as the IMF
managing director in 2000, the executive directors of the Bank and the
Fund formed working groups to reform the selection processes for the
heads of the two organizations (Kahler 2001, 77–78). Those groups did not
recommend discarding the US-European convention (IMFC 2001). Instead,
they recommended other changes to the selection process that would in-
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volve a more transparent process of choosing the heads of the organi-
zations. The two Executive Boards endorsed the report in April 2001 as
guidance for the process, and IMFC noted the report in its communiqué.
However, these efforts had no visible influence on the processes that sub-
sequently led to Rodrigo de Rato’s succeeding Horst Köhler in 2004 and
Paul Wolfowitz’s succeeding James Wolfensohn in 2005.

In an interview as he left the World Bank, Wolfensohn (The New York
Times, May 25, 2005, C5) endorsed a selection process for the Bank in
which the president would be selected from a range of candidates in a
transparent way: “I would personally wish that one could make these ap-
pointments on merit.” Horst Köhler (IMF 2004h), when he left the IMF, ex-
pressed his support for a more transparent selection process that is not
limited to a particular country or region although he acknowledged that
there would always be an element of politics in the process. David Peretz
(2005, 27) advocates modifying the process for selecting the managing di-
rector of the IMF by taking it out of the hands of member governments
and charging a group of “wise men [and women]” to come up with a
range of possibilities and appointing the best person for the job regardless
of nationality. He also notes that reform of the selection process for the
head of the IMF depends on reforms in the selection process for choosing
the head of the World Bank and the World Trade Organization, which did
modify its procedure somewhat in 2005. The issues involved apply as well
to choosing the heads of UN agencies (where the UNDP used an open
model in 2005), the OECD, the BIS, and the regional development banks.73

Questions about the selection of the managing director of the IMF ex-
tend to the selection of the deputy managing directors and the diversity of
the staff. The first deputy managing director of the IMF, according to the
US-European convention, comes from the United States. Until the mid-
1990s, the managing director had only one deputy managing director
(DMD). When Stanley Fischer was selected, the number of DMDs was ex-
panded to include two others. To date, two of the DMDs have come from
Japan, two have come from Latin America, one has come from India, and
one from Africa.

Many members of the IMF complain about a lack of diversity within the
senior staff and the staff as a whole. They argue that those positions tend
to be occupied by people from what are now viewed as creditor countries,
thus providing such countries with undue influence over IMF policies
and decisions on programs of financial support. With respect to skills,
most observers believe that IMF staff hiring and promotion are merit
based; most of the technical skills involved are universal, not national or
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73. The president of the Inter-American Development Bank traditionally comes from Latin
America, and the president of the African Development Bank comes from Africa. However,
the president of the European Bank for Reconstruction and Development comes from West-
ern Europe (with the number two position reserved for a US national), and the Japanese
nominate the president of the Asian Development Bank.
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regional. The issue of influence by the governments of the staff’s country
of origin is more complex.

The concerns are three. The first concern is about the power and influ-
ence of IMF technocrats who are viewed as economists trained in a partic-
ular analytical tradition. Most people familiar with disputes among econo-
mists and the lack of a Washington Consensus find this concern overblown
although they do not dispute the technocratic foundation of much of the
IMF’s work and the influence of technocrats in the organization.

The second concern is geographic diversity. A concern for diversity need
not distort a merit-based appointment and promotion process. However,
it can well have that effect. Today, the IMF imposes informal limits on hir-
ing nationals from some countries. Despite its very competitive salaries
favoring nationals of countries other than the United States, it often has
difficulty attracting qualified applicants to Washington.

The third concern is about political influence. Only a fool would argue
that politics never enters into decisions by IMF staff and, in particular, by
management, but many observers (Bird 2003, Bird and Rowlands 2001,
Cottarelli 2005, Van Houtven 2002) conclude that there is limited evidence
of systematic political influence in IMF decisions. Some scholars (Barro
and Lee 2002) have found some evidence of political influence. However,
their findings are sensitive to specification of the time period and the de-
finition of evidence of influence. As described in Woods and Lombardi
(2005), the IMF faces a large number of different types of decisions with
the result that at times there may be a strong consensus on those issues; 
at other times, shifting coalitions of countries push particular programs 
or views.

Chairs and Reform of the Executive Board

The Executive Board of the International Monetary Fund is charged with
the supervision of the activities of the institution. The executive directors
are appointed or elected by member governments. They are paid by the
Fund. As such, their roles are somewhat ambiguous. Are they to represent
the views of the governments that chose them or the interests of the insti-
tution as a whole when those interests diverge? Does the role of the board
need to be strengthened (Van Houtven 2004)? Should its scope and pow-
ers be broadened (Rajan 2005a)? Should its size be increased to reflect the
increased membership of the Fund or should its size be reduced or seats
reallocated to make it more efficient or representative?

Peter Kenen et al. (2004), David Peretz (2005), and Raghuram Rajan
(2005a) either favor or are favorably inclined toward a nonresident Execu-
tive Board, with senior officials from capitals meeting regularly—but cer-
tainly not the current three days a week—to make important decisions.
This reform would tend to strengthen the role of the staff and management
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of the Fund at the same time that it would receive more overt political di-
rection on key issues.

José De Gregorio et al. (1999) advocate a board independent of govern-
ments in the model of independent central banks. Timothy Lane (2005)
sensibly criticizes this view. He argues that independent central banks
have reasonably well-defined objectives focused more or less precisely on
price stability. Evaluation of the performance of the IMF involves deter-
mining whether the institution’s advice was sound and whether it was ap-
propriate for the Fund to lend to particular countries in particular circum-
stances. Those are questions that require judgment ex ante and later invite
second-guessing without agreed quantitative tests that can be applied.

Vijay L. Kelkar et al. (2005) and Kelkar, Chaudhry, and Vanduzer-Snow
(2005) advocate an intermediate solution in which each executive director
would serve a fixed six-year term and would be responsible to his or her
country’s parliament or parliaments.74 Some observers favor other steps
to increase the transparency and accountability of the Executive Board.
For example, Woods and Lombardi (2005) favor the prompt publication of
executive directors’ votes and the positions they take as well as evalua-
tions of their performance against standards set by the countries that
elected them.

The IMF Executive Board at present has 24 members. Some, for example
Jack Boorman in remarks in London on November 17, 2004, think the
board is too large; Peretz (2005) calls for a reduction to 15 seats. Woods and
Lombardi (2005) favor a more even distribution of countries and seats.
They advocate that each of the three executive directors elected by single
countries (China, Russia, and Saudi Arabia) should take more countries
into their constituencies. They estimate that the resulting reallocation of
countries and constituencies could reduce the size of each one to no more
than 10 countries. As a subsequent step, if other countries choose to be rep-
resented by one of the five appointed executive directors, the number of
countries in each constituency could be reduced further, to no more than
eight.75 The result, they speculate, might be that the elected executive di-
rectors would become more independent of their national governments.

If IMF constituencies became more equal in size and voting power, it
would still not solve the issue of the redistribution of voting power. Boyer
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74. Kelkar et al. (2005) and Woods and Lombardi (2005) single out the United States for set-
ting a good example with respect to the accountability of its executive director because the
US executive director is nominated by the president and confirmed by the US Senate, and
the person can be called to testify before the Congress. (Some other executive directors tes-
tify before parliaments; see, for example, Lynch 2005.) The US executive director also is ob-
ligated to serve at a reduced salary partly as a consequence of the person’s exposed political
position. Moreover, the US executive director serves at the pleasure of the president and con-
ventionally is replaced soon after a change in US administration.

75. The authors are vague about whether such a change would require an amendment of the
IMF Articles of Agreement, but that almost certainly would be the case.
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and Truman (2005) and Truman (2005a) have advocated addressing the
issue of chairs (IMF representation) and shares (the distribution of votes)
as part of a process focused primarily on the members of the IMF that are
also members of the European Union. At present the 25 EU countries ap-
point or play a major role in the election of 10 of the 24 IMF executive di-
rectors, 42 percent of the Executive Board. Among the 10, they currently
supply 6 executive directors and 8 alternate executive directors—29 per-
cent of the total. In five cases they supply both. In brief, the European
Union is overrepresented on an Executive Board that traditionally reaches
decisions via consensus; the European voices are too many and as a con-
sequence receive too much weight. EU members also directly control 32
percent of the votes in the IMF.76 Indirectly through the inclusion of non-
EU countries in their constituencies or the presence of EU countries in
non-EU-majority constituencies, the European Union potentially can in-
fluence an additional 12.5 percent for a total of almost 45 percent.

Rationalizing the allocation of shares and chairs within the IMF in prin-
ciple involves two separable issues, one having to do with shares and the
other having to do with chairs. In practice, both issues will almost cer-
tainly have to be addressed at the same time even if progress toward the
ultimate goals of these reforms involves different timetables. Shares will
have to be reallocated toward those countries whose relative economic
size has outstripped the relative size of their quotas, generally the large
emerging-market economies (LEMs). Such a shift would tend to support
the financial stability of the organization.

The reallocation of chairs is a more complicated process. Boyer and Tru-
man (2005) and Truman (2005a) advocate a multistep process. First, coun-
tries that are not members of the European Union and do not aspire to 
EU membership would join other constituencies, and EU members such
as Ireland, Poland, and Spain would join EU constituencies. This would
probably reduce the number of EU or potential EU executive directors
and alternate executive directors from a potential of 10 each to 6 or 7 each.
Non-EU executive directors and alternate executive directors in reconsti-
tuted constituencies would occupy the freed-up seats. As a second step or
series of steps, the EU chairs would be consolidated into one chair; this
would allow for the establishment of new constituencies or for a smaller
Executive Board. The complexity of working out this realignment to the
reasonable satisfaction of most IMF members should not be underesti-
mated. No country should end up not being represented, and large coun-
tries should resist limiting the size of their constituencies to the minimum
number of votes necessary to claim a seat.

Miles Kahler (2001) also advocates a consolidation of EU chairs in the
IMF. Peter B. Kenen et al. (2004) do so as well. However, Kenen at al.
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76. The 10 new EU members that joined in May 2004 have only 2.1 percent of the votes.
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would stop the process, as the situation now stands, at two chairs, one for
the euro area and one for non–euro area EU-member countries.

Many observers from a European perspective (Bini Smaghi 2004; Woods
and Lombardi 2005; and Willy Kiekens in remarks, “What Kind of External
Representation for the Euro?” delivered at an Austrian National Bank sem-
inar on June 2, 2003) see the consolidation of EU representation into a sin-
gle chair as a positive step in Europe’s interests. Horst Köhler (IMF 2004h)
expressed support for an ever-closer political union within Europe and saw
consolidating EU chairs in the IMF as consistent with that vision. Since the
Vienna European Council meeting in December 1998, EU members have
sought to upgrade the coordination of their positions in international fo-
rums, the IMF in particular. From the bottom up, IMF executive directors
from EU countries meet in Washington with representatives of the Euro-
pean Central Bank (ECB) and the European Commission as the EURIMF.
Further up the line, a staff group (subcommittee on IMF matters, or SCIMF)
involving national capitals as well as the ECB and the Commission works
up common positions for subsequent review and approval by the Economic
and Financial Committee (EFC) of deputies and final review and approval
by the Council of EU Finance Ministers (Ecofin) (Bini Smaghi 2004; Woods
and Lombardi 2005). However, partly because of the presence of non-EU
members in some constituencies and the presence of other constituencies in
which EU members are not dominant and partly because of the desire of
some EU members to go their own ways on some IMF issues, this process
of coordination has not produced uniform EU positions on all issues.

As noted earlier in connection with the issue of the distribution of IMF
quotas in the IMF, the Europeans properly should take the lead in this
area. To date, they are not so inclined, if one can judge by what Junker
(2005) said to the IMFC. To break this logjam, the United States has its
nuclear option.77 However, an important question is whether the United
States sees it in its interest to deal with a single European entity. In Tru-
man (2005a), I argue in the affirmative and that the United States in gen-
eral should push for closer European integration. However, not all US of-
ficials and observers agree. Each camp can interpret the constitutional
issues that arose in the late spring of 2005 as favoring its initial position.

If the Europeans were to consolidate their representation in the IMF,
such a step would have strong implications for the IMF as an institution,
including other aspects of its governance (Mathieu, Ooms, and Rottier
2003). Note one aspect: according to the current Articles of Agreement, if
the European Union were to assume a consolidated chair as a single coun-
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77. In principle, any group of countries with more than 15 percent of IMF voting power has
similar leverage to force a reallocation of chairs within the IMF. However, the direct conse-
quences of failure would be larger because, if the size of the Executive Board were reduced
to 20 seats without a consolidation of European seats, the instigators might find themselves
without any representation on the board.
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try, which some argue would require an amendment of the IMF Articles
of Agreement, and the EU quota were the largest in the IMF, the head-
quarters of the IMF would have to be moved to Europe. Such a move
might cause considerable disruption, but that possibility would be one
that would have to be addressed as part of an overall bargain.

The IMF and Steering Committees

A basic question with respect to IMF governance is, from where does the
institution receive its direction? Today, as a formal matter, the IMF man-
agement runs the Fund. The Executive Board supervises the management
and staff. The IMFC is formally an advisory body that in effect provides
some overall guidance.78 The Board of Governors acts in the areas where
the Articles of Agreement require it to act.

In practice, none of these groups acts as a true steering committee for the
IMF. One might well argue that the IMFC should play this role. However,
despite efforts in recent years to bolster its role, it has failed as a body that
either generates consensus or provides broad innovative direction to the
Fund. That role has been played by outside steering committees. Only a
trained political scientist can explain this failure, and colleagues of that
political scientist would probably disagree. This observer’s explanation is
that the IMFC’s effectiveness is constrained by two factors: (1) the contin-
uing formality of its meetings, complete with speeches that are prepared
in advance and released to the public, and (2) the substantial control over
the IMFC’s agenda and discussion that is exercised by IMF management
and staff.

Throughout its history, the IMF management and staff itself have not
been a principal source of innovation or direction for the international eco-
nomic and financial system. The G-10 negotiated the Smithsonian Agree-
ment, and the IMF’s involvement in that negotiation lost the managing di-
rector his job. The ad hoc Committee of Twenty (C-20) dealt as best it could
with the IMF reform process following the Smithsonian Agreement. The
IMF has not been able, or allowed, to play a major role in shaping cooper-
ation on major international macroeconomic policy issues.79 The reasons
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78. The French finance minister, Thierry Breton (2005), proposed the revival of the proposal
to institute the Council, as provided in the IMF Articles of Agreement, as a body represent-
ing the Board of Governors with formal decision-making power in the IMF, replacing the ad-
visory IMFC. Such a step would tend further to weaken the IMF Executive Board and
strengthen the role of the IMF management and staff. However, that proposal was recon-
sidered and set aside in the late 1990s, when the Interim Committee, intended as a precur-
sor of the Council, was transformed into the IMFC.

79. The IMF has played a major and sometimes innovative, if controversial, role in connec-
tion with some specific issues, for example, the debt crises of the 1980s and the transforma-
tion of the economies of Eastern Europe and the former Soviet Union in the 1990s.
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for this weakness are complex. The IMF has been ineffective, in part, be-
cause its most powerful members wanted it that way. The IMF also is an
institution that is dominated by its staff, which means that it is cautious
with respect to innovation. At the same time, the IMF has not been able,
despite repeated efforts, to sponsor effective dialogue outside of a narrow
interpretation of the scope of its responsibilities.

Over the past 30-plus years, the steering committee of the IMF was first
the G-10 with a strong US lead, next the G-5 countries, and more recently
the G-7 countries.80 Of course, the G-7 finance ministers and central bank
governors seek to steer the international financial system and the global
economy, not just the International Monetary Fund, but in the process
they have been the steering committee for the IMF as well.

C. Fred Bergsten, in a March 4, 2004, speech in Leipzig, Germany, to the
deputies of the G-20 on the subject of the G-20 and the world economy,
Boyer and Truman (2005), and Truman (2005a) have called upon the G-20
to replace the G-7 in its role as the steering committee for the international
financial system and the IMF.81 As noted earlier, Lawrence Summers in
December 1999 delivered a speech at the London School of Business in
which he called for the G-20 to play an operational role in the interna-
tional financial system, but to date its operational role has been strictly
circumscribed by tacit agreement within the G-7.

Mervyn King, in remarks at a conference on February 4, 2005, stressed
the need to expand the group of countries that discusses exchange rate
and other macroeconomic policy issues beyond the G-7. He might stop at
a G-7 group plus a few other countries, such as China and India or the five
countries (Brazil, China, India, Mexico, and South Africa) that joined the
G-8 at their leaders’ summit in Gleneagles, Scotland, in July 2005. During
2005, Brazil, China, India, and South Africa participated in several meet-
ings of the finance G-7. However, although they were invited as more
than breakfast or luncheon guests, the finance ministers and central bank
governors of those countries were not full participants in the meetings in
the sense that they were not involved in the full agenda of issues, includ-
ing drafting the final communiqué in which the G-7’s conclusions, agree-
ments, and directives are enunciated.

The G-20 is a more natural group to play a significant role as a global
steering committee in light of the changing and broadening list of coun-
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80. The G-5 includes France, Germany, Japan, the United Kingdom, and the United States.
The finance G-7 also includes Canada and Italy. (The G-8 includes Russia, but it is princi-
pally a political group.) The G-10 includes Belgium, the Netherlands, Sweden, and Switzer-
land, as well as the G-7. 

81. The industrial-country members of the G-20 comprise the G-7, Australia, and the coun-
try holding the EU presidency when that is not a European G-7 country; nonindustrial-
country members are Argentina, Brazil, China, India, Indonesia, Korea, Mexico, Russia, Saudi
Arabia, South Africa, and Turkey.
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tries of systemic importance, a list that extends beyond Brazil, China,
India, and South Africa for many issues such as energy, global adjust-
ment, and governance more generally.82 Central bankers actively partici-
pate in G-20 meetings alongside finance ministers; this feature contributes
to the group’s permanence as well as to its technical expertise on interna-
tional economic and financial issues. With a group as large as 20, subcau-
cuses on specific issues would be expected. If the G-20 is to have more in-
fluence, a permanent secretariat might be desirable along with the use of
working groups and more frequent deputies’ meetings to follow up on
ministerial decisions.

As a steering committee for the IMF, the G-20 countries have approxi-
mately 63 percent of the current voting power in the IMF and almost 80
percent of the voting power when including all the votes in the constit-
uencies of which they are members. If EU representation in the G-20 were
collapsed into one membership, that should further improve the effective-
ness of the group and either contract its size to a G-16 or permit a slight
expansion to 18.83

Paul Martin (2005) has called for an L-20—a G-20 at the leadership level
of prime ministers and presidents—that builds on the finance group that
already exists.84 The G-20 group of countries is not without challenge as
the steering committee for the global financial system. Peter B. Kenen et al.
(2004) call for the creation of two new groups: (1) a G-4 involving the
United States, the euro area, Japan, and China to coordinate exchange rate
matters and (2) a Council for International Financial and Economic Coop-
eration (CIFEC) with 5 permanent and 15 term members. They argue that
the CIFEC would have greater legitimacy, accountability, and representa-
tiveness than the existing finance G-20; their argument is not very persua-
sive on the first two points given that the G-20 already exists, and on the
third point any ad hoc group will be perceived by some nonparticipants as
being nonrepresentative. They also propose that the CIFEC have a man-
date to cover economic issues other than the IMF, which is also now the
case for the G-7 and G-20.

More of a threat to the IMF as an institution, as well as to the G-20 as
the steering committee for the international financial and monetary sys-
tems that provides guidance for the IMF, would be the proposal by Kemal
Derviş and Ceren Özer (2005) to create a new United Nations Economic
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82. Anyone can quibble about the G-20’s membership on the margin, but it comes closer to
meeting the test of including the systemically important countries than often is the case with
political compromises.

83. David Peretz (2005) argues that the IMF needs an agenda-setting body of no more than
15 members that regularly meets at both the deputy and finance minister levels.

84. Martin’s advocacy follows proposals by Colin Bradford and Johannes Linn (2004) and
work by the Centre for Global Studies (2004).
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and Social Security Council with six permanent and eight nonpermanent
members who would exercise the votes of their constituencies. The votes
would be an equally weighted combination of population, GDP, and con-
tributions to the UN budget for global public goods. There would be no
vetoes, but supermajorities would be required for some issues. The Coun-
cil would (1) provide a strategic governance umbrella for international in-
stitutions, including the IMF; (2) appoint the heads of those institutions,
including the IMF, using transparent search procedures; and (3) mobilize
resources for those institutions.

A similar but less well-developed idea is contained in the Report of the
Secretary-General’s High-Level Panel on Threats, Challenges, and Change (UN
2004). In part, these rival plans reflect turf battles between foreign min-
istries and finance ministries; each ministry wants the institution in which
it calls the shots to be dominant. In part, these plans reflect dissatisfaction
with the orientation and governance of the Bretton Woods institutions.85

It can also be argued that these proposals are intended to pull the Bretton
Woods institutions into one common system for global governance.

The principal inference to be drawn from all this ferment with respect
to a steering committee for the international financial system including
the IMF is that in the immediate future that steering committee will not
be drawn from the institutional structure of the IMF itself. If the choice is
between the finance G-7 and G-20, it is difficult to imagine that the ratio-
nal choice would not be the latter group appropriately reconfigured to
include only single representation of the European Union. However, that
may not prove to be the choice. Political leaders have a sometimes dis-
ruptive and counterproductive tendency to reach out to create new insti-
tutions to address a renewed perception of recurrent global problems.

At the same time, political leaders frequently do respond to broader po-
litical pressures—those manifested through NGOs at the national or in-
ternational level and those articulated by academics. This truth under-
lines the challenge of communication that the Fund faces in today’s world
of instantaneous global transmission of information, misinformation, and
disinformation: getting information out promptly about its programs and
priorities. The institution has made important strides in communication
and transparency over the past decade, but one has the sense that it has
fallen further and further behind in the race to convey the truth about its
policies, procedures, and accomplishments.
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85. Dirk Messner et al. (2005) propose the creation of a Council for Global Development and
Environment (CGDE) in the United Nations partly as a funding vehicle and also “with an
enhanced mandate and sufficient legitimacy to counterbalance the independence of the Bret-
ton Woods institutions from the UN System.” The Fund and the World Bank are associated
with the United Nations by mutual agreement, but they are not formally part of the UN Sys-
tem of Organizations.
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Lending Facilities

The traditional conception of IMF lending activities is that they should
strike a balance between adjustment and financing. The borrowing coun-
try receives sufficient financing to allow it to take adjustment measures
that minimize adverse effects on national or international prosperity. For
its part, the country takes sufficient adjustment measures to ensure that it
will be able to repay the Fund.86

As outlined earlier in this chapter, the IMF currently lends through five
types of facilities: Stand-By Arrangements (SBA), an Extended Fund Facil-
ity (EFF), a Supplemental Reserve Facility (SRF), a Compensatory Financ-
ing Facility (CFF), and a Poverty Reduction and Growth Facility (PRGF).

In recent years there has been a trend toward streamlining the various
facilities, revising them to reflect the changing realities of the international
financial system—flexible exchange rates and more extensive private cap-
ital flows—and reducing their number in effect so that they can operate
from one overall platform with multiple models or variations. For exam-
ple, in the wake of the tsunami that hit Asian and African countries in De-
cember 2004, the Executive Board did not create a new facility; it ap-
proved an amendment to its “policy” on emergency lending to members
in postconflict situations, which was adopted in 1995 and extended in
2001 to provide subsidized lending to countries that are PRGF eligible to
include subsidized lending to countries hit by natural disasters. In March
2005, the Executive Board approved a Trade Integration Mechanism (TIM)
as a policy associated with EFF or PRGF borrowing that permits countries
to borrow to finance balance of payments shortfalls associated with mul-
tilateral trade liberalization.

Not all facilities involve actual lending. For example, the IMF long has
had precautionary SBA or EFF lending arrangements under which the
country has the right to borrow but states its intention not to do so. The un-
derlying idea is that this type of program provides confidence to private-
sector international lenders to the country by providing an IMF seal of ap-
proval of its policies. In the past, the Fund has also experimented with a
variety of signaling devices and intensified monitoring mechanisms short
of precautionary lending programs, and recent consideration has focused
on a new type of nonborrowing program, a policy support instrument,
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86. This second half of the bargain is known as IMF “conditionality.” It is frequently pointed
out by critics of the IMF’s operations today—for example, Bird (2003) and Babb and Buira
(2005)—that the concept of conditionality is not to be found in the original IMF Articles of
Agreement but was gradually insinuated into IMF policies, largely under the influence of
the United States, which wanted to limit the size of IMF programs financed largely from its
IMF quota. Conditionality was not codified until the 1969 amendment to the Articles of
Agreement and was not supported by guidelines about how it was to be applied until the
late 1970s.
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that could be used by PRGF-eligible members; see the section below on
Support for Low-Income Countries.

Going the other way, from intentions not to borrow to promises to lend,
in 1999 the IMF instituted a Contingent Credit Line (CCL) feature into the
SRF under which a specified amount of financing automatically became
available to countries that had been preapproved to receive it. Despite tin-
kering with the feature, no one signed up for approval, and the CCL was
not renewed in November 2003. However, as described below, variations
on this general theme are under active discussion in the form of financial
insurance for countries that have met preestablished conditions.

One fundamental issue is the question of which countries are likely to
borrow from the IMF in the future. Data underlying tables 2.3, 2.4, and 2.5
reveal that 136 countries of the current 184 country members of the IMF
have borrowed from the IMF during the past 30-plus years; see table 2.6.87

Three additional countries, for a total of 139 members or 76 percent of the
total membership, have had one or more programs under which they did
not borrow. The countries include 38 percent of the industrial countries
and 81 percent of all other IMF members, including 91 percent for the 77
PRGF-eligible countries (note that I have not classified India in the last
category).

It is reasonable to assume that none of the industrial countries in the
classification used in this paper will need to borrow again from the IMF,
and the same may hold for a handful of other countries that we can as-
sume have continuous access to international capital markets or are so
wealthy that they do not need it. Note that these countries, by assumption,
face no international pressures to adjust, with the United States a leading
example. However, approximately 75 percent of the IMF’s membership,
about 135 countries, are potential borrowers either because their access to
international capital markets is subject to interruption or because they
have little or no such access.

As noted earlier, a number of potential borrowers from the IMF have
taken steps in recent years to self-insure against the possible need to bor-
row external financial resources from the IMF by improving their macro-
economic policy frameworks, strengthening their financial systems, and
building up their international reserves. However, the global economic
environment has been remarkably benign over the past few years, with
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87. Most of the countries listed in table 2.6 had formal IMF programs; a few may have bor-
rowed their first credit tranches, which do not require formal programs. The table does not
include countries—for example, the United States—that only have borrowed all or part of
their reserve tranche subscriptions to their IMF quota, in effect borrowing back their re-
serves. Many of the borrowing countries have been “prolonged users” of IMF resources
through successive borrowing programs. Sometimes such prolonged use may be appropri-
ate, but it also raises questions about IMF program design, policies, and incentives. The IMF
has acted in recent years to adopt new policies to take a closer look at and exert constraints
on the phenomenon of prolonged use of IMF resources.
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near record global growth, low inflation, strong commodity prices, and a
sustained period of abnormally low nominal and real interest rates in the
United States, the euro area, and Japan. These conditions will not persist.
As Goldstein (2005b) details, the evidence is ample that a significant num-
ber of emerging-market countries could experience financial crises over
the next five years because, in part, their self-insuring has been incom-
plete. For example, for many countries, sovereign and external debt lev-
els remain unsustainable, and the benign global economic conditions
could become less benign in a hurry.

The question is not only which countries will want to borrow from the
IMF in the context of the next global economic downturn or period of ad-
justment of macroeconomic imbalances but also which countries should
be eligible to borrow from the IMF. For some observers and critics, the an-
swer to the second question is linked to the quality of IMF surveillance; ef-
fective surveillance in a crisis-prevention mode should lead to a reduced
need to borrow. At the extreme, a smaller number of observers and critics
would limit borrowing from the IMF to those countries that had previ-
ously received good report cards from the Fund. The report cards might
contain a short list of subjects or a very long list of subjects.

The view that the scope of borrowing from the Fund should be and can
be sharply reduced flies in the face of two realities. The IMF is an organi-
zation with a near universal global membership; those members are not
going to leave other injured members, whether their injuries are self-
inflicted or not, by the side of the road for the vultures to feed upon as
carrion. Reinforcing this first reality is a second in the fact, persuasively
argued by Daniel Tarullo (2005), that the IMF is a political institution es-
tablished by governments that must respond to political forces, including
forces of financial need. This reality, in his view, is fully consistent with
the professionalism of the staff and the dedication of the management and
shareholders to the global public good.

Therefore, we can reasonably expect a pickup in borrowing from the
IMF during the next five years. What will be the content of the adjustment
programs—the associated conditionality? At an abstract level, the policy
conditions associated with borrowing from the IMF should be tailored to
the nature and the origins of the shocks, disturbances, or policy miscalcu-
lations that give rise to the need to borrow from the Fund. For the 13 coun-
tries that have experienced financial crises, from Mexico in 1994 to Brazil
in 2002, the range of economic and financial conditions prior to the crises
is large (Roubini and Setser 2004, 28–29).88 If only two country-specific di-
mensions—sovereign debt and external positions—are considered, Mex-
ico (1994) and Thailand (1996) had large current account deficits and small
stocks of sovereign debt—external plus internal. Russia (1997) had a large
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88. The full list of countries is Mexico, Thailand, Indonesia, Korea, Malaysia, Russia, Brazil,
Ecuador, Pakistan, Ukraine, Turkey, Argentina, and Uruguay.
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stock of sovereign debt and a current account surplus. Ecuador (1998) had
a large current account deficit and a large stock of sovereign debt. To these
two dimensions could be added currency mismatches, the exchange rate
regime, the condition of the financial system, and many more. Global eco-
nomic and financial conditions provide an additional overlay.

Critics from developing countries, for example, Buira (2003), observe that
the principal IMF response to the myriad of circumstances that may con-
tribute to a country’s need to seek IMF financial support has been a com-
plex elaboration of conditions on borrowing with a bias toward prompt ex-
ternal adjustment combined with limited financing built on optimistic
assumptions about the restoration of access to financing from global finan-
cial markets.

In partial response to the first criticism about an excess of policy condi-
tions, the IMF in 2002 adopted revised conditionality guidelines that em-
phasize country ownership of policies, parsimony in conditions, policies
tailored to circumstances, appropriate coordination with other multilateral
institutions, and clarity in the conditions themselves (IMF 2005i). Not-
withstanding well-intentioned efforts to limit the scope of conditionality,
each country’s program in the end is different because its economic and fi-
nancial circumstances differ, and the setting of policy conditions requires
judgments, which means relying on discretion rather than rigid rules.

On the other side, critics argue that current practice results in “insuffi-
cient ambition” in IMF prescriptions for economic policy changes and re-
forms; IMF staff and management rely too heavily on the preferences and
judgments of the national authorities.89 Almost all observers agree that
the fundamental challenge lies in determining what changes in policies
will be effective in addressing a country’s specific needs. Too little re-
search has addressed this complex and vexing issue. However, it is clear
that simple rules—for example, “it is mostly fiscal”—do not do the trick.
Moreover, it has yet to be established, but nevertheless is highly improb-
able in my view, that simple tests of degrees of ownership (political com-
mitment to programs) or of the strength of institutions can explain much
of the variance in policy performance under IMF programs.

The second criticism—the limited scale of financing based on false as-
sumptions about the restoration of market access—challenges the hy-
pothesis of the catalytic role of IMF programs: a strong economic program
with its policy content endorsed by the IMF, even if the actual size of the
Fund’s financial support is small, will be associated with a prompt recov-
ery of market access. Careful theoretical and empirical examinations of
this hypothesis (Cottarelli and Giannini 2002, Mody and Saravia 2003)
support the conclusion that the catalytic effects of IMF programs are lim-
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89. Timothy Geithner remarked on this before the Bretton Woods Committee on June 10,
2004.
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ited. One important reason is that each country’s case tends to be differ-
ent, if not unique.

If the IMF cannot rely on the catalytic effects of its modest financial sup-
port for a country’s program of economic adjustment, what should be the
scale of IMF lending to countries? Answers to this question are usually
couched in terms of a country’s IMF quota, but such responses are com-
plicated by inconsistencies in the size of countries’ IMF quotas relative to
their economic and financial development, as noted in the section on IMF
governance. Answers are further complicated in the face of capital ac-
count crises, which are associated with a cessation or reversal of access to
international capital markets by the country’s borrowers in the public sec-
tor, private sector, or both.90

If a country faces an illiquidity crisis, which is often difficult to distin-
guish ex ante from an insolvency crisis, it is likely that its IMF program will
have to be overfinanced ex ante if the country is to emerge from its crisis
with a minimum of adverse economic and financial effects on that country
and on the international financial system. Some would qualify this last
statement and argue that the country can always declare a standstill on its
external financial payments via capital controls and exchange restrictions.
In recent years, no country has resorted to such extreme measures on a
comprehensive basis in the context of a liquidity crisis.91 Comprehensive
controls were used in the Argentine case in 2001 and 2002 when it turned
into a solvency crisis, but on the basis of that case it is questionable whether
the standstill option would meet the test of minimizing economic and fi-
nancial effects on a country in a liquidity crisis.

The IMF has long had a policy of limiting a member’s access to bor-
rowing from the Fund to 100 percent of quota for one year and 300 per-
cent of quota in total, but the Fund could approve exceptions. In recent
years, with the advent of capital account crises, exceptional access has
been approved in a small number of cases.92 Those cases have been con-
troversial within the Fund, among its members, and in the views of out-
side observers. In response, the IMF in 2002 and 2003 adopted and revised
an exceptional access framework (EAF) that established certain analytical
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90. The cessation or reversal of capital inflows (a “sudden stop,” as described by Calvo
1998) can be associated with latent or actual developments in internal policies, the external
economic and financial environment, or both.

91. The Korean case and the Brazilian case are examples of limited exercises in this direc-
tion. Roubini and Setser (2004) advocate greater use of such tools.

92. One response to the capital account crises of the 1990s was to create the SRF under which
countries can borrow larger amounts for shorter maturities at higher interest rates. These in-
terest rate surcharges were later generalized in two forms: (1) the level of borrowing and (2)
the time period covered by the borrowing. Surcharges now apply to EFF and CFF borrow-
ing as well as SRF borrowing. Their interaction is complicated, and they have given rise to
concerns about, and presumptive evidence of, arbitrage across facilities (IMF 2005b).
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and procedural presumptions that should be applied to these cases.93

Some (Goldstein 2005a; Roubini and Setser 2004) question the IMF’s con-
scientiousness in applying this policy.

It is important not to exaggerate the relevance of exceptional access to
IMF lending overall. Since 1994 only nine members of the IMF have been
granted such access, albeit a number of them on several occasions. As of
July 28, 2005, only 3 of the 14 current SBAs and EFFs involved exceptional
access, those for Argentina, Turkey, and Uruguay. Only two other countries
that previously had exceptional access to IMF resources had IMF credit out-
standing on May 31, 2005: Brazil and Indonesia. Fourteen other emerging-
market and developing countries had credit outstanding to the IMF as of
that date. Korea, Mexico, Russia, and Thailand had repaid the IMF.

On the other hand, when the Executive Board approves exceptional ac-
cess, the resulting program potentially ties up a substantial amount of the
IMF’s lending capacity because of the size of the programs. Some would
argue that this situation calls for an expansion of IMF financial resources;
others counter that doing so would increase inappropriately the number
of programs with exceptional access. This subject is considered in more
detail in the next section of this chapter.

This introductory discussion of IMF facilities suggests the following
basic questions: What should be the role of the IMF as an international
lender? Should the IMF develop special programs to assist developing
countries that are not experiencing financial crises but have large sover-
eign debts? Should special lending programs be developed for countries
that are “good performers” as part of the array of IMF facilities or as the
IMF’s only facility? To what extent should the IMF offer or promote non-
borrowing programs of policy support without financing? Should the IMF
continue to offer special borrowing arrangements for low-income coun-
tries? The balance of this section elaborates on some of these questions and
provides some answers to them. It covers (1) the IMF’s role as an interna-
tional lender, (2) in particular, its role with respect to members with large
sovereign debts, (3) its lending to good performers, (4) programs of IMF
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93. The analytical presumptions are (1) exceptional balance of payments pressures normally
associated with a capital account crisis, (2) a rigorous analysis demonstrating debt sustain-
ability, (3) a strong presumption of an early return to the capital markets, and (4) a strong
program of policy adjustment accompanied by the political and institutional capacity to im-
plement the program. The procedural presumptions are (1) an elevated burden of proof on
IMF management and staff in presenting the recommended program, (2) early consultation
with the Executive Board as the program is developed, and (3) required ex post evaluation
of the program within a year after its end (IMF 2003). These elements have subsequently
been tweaked somewhat in their application, but the basic framework remains as described.
The framework is to be applied to IMF programs that involve exceeding the normal access
limits of 100 percent of quota per year and total outstanding credit from the Fund of more
than 300 percent of quota.
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support without the use of IMF financial resources, and (5) IMF programs
with its low-income members.

The IMF as an International Lender

This is not the place to review the voluminous literature on the role of the
IMF as an international lender to countries and whether it should be a
lender of first, last, final, or highly limited resort. A sample of three recent
contributions with differing views is Roubini and Setser (2004), Bedford,
Penalver, and Salmon (2005), and ECB (2005).94 The debate, which appears
to be far from over, revolves around three issues: (1) limits on access to IMF
financial resources, (2) private-sector involvement in the financing, and (3)
the IMF’s role in debt restructurings. A background issue is the changing
nature of international financial markets, making international credit more
available to some countries, but not necessarily on a continuous basis.

With regard to access limits, one central issue involves distinguishing
cases of illiquidity from cases of insolvency (in the special case of coun-
tries, which in fact cannot be subjected to bankruptcy proceedings or the
functional equivalent) and deciding whether the IMF has a role to play in
preventing the former type of cases from turning into the latter. Although
improved debt sustainability analyses and a greater understanding of the
insidious effects of currency mismatches have aided in distinguishing li-
quidity cases from solvency cases, no consensus exists about the scale of
IMF lending in such circumstances. Some favor strict absolute limits on
IMF lending regardless of the circumstances, others favor constrained dis-
cretion close to if not identical with the current EAF, and still others see
little merit in any limits.

To the extent that one favors large-scale (exceptional access) lending by
the IMF in reasonably well-defined circumstances, the analytical issues
that the advocate must address are whether doing so involves an unac-
ceptable increase in moral hazard with respect to the debtor or the credi-
tors and whether more IMF lending improves a country’s longer-term
prospects by addressing the immediate problem or worsens them by pil-
ing up more debt (Rajan 2005b).

On the moral hazard issue, most observers agree that debtor moral haz-
ard, while a theoretical possibility, is not a serious problem in light of the
short-term political consequences of most crises.95 On creditor moral haz-
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94. IMF staff have been active contributors to this literature. See, for example, Giancarlo
Corsetti, Bernardo Guimaraes, and Nouriel Roubini (2003), Olivier Jeanne and Charles
Wyplosz (2001), Olivier Jeanne and Jeromin Zettelmeyer (2002), and Stephen Morris and
Hyun Song Shin (2003).

95. A more reasonable concern is the risk of supporting programs that are too timid in their
policy content or may not be adequately implemented, contributing to further crises.
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ard, again few disagree with the theoretical possibility, and many argue
that it could be a serious issue. Olivier Jeanne and Jeromin Zettelmeyer
(2004) construct a model that demonstrates that IMF lending creates no
moral hazard as long as the Fund lends at actuarially fair interest rates and
the borrowing country seeks to maximize the welfare of its taxpayers. Sup-
porters of the moral hazard view of IMF lending must challenge these as-
sumptions. However, within the context of the Jeanne-Zettelmeyer model,
IMF lending may lead to large capital flows and better terms. Disagree-
ment remains with respect to interpreting the empirical evidence associ-
ated with IMF lending over the past decade.96 Even if one accepts that
there is concrete evidence of a moral hazard effect of IMF lending, has that
moral hazard created a serious distortion to international lending in the
direction of favoring such lending to developing countries in the context
of many other distortions? That is the crux of the issue.

At the abstract level of ex ante IMF policy, few would disagree with the
characterization offered by Managing Director de Rato early in his term
and since then often repeated: “[W]e clearly also need a Fund that can say
‘No’ selectively, perhaps more assertively, and, above all, more predictably
than has been the case in the past.”97 What is notable about this statement
is not its clarity but the qualifications: selectively, more assertively, and
more predictably. De Rato’s view does not differ substantially from that of
his predecessor Horst Köhler (Camdessus, de Larosière, and Köhler 2004):

The IMF is not a lender of last resort in the traditional sense; it isn’t capable of pro-
viding an unlimited amount of financing. Once a crisis hits, the IMF needs to be
able to act quickly, and its involvement must be predictable to ensure that the pri-
vate sector can play its part.98

How should the IMF strike the balance? Goldstein (2005a, 399–400)
would move the pendulum further toward making it more difficult for
the IMF to say yes. He would amend the Articles of Agreement to require
supermajorities to approve exceptional access. He would also amend the
Articles to require the managing director to sign off “explicitly” that any
decision to grant exceptional access meets the requirements of the IMF’s
policy; at present there is only a strong presumption that any decision
submitted to the Executive Board by IMF management is consistent with

96 REFORMING THE IMF FOR THE 21ST CENTURY

96. Jeanne and Zettelmeyer (2004, 15) survey the empirical literature and conclude: “With-
out exception, the tests performed in this literature are incapable of distinguishing whether
the effects of the IMF on market variables (to the extent that any are found) are a sign of
moral hazard or simply an indication that the IMF is doing its job.”

97. Managing Director de Rato made these remarks in a speech, “The IMF at 60—Evolv-
ing Challenges, Evolving Role,” at the IMF/Bank of Spain conference, Dollars, Debt and
Deficits—60 Years after Bretton Woods, on June 14, 2004.

98. Recall that Summers in a 1999 speech at the London School of Business also argued that
the IMF has to be selective in providing its financial support.
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the IMF’s conditionality guidelines and other policies, including access
policy. Not only Rajan (2005b) but also Babb and Buira (2005) surprisingly
favor tighter rules and less discretion. Rajan believes that discretion fa-
vors the borrower, and Babb and Buira believe that the borrower tends to
be disfavored.

The relation between IMF lending and private-sector creditors during
crises has been controversial at least since the 1980s. Contrary to the con-
ventional wisdom, this is an area of evolution not revolution. Thus, Jacques
de Larosière (Camdessus, de Larosière, and Köhler 2004) opines:

The IMF cannot, and should not, provide all the financing for balance of payments
problems; it has to count on private flows to do the bulk of the financing (heavy
lending by the IMF to a few countries has become a serious issue for the institu-
tion and the system). Moreover, the IMF must develop a close relationship with
the private sector and not turn a blind eye to it. . . . This was the rule in the 1980s.
It still should be.

Nouriel Roubini and Brad Setser (2004) propose a comprehensive frame-
work to address the role of the IMF during financial crises, the scale of its
lending, and the participation of private-sector creditors: (1) distinguish
promptly between liquidity and solvency situations, (2) adopt appropriate
adjustment measures to match external financing with the nature of the cri-
sis, (3) use large-scale IMF financing in a variety of circumstances, includ-
ing in conjunction with coercive debt restructurings as necessary, (4) avoid
the trap of countries (for example, Russia and Turkey) that are too strategic
to fail, and (5) recognize that the IMF has a central coordinating role in the
management of crises. Roubini and Setser recommend that the IMF create a
crisis lending facility with lending limits of 300 percent of quota for one year
and total lending of 500 percent of quota, which they regard as more realis-
tic than the traditional limits of 100 and 300 percent of quota. However, they
would allow these limits to be overridden with prespecified criteria.

The ECB (2005) task force favors the “effective” use and “predictable”
commitment of all parties in debt crises (sovereign debtor, creditors, IMF,
and creditor governments) to use available instruments (bond exchanges,
rollover agreements, standstills, and, with less effect, capital controls and
private contingent credit lines), with domestic creditors also bearing a
part of the burden. They conclude from their review that crisis manage-
ment practices have largely followed a case-by-case approach. In some-
what of a contradiction, they nevertheless favor efforts to improve the
predictability of the process, including by reinforcing good relations be-
tween a debtor country and its creditors according to the Principles for
Stable Capital Flows and Fair Debt Restructuring in Emerging Markets
(also known as the code of conduct) that first was agreed to in the fall 
of 2004 between a group of emerging-market countries and a group of
representatives of private-sector creditors; a slightly revised version was
issued in March 2005. The principles cover transparency and information
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flows, continuous debtor-creditor dialogue, good faith actions by debtors
and creditors, and fair treatment.99

The central banks of Canada and England with support from a number
of other commentators and institutions in the past have favored absolute
limits on access to IMF financing in conjunction with standstills on debt re-
payments as the appropriate mechanism to deal with external financial
crises and the issues of moral hazard and predictability.100 Paul Bedford,
Adrian Penalver, and Chris Salmon (2005), commenting more recently in 
a Bank of England publication, place greater emphasis on market-based
mechanisms for facilitating sovereign debt restructurings with further im-
provements in bond contracts beyond the widespread adoption of collec-
tive action clauses (CACs) and wider adoption of the code of conduct. They
also favor more rigorous and informed application of the IMF’s framework
for exceptional access to IMF financial resources and a review of the IMF’s
policy on lending into arrears (LIA), when a member country has arrears
to external private-sector creditors. With respect to LIA, they want the IMF
to publish its debt sustainability analysis but not to specify the financial pa-
rameters of its program until the debtor has reached agreement on them
with its private-sector creditors. If the IMF were to adopt this last proposal,
it would amount to a partial reversion to its policy in the early 1980s when
programs were not approved by the IMF until a critical mass of creditors
had agreed to the financing presumptions in the program, which at that
time were initially agreed between the country and the IMF.101

A more radical change advocated by some (mostly IMF bashers on the
right) in the context of the Argentine case would be to eliminate the IMF’s
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99. The IMF (2005f, 14) asserts that the draft principles in the code of conduct “are broadly
consistent with many of the expectations from Fund policies aimed at the prevention and
resolution of financial crises.” Among the identified exceptions are (1) linking continuation
of trade and interbank lines to continued debt service by the sovereign debtor, (2) requiring
the debtor to engage with a creditor committee, (3) the absence of consideration of voluntary
standstills on litigation, (4) the resumption of partial debt service as a sign of good faith on
the part of the borrower, and (5) the presumption that if a country’s sovereign debt to the
private sector is sought to be restructured the debtor must at the same time seek to restruc-
ture debt with all bilateral official creditors (reversing Paris Club comparability). The same
document (IMF 2005f, 16) welcomes the code of conduct but dryly observes that “many mar-
ket participants were not aware” of the code or principles and others argued that it was yet
to be tested and lacked precision on a number of points.

100. Although the two central banks have not formally adopted policy positions on these is-
sues, their leaders have tacitly endorsed the approach espoused by Andrew Haldane and
Mark Kruger (2001), two senior members of their respective staffs.

101. That practice was changed in 1989 to one of IMF lending into arrears to banks because
over time the previous policy of requiring a “critical mass” of private-sector support was
regarded as giving the creditor banks too much leverage in the context where the debtors
generally were meeting their obligations. The IMF’s LIA policy was extended in 1998 to
bondholders.
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de facto preferred creditor status—the presumption that the IMF will be
paid in full even as other creditors are not. This would not only fly in the
face of the logic of the IMF as a lender of final resort but also would ef-
fectively kill political support for the IMF in many industrial countries, as
some advocates of such a position would like.

Note also that many of the proposed approaches to countries’ external
financial crises presume that those crises principally involve sovereign
debt issued under international law, for example, the IMF’s proposed sov-
ereign debt restructuring mechanism (SDRM). This has been the excep-
tion rather than the rule. Of the 13 major country cases through 2002, only
Argentina principally involved sovereign debt as well as, possibly, the
contagion case of Uruguay. Moreover, by the time 76 percent of the desig-
nated portion of Argentina’s sovereign debt was restructured in mid-2005,
domestic law governed more than half of its sovereign debt de facto or de
jure. I wrote (Truman 2001), immediately after the SDRM proposal was ini-
tially floated, that the proposal was too much (for the international finan-
cial system to accept at the time) and too little (it might be useful in a few
cases, but only on the margin). My forecast was unusually accurate. The
SDRM was cut back and put on the shelf. It did vastly accelerate the adop-
tion and acceptance of CACs.

The Argentine case, of course, ultimately involved a sovereign default;
widespread defaults on private-sector obligations to foreign and domes-
tic creditors (including banks); a collapse of the domestic banking system;
and restrictions on capital flows, domestic access to foreign exchange, and
access to bank deposits. Thus, in reconsidering the appropriate role of the
IMF as an international lender in this context, one should also reconsider
the IMF role in crisis prevention with respect to balance sheet mismatches,
the appropriateness of capital controls at least in crisis prevention, and
other approaches to modulate booms and busts in international lending.

Finally, the IMF’s role as an international lender is linked to its role in
restructuring situations. If the IMF determines before or after a crisis
breaks that a country faces a solvency crisis, the Roubini-Setser approach
would call for a debt restructuring, perhaps a coercive restructuring ac-
companied by IMF lending to ease the burden on the country.102 We have
already seen that Bedford, Penalver, and Salmon (2005) want the IMF to
stay out of the way and let “market mechanisms” operate.

In my view, the flaw in arguments that the IMF should not interfere with
the market is that in crisis or near-crisis situations market mechanisms will
likely break down, and the system does not have a natural replacement to
play a coordinating role. Collective action clauses in sovereign bond con-
tracts governed by international law are not a substitute where a large pro-
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102. Roubini and Setser (2004) do not exclude standstills, rollovers, or restructurings in the
case of liquidity crises, with the IMF playing a coordinating role. 
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portion of the debt does not take that form. Even where international bonds
dominate, clauses promoting intercreditor coordination can be expected to
have a limited impact because they do little to alter the leverage between
the debtor and the creditors as a group. Once the debtor has defaulted, the
creditors have essentially no leverage to force action. In the Argentine case,
where the stakes were high, legal efforts have so far failed (Gelpern 2005).

It follows that it is reasonable for the IMF, as a collective institution, to
address this market failure by playing a coordinating role. This is the view
of Roubini and Setser (2004), and I fully agree with them. The resulting re-
structuring inevitably will have a political dimension, which is not sur-
prising since one of the parties is a government and because of the neces-
sarily political foundations of the IMF (Tarullo 2005). Moreover, one cannot
duck the fact that the IMF has a financial interest in the outcome even if it
has de facto status as a preferred creditor.103 The issue is whether the al-
ternative to the former traditional procedures would produce superior
outcomes. I have my doubts.

In the case of Argentina after 2001, the IMF at Argentina’s insistence but
with the general support and often the vigorous encouragement of the 
G-7 countries abandoned its practice of more than 25 years of acting as a
coordinator and umpire in debt settlements. That practice evolved during
the debt crises of the 1980s, when Jacques de Larosière led the IMF, through
the capital account crises of the 1990s, when Michel Camdessus was its
leader.104 In contrast, Argentina’s 2003 IMF program did not establish any
parameters for the country’s offer to its bondholders—an omission that
Argentina exploited. Only belatedly did IMF management and the G-7
articulate a verbal formula describing a successful restructuring. It was
defined as a restructuring that was “sustainable” and “comprehensive.”
Since the restructuring left Argentina with a public-sector debt ratio of
more than 75 percent of GDP, one can doubt whether the result is sus-
tainable. Since 24 percent of the relevant debt was not treated, it is cer-
tainly not comprehensive. By its own criteria, the IMF’s noninvolvement
produced a failure. Argentina may have failed as well. The perception is
that greater IMF involvement would have provided a better deal for bond-
holders. In fact, IMF involvement might have produced an endorsement
of deeper debt reduction.

100 REFORMING THE IMF FOR THE 21ST CENTURY

103. As noted earlier, many critics of the IMF call for the abandonment of its preferred cred-
itor status. Roubini and Setser (2004, 253–54) successfully demolish their arguments.

104. IMF policy was not perfectly suited to every case, but it evolved. Some argue that the
slow evolution of the 1980s and the delayed establishment of the policy of lending into ar-
rears prolonged the debt crises of that period, which were global and not limited to Latin
America. My view from the trenches was that the responsible officials of few countries
wanted debt reduction much before it was on offer in the Brady Plan in 1989.
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Could the IMF have played a more forceful role? Of course it could
have done so even though the Argentine government expressed no inter-
est in the IMF playing such a role. The IMF was bluffed into supporting
Argentina’s economic program and effectively a partial rollover of Ar-
gentine obligations to the IMF. The Fund and its larger members had a
choice. They failed to insist upon either of the two related conditions that
Timothy Geithner in remarks before the Bretton Woods Committee on
June 10, 2004, recommended in such situations: a credible medium-term
adjustment program and a credible and monitorable framework for achiev-
ing a viable debt restructuring.

Notwithstanding these criticisms, many have applauded the IMF’s non-
role in the Argentine debt restructuring. The US government was a lead-
ing supporter of that posture. To date, US government officials have ex-
pressed no regrets, although Quarles (2005) both praised the progress to
date and argued that more work needs to be done with respect to the
residual defaulted debt. Allan Meltzer, in testimony on June 7, 2005, be-
fore the Subcommittee on International Trade and Finance of the US Sen-
ate Committee on Banking, Housing, and Urban Affairs on the subject of
IMF reform, praised the IMF for its noninvolvement and argued that its
policy was “a big step forward.” Reuters reported on July 29, 2005, that
Managing Director de Rato insisted that the Fund should have no role in
the negotiations between the Argentine government and its creditors. One
can only speculate how de Rato is going to square his statement with the
view that Argentina must have a strategy to deal with the remainder of its
defaulted debt as part of any new IMF program. The IMF played a much
more active role in the rescheduling of the external debts of the Domini-
can Republic in 2004; perhaps it has begun to learn its lessons.

Only time will tell about many aspects of the Argentine case. To date the
largest sovereign debt default in history has passed without definitively
answering any legal and policy questions surrounding it (Gelpern 2005).
Argentina has faced rather limited legal consequences from its default and
its bond exchange. Gelpern sees the associated documentation as progres-
sive, not revolutionary. The next act in this debt drama again involves Ar-
gentina and the IMF despite the IMF’s posture to date of noninvolvement.
Will the IMF management and a majority of its members once again blink
and approve a program with Argentina without a plan to achieve com-
prehensive and sustainable settlement of its defaulted debt? If the answer
is yes, this will only reinforce the principal conclusion so far from this
sorry experience: Once a country has defaulted, the country—not its cred-
itors—has most of the leverage. As a result of its noninvolvement posture,
the IMF effectively allowed itself to be manipulated by the defaulting
country into a posture perceived as against the country’s creditors without
articulating its position. This result, if it stands, will not enhance the stature
of the IMF as part of the international financial architecture.
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Support for Members with Large Debts

Countries that successfully emerge from financial crises and IMF pro-
grams with large stocks of sovereign debt (internal and/or external) and
countries with large stocks of sovereign debt, for example, above 30 per-
cent of GDP, that have not experienced financial crisis are particularly vul-
nerable to internal and external shocks that precipitate a crisis or another
crisis. What should the IMF role be with respect to such countries?

One alternative is to monitor the countries and their performance via
Article IV consultations, coaxing and cajoling them to adopt policies that
place debt ratios on a convincing downtrend. Those countries that have
emerged from a crisis might face a higher-than-normal bar as they seek to
obtain additional IMF financial support at least until they have paid
down a substantial fraction of their earlier IMF loans. Those countries that
have yet to face crises would be dealt with the same way as the first group
of countries, except that the bar to IMF lending might be lower.

At the other extreme, following Roubini and Setser (2004), the IMF
could actively encourage and financially support debt restructurings that
promise significant reductions in debt stock. Such preemptive restructur-
ing would be difficult to sell to the market, but the long-run benefits to the
countries might well offset the short-term costs. In effect, this was the ap-
proach attempted under the Brady Plan restructurings of commercial
bank debt in the early 1990s.105

An intermediate alternative has been suggested by Derviş and Özer
(2005): establishment in the IMF, in cooperation with the World Bank, of a
Stability and Growth Facility (SGF) to help emerging-market economies
with strong economic policies and large sovereign debt ratios achieve sus-
tainable growth as they work down their debt ratios and to protect them
from financial crises unrelated to their current economic policies. In effect,
the IMF would provide financing against external debt shocks, creating
demand for a bigger IMF.

Derviş and Özer suggest that countries such as Brazil, Ecuador, In-
donesia, the Philippines, Turkey, and Uruguay might now qualify as long
as their policies were judged ex ante to be strong enough. The proposal in-
volves elements of both prequalification in terms of economic policies and
insurance against unforeseen shocks. In principle, it would allow coun-
tries that experience, for example, a sharp drop in exports because of a
global economic slowdown to run countercyclical fiscal policies, or at
least not procyclical fiscal policies, in the context of a decline in domestic
economic activity.
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105. The Brady restructurings resulted in limited if any reductions in debt stocks as valued
by the market at the time, but the gap between face value and market value was recognized,
and repayments were reprogrammed.
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Many questions would have to be answered before the establishment of
such a facility. One important question would be the likely need for addi-
tional IMF financial resources and how those resources might be assem-
bled, which is the topic of the next section.

IMF Lending Programs for Good Performers

The SGF proposal outlined above is one variant on a number of propos-
als that would involve pre-positioning IMF lending programs for coun-
tries that are “good performers.” It does not require much imagination to
sketch out other variants on this theme.

The first set of questions in connection with such proposals involves the
definition of good performance. What objective indicators would be used to
establish good performance? Candidates might include fiscal positions, av-
erage marginal and effective tax rates, debt positions of the government and
country, exchange rate regimes or performance, international reserves, in-
flation rates, and condition of financial sectors, to name a few possibilities.
Identifying good performers could be linked to IMF Article IV consultations
or other IMF surveillance activities. Countries could automatically qualify,
or they could apply for certification. Recertifying and decertifying countries
presumably would involve the same procedures, but how those procedures
would operate and with what frequency are other important questions in-
volving political issues as well as internal IMF bureaucratic issues.

A second set of questions involves the conditions or context in which
access to the facility could be activated. Would they be prespecified and
objective as well? This would imply that access would be essentially au-
tomatic. Alternatively, the Executive Board might be expected to review
evidence assembled by the IMF staff and endorsed by the management
before funds were released.

A third set of questions is whether the IMF should lend only to coun-
tries that had qualified by meeting a (large or small) set of conditions. The
IFIAC (2000) majority endorsed the IMF playing essentially a quasi lender
of last resort exclusively to emerging-market economies that had met a
short list of four preconditions (Williamson 2001): (1) freedom of entry
and operation for foreign financial institutions; (2) well-capitalized com-
mercial banks; (3) regular, timely, and comprehensive publication of the
maturity structure of sovereign and guaranteed debt; and (4) an unspeci-
fied indicator of fiscal probity.106 Nothing was included with respect to
the size of sovereign debt stocks, current account deficits, exchange rate
regimes, inflation rates, or a number of other variables many would con-
sider relevant to economic and financial stability. C. Fred Bergsten, who
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106. In extremis, a threat to the stability of the global financial system, the IFIAC said the
IMF should be able to lend to other countries that had not prequalified.
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was a dissenting member of the Meltzer Commission with respect to this
issue, points out (in testimony before the Subcommittee on International
Trade and Finance of the US Senate Committee on Banking, Housing, and
Urban Affairs on June 7, 2005) critically that the suggested criteria would
have permitted continued IMF lending to Argentina in the summer of
2001 but would not have permitted the Fund to lend to Brazil in 2002.
Goldstein (2003, 238–44) also presents a detailed critical analysis of the
IFIAC proposal.

The CCL provided a country in principle with an opportunity to seek
preapproved financial support and a limited amount of automatic access.
However, even this modest step in the direction of an insurance facility
was tightly circumscribed. Many influential members of the IMF, in par-
ticular many European members, opposed the concept because they
wanted slower disbursements and stronger policy conditions. No IMF
members chose to apply for a CCL. The result was that the CCL was not
renewed in 2003.

However, the idea of some type of IMF insurance facility is not dead.
Most of the new ideas differ from the CCL in that the CCL used an appli-
cation mechanism, and under most of the insurance type of schemes coun-
tries would be prequalified without formally applying. Daniel Cohen and
Richard Portes (2004) have made such a proposal. Tito Cordella and Ed-
uardo Levy Yeyati (2005) have as well. Barry Eichengreen (2004) expresses
support for an Enhanced Monitoring Facility that appears to be a cross be-
tween the CCL and a full-blown insurance facility. Rajan (2005a) can be in-
terpreted as endorsing consideration of such a facility as part of an IMF
move toward greater reliance on rules than discretion.

Ralph Chami, Sunil Sharma, and Ilhyock Shim (2004) analyze the theo-
retical case for an IMF coinsurance arrangement and find it lacking in the
face of information asymmetries and time-consistency weaknesses. On
the other hand, such flaws affect most other elements of macroeconomic
policymaking, and policy is made nonetheless.

At the more practical level, Timothy Geithner, in his remarks before the
Bretton Woods Committee on June 10, 2004, laid out five key elements of
a credible IMF insurance mechanism: (1) a policy framework that can be
counted upon to restore confidence, (2) a scale of financing calibrated to
need (potentially substantial), (3) flexibility to respond to external cir-
cumstances and the borrower’s policy effort (implying scope for the front-
loading of large amounts of financing), (4) use in the context of restruc-
turing efforts, and (5) a more credible capacity for the IMF to withstand
arrears in repayments. The Geithner elements clearly involve aspects of
the IMF’s operations that extend beyond relatively narrow issues of pre-
qualification.

What are the prospects for a new effort in this area reaching fruition?
UK Finance Minister Brown (2005) expressed some sympathy for the idea.
His French counterpart, Breton (2005), supported it. The G-24 (2005) ex-
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pressed cautious support for exploring the idea of a precautionary facility
as long as it was adequately financed to deal with capital account crises.
This is an idea whose time may not have come, but it is not dead either.

Support Without Lending

The IMF has long wrestled with the issue of how to support countries
with strong or strengthening economic policies that do not need financial
support or cannot afford financial support because of the financial cost of
borrowing even from the IMF.107 In effect, the IMF by approving such an
arrangement would be providing a signal to the market or to other in-
vestors and donors. The IMF now has, and in the past has experimented
with, similar instruments taking the form of (1) precautionary arrange-
ments that permit a country to borrow even if borrowing is not ex-
pected,108 (2) staff-monitored programs that involve no IMF resources
and often have been used as precursors to regular programs, and (3) en-
hanced surveillance or monitoring by the staff or Executive Board some-
times in connection with programs that have recently ended.

One issue with respect to such mechanisms is how they should be
linked with normal surveillance mechanisms, for example, Article IV con-
sultations. Wouldn’t the IMF become just another rating agency (Jack
Boorman suggested this in remarks in London in November 2004), and
what would be its value added? Another issue is whether the signal to the
market or to other investors and donors tends to absolve those receiving
the signal from doing their own due diligence—another type of moral haz-
ard. A third issue involves the black-or-white character of off-on signals,
when the true situation almost always involves shades of gray. A related
very important issue is the implication of turning off a signal once it has
been turned on. This, in turn, relates to the standards that are to be ap-
plied: Are the standards higher or lower for a regular standby arrange-
ment or a precautionary standby arrangement or for a low-access arrange-
ment even though the standards in the latter cases in principle are the
same as in the former? Are standards in signaling mechanisms the same as
those associated with upper-credit-tranche SBA and EFF arrangements or
are they lower?

A final set of issues involves whether the signaling mechanism would
be voluntary and whether it would be limited to one category of coun-
tries, for example, low-income countries or emerging-market countries, or
would it be available for all categories of countries. If the use of the mech-
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107. See IMF (2004e) reporting on the Executive Board’s discussion of this topic in Septem-
ber 2004 and related documents.

108. As of July 28, 2005, 3 of the 14 operational SBA or EFF arrangements were precaution-
ary: those for Colombia, Croatia, and Paraguay. Often the proportion has been larger.
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anism were voluntary, would there be any volunteers? How should their
volunteering be interpreted?109

A special type of IMF support for a country, where only limited IMF re-
sources would be involved, is a mechanism whereby the Fund provides
an instrument to help a member cope with a negative external shock such
as a drop in the price of a commodity that represents a large share of its
export earnings by linking repayments to the IMF to an external index.
The facility would assist the country to avoid procyclical fiscal policies.

Kristin Forbes (2005) has proposed such a mechanism for dealing with
external shocks. Her proposal bears a family resemblance to the CFF, which
provides countries a modest amount of access to IMF financing with low
conditionality in the context of negative external shocks. The terms for ac-
cess to the CFF have been tightened in recent years, which has contributed
to sharply reduced use of the facility compared with the 1970s and early
1980s. Buira (2005a, 23–24) suggests that a more representative governance
structure at the IMF might lead to a reversal of these trends.110

At the IMFC meeting in April 2004, US Secretary of the Treasury Snow
(2004) reopened IMF consideration of a mechanism (a policy-monitoring
arrangement) through which the IMF could provide support for members
without lending:

To strengthen its policy role, we favor the development of a new form of engage-
ment for countries that do not have a financing need. Under this proposal, the IMF
could assess an economic program prepared by the country itself and signal its
view to donors, MDBs [multilateral development banks], and markets. Such a
nonborrowing vehicle for close engagement would benefit both poor countries
and emerging-market countries, as it will show that a country has clear ownership
of its policies and is strong enough to stand on its own feet.
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109. The answer to the first question appears to be yes. The Nigerian government indicated
in the summer of 2005 its interest in utilizing such a mechanism as the basis for obtaining a
write-down and rescheduling of its bilateral official debt. The Paris Club indicated its will-
ingness to accept such a policy support instrument as the basis for such an agreement with
Nigeria. The Paris Club press release of June 28, 2005, states that Nigeria would be receiving
exceptional treatment in the interest of resolving Nigeria’s long-standing arrears to Paris
Club creditors. Normally, Paris Club agreements are predicated upon an IMF standby
arrangement or the equivalent. We will see whether the exception becomes the rule. It is
noteworthy in terms of the second question that Nigerian government officials have been
quoted as saying that this form of IMF support will not involve conditions on Nigerian eco-
nomic and financial policies.

110. It is of some note in connection with the CFF and related facilities that the G-8 finance
ministers meeting in London on June 11, 2005, agreed that “the IFIs [international financial
institutions] have a role in helping address the impact of higher oil prices on adversely af-
fected developing countries and encourage the IMF to include oil prices in the development
of facilities to respond to shocks.” In November 2005, the IMF Executive Board established
such an exogenous shock facility for low-income members and the UK and several other
governments announced they would help finance it.
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In April 2005, the G-7 and the IMFC indicated their support for the US
proposal in the context of the IMF’s engagement with low-income (PRGF-
eligible) countries. Part of the rationale is that these countries cannot af-
ford to borrow even on highly subsidized PRGF terms, and the proposed
mechanism would be analogous to a grant of policy endorsement without
financial resources.

At the April 2005 meeting of the IMFC, Germany’s minister of finance,
Hans Eichel (2005), indicated his support for the establishment of a policy-
monitoring arrangement to assist countries in graduating from IMF finan-
cial support as long as the terms involved upper-credit-tranche condition-
ality and regular reviews by the Executive Board. The Canadian finance
minister, Ralph Goodale (2005), also expressed support for the idea to
strengthen surveillance relationships with developing countries in gen-
eral, those with higher incomes as well as low incomes per capita.

Acting Under Secretary Quarles (2005) reported to the US Congress on
progress in promoting the US initiative with respect to nonborrowing IMF
programs. In his remarks, he left open the possibility that the mechanism
would be available to all members of the IMF, not just to low-income
members. Time will tell whether the mechanism will be generalized, but
such a “policy support instrument” that does not involve IMF lending
was put in place for low-income countries shortly after the 2005 IMF an-
nual meetings.

Support for Low-Income Countries

IMF support for low-income countries, defined for these purposes as
PRGF-eligible members, takes many forms.111 They participate, of course,
directly and through their representatives in all IMF activities. They all 
are covered by IMF surveillance. They receive technical assistance from
the IMF. By definition they are eligible to borrow from the PRGF and to
receive related forms of highly subsidized financial support. In principle,
they are also eligible to borrow from other facilities, including the CFF, the
EFF, and regular SBA. Those low-income countries that are also in the cat-
egory of heavily indebted poor countries (HIPC) have, since 1999, been
potentially eligible for partial reduction of their debts to the IMF and
other international financial institutions, and a subset of them are now ex-
pected to be in line for 100 percent reduction of their debts to the IMF.112
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111. Managing Director de Rato, in remarks on June 14, 2004, at the IMF/Bank of Spain con-
ference, Dollars, Debt and Deficits, stressed the IMF’s partnership role in supporting its low-
income members.

112. The G-8 proposal for 100 percent reduction of debts of certain HIPC borrowers from the
IMF has implications not only for those countries but also for the IMF’s involvement with
them and potentially for the IMF’s financial structure because of the involvement of the
IMF’s gold. The IMF Executive Board reached agreement on this new “multilateral debt re-
lief initiative” on November 7, 2005.
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It was not always the case that low-income countries had special IMF
facilities. In 1975, when 49 of the current 77 PRGF-eligible countries were
members of the Fund, 28 of them had credit outstanding to them from the
Fund on regular financial terms. For the most part, the absolute poverty
of these countries was no lower in 1975 than it is today. At that time, the
international community was less sensitive to the buildup of their exter-
nal debts, more optimistic that low-income countries would be able to
grow out of their debts, or more concerned that special facilities distorted
the universal character of the Fund.

Another important change during the past 30 years has been the pro-
gressive shift of the IMF from balance of payments lending into longer-
term, structural adjustment lending, which accelerated in the late 1980s
(Bird 2003, 2–10). First, the IMF in 1975 established a Trust Fund with some
of the proceeds from its gold sales for lending to low-income countries. In
1976 the EFF was created. In early 1986, a Structural Adjustment Facility
(SAF) replaced and absorbed the Trust Fund. In 1987, the SAF was trans-
formed into an Enhanced Structural Adjustment Facility (ESAF). However,
“structural adjustment” had a bad ring to it. Moreover, the NGO commu-
nity criticized the ESAF because, with some reason, it saw structural pol-
icy conditions being imposed on countries merely so that they could qual-
ify for loans that were largely employed to refinance old loans from the
IMF. Thus, the ESAF morphed into the PRGF where, in principle, the bor-
rowing country through the participatory drafting of its PRSP has a greater
say in the policy conditions. This process is described as an effort to im-
prove ownership and performance. To some observers it is a manifestation
of IMF and World Bank policy failure.

The transformation of the nature of IMF lending to low-income coun-
tries into structural lending, by one name or another, has meant that the
IMF increasingly has become involved with policy issues that had been
principally the responsibility of the World Bank. Similarly, the Bank has
become more involved in and conscious of the macroeconomic and fi-
nancial policies of countries receiving World Bank loans. Consequently,
the Fund and the Bank have been called upon to collaborate more inten-
sively and with mixed results.113

Three issues are on the agenda for IMF reform with respect to its sup-
port for low-income members: Should the IMF continue to lend to these
members? Should the IMF’s involvement in PRGF lending be terminated?
If IMF participation in PRGF lending is terminated, what type of lending
arrangements for low-income countries, if any, should take its place?
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113. This collaboration and the issues that give rise to the need for it are not limited to the
low-income countries. Structural issues are part of IMF-supported programs with most
members, and the Bank since the 1980s has been—some would say excessively—conscious
of the macroeconomic and financial context of lending to all of its borrowers.
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The Bush administration, aggressively following up on initiatives of 
the Clinton administration with respect to the development agenda for
low-income countries (HIPC relief and greater reliance on grants), has in-
cluded on its expanded agenda a number of elements involving the IMF’s
support of such countries. Secretary Snow (2004) at the April meeting of
the IMFC advocated that (1) the IMF continue to lend to poor members
but only for balance of payments needs; (2) development needs should be
met by development banks and bilateral donors, not the IMF; (3) the IMF
should marshal grants to support strong performers and those facing
macroeconomic setbacks; and (4) low-income countries with strong fun-
damentals should move beyond PRGF borrowing to nonborrowing en-
gagement with the IMF.

The US-supported elements are part of an ongoing debate about the
role of the IMF with respect to low-income countries. The basic argument
for continued intensive IMF involvement with its low-income members is
that good macroeconomic policy is crucial to economic development,
growth, and the reduction of poverty. The management and staff of the
IMF are not inclined to back off from engagement with its low-income
members. In their view, the IMF is the accepted international arbiter of
such policies and must be continuously engaged in their support and
evaluation. Furthermore, if the IMF is to play its role effectively, it needs
to use its “own money” as leverage.

In April 2004, before the IMFC meeting, the Executive Board (IMF 2004b)
expressed its continued support for the IMF’s “important role in low-
income member countries in terms of surveillance, policy advice, financ-
ing and technical assistance.” Most directors preferred the continued avail-
ability of small PRGFs. Many directors did not support precautionary
PRGF arrangements—an alternative to nonborrowing support.

The spring 2005 IMFC communiqué devoted five paragraphs exclu-
sively to the IMF and its support for low-income countries, demonstrat-
ing little appetite to disengage from lending to low-income members. The
French finance minister, Thierry Breton (2005), explicitly said that the ex-
isting PRGF is a suitable tool for the IMF as a universal institution to use
to support low-income countries.

With respect to collaboration between the Fund and World Bank on
country programs and conditionality, the IMF executive directors (IMF
2004c) concluded that the evidence supported renewed support for the
existing operational framework for such collaboration. At the same time
they stressed that there was no room for complacency with respect to
country ownership and acknowledged tensions over the coverage of con-
ditionality and the scope and pace of reforms.114
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114. The underlying document was based on a survey of Fund mission chiefs and Bank
country directors. No doubt many of them were forthright in their responses, but one won-
ders whether there were not incentives to support the status quo.
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All observers do not accept the status quo with respect to the IMF’s role
in the PRGF. Allan Meltzer, in testimony on June 7, 2005, before the Sub-
committee on International Trade and Finance of the US Senate Commit-
tee on Banking, Housing and Urban Affairs, consistent with the majority
recommendation of the 2000 report of the IFIAC that he chaired, stated
simply that the PRGF should be closed. The Council on Foreign Relations
(1999) report implied as much in its recommendation that the Fund and
Bank should refocus on their respective core activities. C. Fred Bergsten, a
member of the IFIAC, stated before the Subcommittee on International
Trade and Finance of the US Senate Committee on Banking, Housing and
Urban Affairs on June 7, 2005, that he would prefer to transfer the PRGF
to the World Bank because the Bank’s primary mission is poverty reduc-
tion. Nancy Birdsall and John Williamson (2002) recommend that the
PRGF be transferred from the IMF to the World Bank to make the PRSP
process the unambiguous responsibility of the Bank and to achieve some
administrative savings. David Bevan (2005), commenting on a choice
among (1) the status quo, (2) dropping the balance of payments facade as-
sociated with IMF lending to the low-income countries through the PRGF
and adopting a more realistic IMF program of 25-year financial support,
and (3) the IMF’s getting out of the business of long-term loans, favors the
third option. One wonders whether the prospect of 100 percent IMF debt
reduction for a subset of the HIPC borrowers from the IMF under the
PRGF will not and should not lead to a reassessment of this issue by the
IMF’s membership as a whole, leading to the third option.

If the PRGF were transferred to the World Bank, a question would re-
main whether the IMF should get completely out of the business of lending
to low-income countries. Some say yes. Others argue that the possibility of
lending to meet traditional, short-term, balance of payments needs should
not be excluded. That appears to be the position of Canada’s finance min-
ister, Ralph Goodale (2005), who expressed support for limiting the PRGF
to providing “rapid assistance to alleviate short-term external payments
distress” for low-income members of the IMF. This is a reasonable position,
and such lending to very poor countries might also be subsidized.

What about ensuring sound macroeconomic policies in low-income
countries? One approach would be that the IMF should continue to con-
duct its surveillance of the policies—macroeconomic and financial-sector
policies—of its low-income members. The World Bank in its IDA lending
should take account of the IMF’s views. Where the Bank staff agrees with
those views it should say so in its documentation and where it does not it
should also explain its views. Continued Article IV consultations and ex
post evaluations of IDA lending should over time induce more de facto
coordination than occurs de jure today. The Bank would learn from its
mistakes and pay for them. One problem some might reasonably argue is
that the shareholders that would pay are also the shareholders in the IMF. 

All of these issues are yet to be resolved.
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Financial Resources

The IMF is an international financial institution. Like other financial insti-
tutions it is in the business of making loans consistent with its charter and
policies, in other words, under appropriate circumstances and with ap-
propriate conditions and protections. The determination of appropriate
circumstances and appropriate conditions and protections is one place
where selectivity enters the picture.115 Appropriate conditions include the
potential for private-sector involvement in financing a country in crisis.116

A natural question is whether the IMF has enough financial resources to
carry out its responsibilities now and for the immediate future.

If the answer to this first question is that it does not now have adequate
resources to discharge its responsibilities or it is likely to run short over
the next 5 to 10 years, then a follow-up question is how best should the
IMF augment its resources? Should it look toward another increase in
quotas? Should it rely more heavily on borrowing from members through
standing arrangements such as the General Arrangements to Borrow
(GAB) and the New Arrangements to Borrow (NAB) or through ad hoc
means? Alternatively, should it look to borrow in the market or should it
seek to mobilize the latent profits on its holdings of gold?

Finally, where do SDR fit into the IMF’s activities and its financial op-
erations in the 21st century? Is it important to ratify the Fourth Amend-
ment of the Articles of Agreement?117 Looking forward, should the SDR
be put on the shelf, should regular allocations be resumed, should exist-
ing allocations be cancelled, or should the mechanism be transformed so
it can provide some type of global public good rather than just increasing
global liquidity? This section examines (1) the IMF’s need for additional
resources, (2) how its resources should be augmented, and (3) the future
role of the SDR.

The IMF’s Need for More Resources

Does the IMF need more financial resources right away today or tomor-
row? The answer is almost certainly no.

As of July 28, 2005, the IMF’s one-year forward commitment capacity,
the metric it now uses to measure its capacity to make new financial com-
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115. On circumstances and conditions, see also the earlier discussion of IMF tools and lend-
ing activities.

116. Selectivity also enters the picture with respect to crisis prevention, surveillance, and
possible prequalification for IMF lending.

117. The Fourth Amendment provides a one-time allocation of SDR in order to put mem-
bers of the IMF that joined after the first 1970–72 and/or second 1979–81 general allocations
of SDR on a roughly equal footing with other members.
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mitments, was about $133 billion, easily the highest level in its history and
essentially twice its lending capacity at the end of 2002.118 In addition, the
IMF has another approximately $50 billion available from its standing bor-
rowing arrangements, the GAB and the NAB. An alternative traditional
measure of IMF lending capacity, the IMF’s liquidity ratio, is 21⁄4 times what
it was at the end of 2002.119 This dramatic improvement reflects in part the
repayments and early repayments to the Fund by Russia and Brazil and,
in part, benign global economic and financial conditions that have meant
that there have not been any large net new demands on the IMF.

Quotas are the traditional source of IMF resources to lend although bor-
rowing from members from time to time has been used as a supplement,
and the PRGF is financed by borrowing. The second memorandum item 
in table 2.4 provides the IMF’s credit outstanding as a percentage of total
quotas for seven dates during the past 30 years. The average is 26.6 per-
cent, and the figure for May 31, 2005, was 26.0 percent. Table 2.7 provides
a longer-term perspective on IMF quotas relative to a number of other in-
dicators of the development of the global economy. I estimate that, as of the
end of 2005, total IMF quotas relative to reserves fell to the lowest level in
the past 35 years; this reflects in large part the buildup in foreign exchange
reserves by a large number of countries since the end of 2000. On the other
hand, total IMF quotas relative to GDP at market prices are within the
range of the past 30 years, and total quotas relative to international trade in
goods and services are only slightly below their range over that period.120

The last line in the table provides a projection of what these three ratios
would look like in 10 years if there were no increase in IMF quotas (except
an assumed 25 percent boost to their dollar value in connection with de-
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118. The IMF defines its “one-year forward commitment capacity” as its usable resources
(holding of currencies of members in strong enough external positions that their currencies
can be lent to other countries plus the IMF’s holdings of SDR) minus undrawn balances
under lending commitments plus projected repayments to the Fund over the next year minus
a generous prudential balance.

119. The liquidity ratio is the ratio of net uncommitted resources to liquid liabilities.

120. As is almost always the case, different calculations by different authors can suggest
somewhat different conclusions. For a longer period, Buira (2005) estimates that the size of
the Fund declined from 58 percent of trade in 1945, to 15 percent in 1965 before the great in-
flation and the collapse of the Bretton Woods system, to an estimated 4 percent “at present,”
presumably 2003. (The last figure is higher than that shown in table 2.7, possibly because we
included trade in both goods and services.) Kelkar, Chaudhry, and Vanduzer-Snow (2005)
compare the size of the Fund (total IMF quotas) in 1978 at the time of the 7th quota review
with the size in 1998 at the time of the 11th review. They find that the size of the Fund de-
clined from 8.7 to 3.7 percent relative to current payments, from 1.4 to 0.9 percent relative to
GDP, from 33 to 18.4 percent relative to international reserves, and from 9 to 6 percent in
terms of imports. It is reasonable that quotas declined more relative to current payments
than relative to imports because nontrade current account items have increased in impor-
tance over this period, but I cannot explain the large decline in the Kelkar estimates of the
size of the Fund relative to imports or relative to GDP compared with the data in table 2.7.
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preciation of the US dollar against the SDR) and with the use of com-
pound growth rates for the period 1990–2005. Quotas would continue to
decline substantially relative to foreign exchange reserves and decline rel-
ative to international trade compared with the range during the past 30
years. For GDP, the ratio drops to the low recorded in 1990. With GDP on
a PPP basis, the ratio falls 20 percent below its equivalent 1990 value.

Those who want the IMF to discharge its current responsibilities more ef-
fectively—for example, lending larger amounts in connection with capital
account crises—tend to favor a substantial increase in IMF quotas in con-
nection with the 13th quota review (Buira 2005a; Kelkar, Chaudhry, and
Vanduzer-Snow 2005; Ortiz 2005). Those who envision enlarged responsi-
bilities for the IMF tend to think the IMF will require a substantial increase
in its resources to discharge them (Ubide 2005, Rajan 2005b). The Japanese
finance minister, Sadakazu Tanigaki (2005), has expressed support for a
quota increase, and his Korean colleague, Minister of Finance Hun-Jai Lee
(2004), did so in stronger terms.

On the other hand, US Secretary of the Treasury Snow has stated that
the United States sees no need to increase IMF quotas at this time in part
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Table 2.7 IMF quotas relative to reserves, GDP, and trade (percent)

Foreign exchange 

Year reserves GDP International tradea

1970 62.2 0.83 7.1

1975 21.3 0.54 3.2

1980 20.3 0.65 3.2

1985 25.6 0.76 4.2

1990 14.8 0.57 3.0

1995 15.6 0.74 3.5

2000 14.1 0.87 3.5

2004 8.9 0.81 3.0

2005(e)b 7.0 0.71 2.6

2015(p)c 2.9 0.57 1.6

(e) = estimate

(p) = projection

a. Average of world exports and imports of goods and services.

b. Data for 2005 are estimated using the compound growth rates for 2000–04.

c. Projections for 2015 use the average of the compound growth rates for the periods 1990–95,

1995–2000, and 2000–04: foreign exchange reserves (11.5 percent); GDP (4.5 percent); and

trade (7.2 percent). IMF quotas are projected for 2005 at their end-2004 level adjusted to the

dollar/SDR rate on July 25, 2005. The 2015 projection assumes a 25 percent increase in the dol-

lar price of SDR by 2015.

Sources: IMF, International Financial Statistics and World Economic Outlook (various years).
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because it is desirable to limit the growth in the size of the Fund in order
to discourage large-scale IMF lending. Former US treasury secretary Paul
O’Neill (2002) told the IMFC in September 2002, as the 12th quota review
was coming to a conclusion: “Limiting official resources is a key tool for
increasing discipline over lending decisions.” (To date, O’Neill’s succes-
sor has not distanced US policy from this position.) In fact, during the past
five years, the amount of IMF credit outstanding to emerging-market mem-
bers of the IMF has increased by more than 20 percent. Regardless of this
record and the reasons for it, using an obscure budget constraint to en-
force selectivity in IMF lending is questionable international public policy
compared with a need-based approach in which selectivity is based on
circumstances, policy conditions, and protections.

Augmenting the IMF’s Resources

During the IMF’s 60 years, increases in IMF quotas have occurred on av-
erage every 6.6 years—since 1959, the average rate has been every 5.6
years.121 However, the gap between the last two quota increases was 8
years and the previous gap was 7 years. Formal agreement on the last
quota increase was reached in January 1998. Any way one looks at the his-
torical data, they point to pressure for another increase in the next two or
three years, at least by the end of the 13th quota review period in January
2008. However, don’t bet on an agreement to increase IMF quotas unless
policies of the major IMF members or economic and financial circum-
stances change dramatically from what they are today.

A more reasonable bet is that strong pressures will build for a further
increase in IMF quotas by 10 years from now. One reason for action sooner
rather than later is that it is difficult to imagine the IMF successfully ad-
dressing the issue of the distribution of IMF quotas in any context except
an overall increase in quotas because each country has an individual veto
over any reduction in the absolute size of its quota. In this context, the US
position favoring a redistribution of quota shares but not favoring an in-
crease in the total of IMF quotas at this time, and implicitly at any future
time, is at best naive and at worst cynical. Nevertheless, as noted in the
section on IMF governance, it may be a strategic calculation.

Augmentation of standing borrowing arrangements has been even
more difficult to negotiate than quota increases. Only two such augmen-
tations have occurred since 1962 when the GAB was first established—the
augmentation of the GAB in 1983 and the grafting onto the GAB of the
NAB in 1998. If the IMF wants to increase its resources, it could explore
two other options: borrowing from the market and gold sales.
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121. The total of IMF quotas may increase slowly over time with the admission of new
members and ad hoc adjustments in quotas, which have been rare. The text refers to in-
creases in IMF quotas associated with general reviews of the size of the Fund.
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The advantage of IMF market borrowing is that doing so requires only
a simple (weighted) majority of the IMF Executive Board, not an 85 per-
cent majority in connection with a generalized increase in quotas follow-
ing a quota review. An increase in IMF quotas, in turn, must be approved
by governments, starting with the US Congress. Adam Lerrick (1999) es-
timated that the IMF might be able to borrow in the market as much as
$100 billion over time. The total that could be borrowed would be con-
strained by the liquid resources of the IMF and the value of its gold stock.

Bird (2003) sees IMF borrowing in the private market as a temporary
countercyclical source of additional financing for the IMF. When markets
are holding back in lending to developing countries, the IMF could bor-
row and use the resources to increase lending to those countries. He also
sees such an activity as having the benefit of making the IMF more mar-
ket sensitive. For Bird it is an advantage that a program of market bor-
rowing would loosen political influences over the scale of IMF lending.
Kelkar, Chaudhry, and Vanduzer-Snow (2005) make many of the same ar-
guments. From another perspective, one disadvantage of this mechanism
for augmenting IMF financial resources, other than the fact that it cannot
be expanded without limit, is that it would for a substantial period re-
move a political constraint on IMF lending activities. Both perspectives
fail to recognize that the IMF is inherently a political institution because
governments own and direct it.

The approach of using the proceeds of IMF gold sales to augment IMF
resources looks more attractive to some observers. IMF gold holdings are
worth about $45 billion at the August 2005 market price. The IMF carries
its existing gold holdings of 103.4 million ounces at about $9 billion.122

Therefore, if the IMF could sell its gold stock at approximately the market
price in August 2005 of $430 per ounce, it would realize approximately
$36 billion in extra resources.123
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122. Before 1999, the entire IMF gold stock was valued at SDR 35 per ounce, or about $5.2
billion at the end-July 2005 dollar price of the SDR. In 1999 and 2000, the IMF increased the
average value of its gold stock via transactions with Brazil and Mexico that had the effect of
raising the valuation of a portion of the stock to the prevailing market price. The interest
earnings on the realized capital gains from the gold transactions are being used to finance
the first round of HIPC debt relief in the IMF. The capital gains will be used to support the
second round.

123. Some argue that the IMF sale of as much as 100 million ounces of gold on the market
would severely depress the market price and cause economic damage to gold holders and
produces. Dale Henderson et al. (2005) provide a theoretical argument and empirical esti-
mates that demonstrate that this need not be the case. Their analysis is based on the as-
sumption and revealed evidence that there is a service use of gold (for example, jewelry) as
well as depletion uses (tooth fillings). They also argue that the net welfare gain associated
with government gold sales now compared with delaying those sales indefinitely is sub-
stantial, about $340 billion. The net loss if the sales were delayed 20 years is estimated at $105
billion. Philipp Hildebrand (2005) offers practical evidence about how an announced pro-
gram of gold sales by the Swiss National Bank over a multiyear period appears to have had
little effect on the market price of gold.
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In addition to providing financial resources to the IMF, sales of IMF gold
holdings would help to further phase gold out of the international mone-
tary system. Sales would provide the IMF with a significant amount of as-
sets that could earn returns and help to finance the nonlending activities of
the IMF.124 For this reason, representatives of developing countries, for ex-
ample the G-24 (2005) and Indonesian Central Bank Governor Burhanud-
din Abdullah (2005), have expressed some interest in the idea along with
the creation of an IMF investment account that would also generate finan-
cial returns to help support the IMF’s activities.125 However, the amount of
additional resources that the IMF could raise through gold sales is not
large. Moreover, some argue that IMF gold sales would weaken the IMF fi-
nancially, especially if the proceeds were used to expand IMF lending. Of
more practical relevance, the United States has a double veto over IMF
gold sales; sales of gold require an 85 percent majority vote, and before the
US treasury secretary can authorize a positive vote he must obtain the con-
sent of the US Congress.126

A final proposal for financing the IMF would involve the creation of an
International Financial Stability Facility (IFSF)127 that would be financed
by annual fees on stocks of cross-border investments and could be tapped
by the IMF under certain circumstances to finance in whole or in part large
programs of IMF financial support to systemically important countries.
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124. The administrative cost of running the IMF in 2005 is more than $800 million. Some
worry that if the amount of IMF lending declines permanently, the IMF will either have to
cut back on its activities or increase the interest rates on its loans further.

125. Some argue that IMF borrowing countries pay a disproportionate share of IMF admin-
istrative expenses. Woods and Lombardi (2005) use a figure of 98 percent, estimated on the
basis of the difference between the interest earnings of the IMF and the return that IMF cred-
itors receive relative to the SDR interest rate on their lending to the IMF. The G-24 (2005)
complains, moreover, that two-thirds of the IMF’s budget is not directly related to lending
activities. See the earlier brief discussion of the IMF’s technical assistance activities that ab-
sorb about one-quarter of the Fund’s internal resources. A relevant consideration as well is
the fact that the IMF has been operating with a freeze on positions for several yeas. The
Woods and Lombardi estimates are clearly too high because they ignore the underlying cost
to creditor countries of lending to and through the IMF. Adam Lerrick (2003) places that fig-
ure at about $600 million for the United States alone, about seven times the figure of about
$80 million Woods and Lombardi estimate for all creditor countries. Many would argue that
Lerrick’s figure is too high because he uses long-term interest rates to estimate the costs of
US borrowing and US “loans” to the IMF are liquid claims that should be compared with
short-term government borrowing rates, but the Woods and Lombardi figure is too low. Ler-
rick also triples his estimate to account for his assessment of the risk associated with IMF
loans despite the fact that actual defaults on IMF loans have been minimal and losses can be
covered by accumulated reserves.

126. Neither veto is relevant to the potential “use” of gold to help “finance” the G-8 proposal
for 100 percent debt relief for certain HIPC borrowers. However, the IMF self-financing of
that proposal has raised a number of other issues for the IMF.

127. I made this suggestion in a speech entitled “Perspectives on International Financial
Crises,” to the Money Marketeers of New York University, on December 10, 2001.
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The IFSF is certainly not the most attractive alternative financing mecha-
nism for the IMF, but it has the advantage of pre-positioning financing
from the private sector that can be disbursed, in part, for the benefit of the
private sector—prepaid private-sector involvement, in other words.

The Future of the SDR

Where do SDR fit into the future financing of the IMF? The IMF issues
SDR to members in proportion to their quotas. SDR holdings are an alter-
native to foreign exchange holdings. Governments can use SDR to deal
with temporary payments imbalances, just as they use foreign exchange
reserves. If countries have large foreign exchange or SDR holdings, they
are less likely to need to borrow from the International Monetary Fund.

The IMF issued a total of SDR 21.4 billion (about $30 billion at the dol-
lar price of SDR at the end of July 2005) in 1970–72 and 1979–81. Under
the Fourth Amendment of the IMF Articles of Agreement, an additional
SDR 21.9 billion would be issued principally to those countries that joined
the IMF after one or both of the issues of SDR. The IMF’s Board of Gov-
ernors approved the amendment in 1997. Enough members have ratified
the amendment to cause it to go into force as soon as the US Congress
does so. IMFC communiqués (2005) routinely call for completing the rat-
ification of the amendment.128

Bird (2003, chapter 14) argues that the SDR as an alternative reserve
asset in the international monetary system are destined to return to ob-
scurity. His is an argument based on politics as well as economics. He
makes this argument in a paper that was first published in 1998 following
a debacle at the IMF annual meeting in Madrid on the SDR issue. At that
meeting, there was a strong initial presumption promoted by Managing
Director Camdessus that a positive decision would be taken to resume al-
locations of SDR, but the proposal was killed by the G-7 countries, which
had failed to communicate clearly to Camdessus and to the rest of the IMF
membership their position; alternatively, one could say Camdessus and
the non-G-7 members of the Executive Board failed to understand the 
G-7 position before they broke for the meeting in Madrid.

The basic argument against a resumption of regular allocations of SDR
is that the international monetary and financial systems have undergone
profound changes since the mechanism was established in 1969, as indeed
they have. The argument made is that with floating exchange rates coun-
tries do not need international reserves, or if they need reserves they can
borrow them on international capital markets. The problem is that the
facts do not fit the argument. Most countries do not borrow their foreign
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128. Managing Director de Rato (IMF 2005f) reported in April 2005 that 131 members of the
Fund (71 percent) with 77 percent of the votes had ratified the amendment. US ratification
would raise the second figure to 94 percent.
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exchange reserves; they accumulate them by running current account sur-
pluses that distort global current account positions as they force poor
countries to lend to rich countries. Between 1994 and 2004 the foreign ex-
change reserves of emerging-market and other developing countries more
than quadrupled from SDR 293 million to SDR 1,247 million.129 Recall that
the data presented in table 2.7 demonstrate a secular decline in the ratio of
IMF quotas to foreign exchange reserves.

At the analytical level, Michael Mussa (1996) made the case for the allo-
cation of SDR under the current IMF Articles of Agreement, which require
a finding of “long-term global need, as and when it arises, to supplement
existing reserve assets in such a manner as to promote the attainment of its
[the Fund’s] purposes and will avoid economic stagnation and deflation as
well as excess demand and inflation in the world” (Article XVIII, 1(a)). The
counterargument is that, in today’s international monetary system, one
can never find such a “long-term global need.”

Peter Clark and Jacques Polak (2004) provided a fresh examination of
this issue. They argued that a resumption of regular allocations of SDR
would benefit the functioning of the international monetary system by
lowering the interest cost of holding reserves and enhancing the strength
of the system as a whole through greater reliance on owned versus bor-
rowed reserves. Boyer and Truman (2005) reach a similar conclusion and
stress, as well, the contribution of a resumption of SDR allocations to global
cooperation and the resolution of global imbalances by lowering incentives
for some countries to have essentially fixed, undervalued exchange rates.
At the policy level, the Zedillo Report (UN 2002b) called for the resump-
tion of regular SDR allocations. Ariel Buira (2005a) and Stephany Griffith-
Jones and José Antonio Ocampo (2004) do as well.

It is noteworthy that despite the opposition to the resumption of allo-
cations of SDR, which is based on the specious argument that doing so
would damage the international financial system, for example, by weak-
ening balance of payments discipline (what discipline?) or contributing to
inflation, no one to my knowledge has called for cancellation of the exist-
ing outstanding stock of SDR. Nevertheless, betting people are unlikely to
place much money on the resumption of SDR allocations in connection
with the original purpose of augmenting countries’ holdings of interna-
tional reserves.

On the other hand, a number of people advocate the modification of the
purpose of SDR allocations. For example, a proposal broadly consistent
with the original purpose has been made by a Council on Foreign Rela-
tions task force (1999) that advocated special allocations of SDR to fund
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129. These figures exclude the reserves of industrial countries and PRGF-eligible countries.
The categories of countries are the same as those underlying tables 2.1 to 2.5. The increase
for other developing countries as a group, 284 percent, was almost as large as the increase
for emerging-market countries as a group, 334 percent.
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on a one-time basis a “contingency facility” in the IMF. Richard Cooper
(2002) goes further and would allow the IMF to make temporary issues 
of SDR to deal with financial crises and forestall creditor panics. Cam-
dessus (Camdessus, de Larosière, and Köhler 2004) also favors selective
emergency, self-liquidating SDR allocations, as do Kelkar, Chaudhry, and
Vanduzer-Snow (2005) and Kelkar et al. (2005).

Departing further from the original purposes of the SDR, the G-24
(2004) continues to advocate the creation of SDR and the voluntary redis-
tribution of them to developing countries to increase aid flows. George
Soros (2002) argues for the creation of SDR to fund grants for specific
global public goods and poverty reduction programs. 

The best guess is that nothing will happen with respect to the SDR in
the next decade or so. The Fourth Amendment will not be ratified, which
is untidy; SDR will not be allocated or cancelled; and none of the propos-
als for stretching or transforming the role of the SDR will come to fruition.
The issue of SDR is not as central to the reform of the IMF as some of the
other issues that I have reviewed.

Concluding Remarks

The IMF is in eclipse as the preeminent institution of international finan-
cial cooperation. Consequently, the world is worse off. Despite the con-
siderable reforms during the past decade, more should be done.

This chapter has reviewed the case for further IMF reform and consid-
ered some of the major reform proposals. The necessary steps cover all as-
pects of IMF responsibilities and operations. A major priority is IMF gov-
ernance. An equally important priority is to upgrade the IMF’s role in the
international monetary system. In addition, improvements should be
made in IMF lending operations, and the IMF must be pulled back from
becoming just another development financing institution. The IMF’s fi-
nancial resources in due course will need to be augmented.
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