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Preface


Debates over the failings of international organizations like the United Nations, the World Trade Organization, and of course the International Monetary Fund (IMF) are among the most pressing issues in global governance. Born out of the spirit of liberal multilateralism following World War II, these institutions and their beliefs are under direct attack by the new politics of reactionary nationalism across Europe and in the United States. In writing this book between 2015 and 2017, we thus find ourselves embedded in a critical historical moment in our analysis of the IMF. In the face of the rising tide of reactionary nationalism, the direction of the IMF’s future actions and degree of effectiveness will strengthen or help unravel the world’s commitment to liberal global governance.

While ultimately champions of the institution, we recognize the multiple areas of controversy tied to the IMF. For many in the developing world, the IMF has been appropriately criticized for its inaction, for its “one size fits all” policies which do not consider local context, and for the imbalance of power among its members, with the most powerful dominating it. The Fund’s current engagement in the troubled Eurozone also highlights the tension born out of deeply held norms that generally champion austerity. The IMF’s past response to the debt crisis of the 1980s and Asian crisis of the late 1990s also highlight pockets of institutional dysfunction that produced devastating effects on the lives of millions of people across the globe. However, the Fund has demonstrated it can learn from its mistakes. Particularly in the time period following the 2008 global financial crisis, the IMF has implemented effective policy reforms and has served as an important voice and advocate for many of the world’s poorest people. This is most salient currently in its commitment to “inclusive growth” and the United Nations’ Sustainable Development Goals.

This book looks ahead by diagnosing the failures and inconsistencies of the IMF and offering perspectives on the future role of the Fund. The book is part of a series of analyses of global institutions and issues, published by Polity Press. It draws on what we have previously written and presented through various publications and presentations; but also on the work of many other scholars looking at emerging mechanisms of financial governance at the global and regional levels. It seeks to push this literature forward by including in its analysis the democratization of decision-making within the IMF and the development of partnerships between the IMF and other regional and global financial institutions, but most of all by offering recommendations for closing the much-criticized “hypocrisy gap” of the IMF. In contrast to most literature on the IMF, we do not simply focus on the inefficiency of the institution but we consider how to “fix” it by highlighting informal processes of policy formation within the IMF, a critical issue that has not been sufficiently addressed in the literature. There is a possibility for substantial shift in the focus of the IMF through a more developed collaboration with international governance organizations and non-governmental organizations. This could lead to better performance by the IMF in its traditionally mandated areas and the inclusion of social outcomes in its policy formulation. This shift could create a synergy between the IMF and emerging countries. This is one of the possibilities following the institutional arrangements after the 2008 economic crisis. The other side of the coin would see an entrenchment of the influence of the most powerful states, and especially of the United States, the only member state enjoying single-handed veto power. Institutional memory would then participate in pushing the IMF further into what it has traditionally been: an insular community of macroeconomists far removed from local dynamics.

While writing this book, we have attempted through conferences and publications to increase the interest of scholars and students alike in global financial arrangements and the challenges ahead for the IMF. We have both published extensively on the IMF; on the drivers of change within the IMF, on its policies in specific countries, on emerging regional financial mechanisms, and on the possibility of reform of the Fund. This book is not our first collaboration but it is the most significant one. Bessma Momani’s interest in the IMF and global financial governance stemmed from her background in international political economy (IPE) and her analysis of IMF–Egyptian negotiations of the 1990s while a doctoral student at Western University. Bessma teaches courses on the IMF and on IPE at the University of Waterloo and the Balsillie School of International Affairs, and she has consulted for the IMF and its Independent Evaluation Office. She is also a non-resident senior fellow at Brookings Institution and the Centre for International Governance Innovation. Mark Hibben’s PhD thesis at Syracuse University addressed reform of the IMF in the “post-Washington Consensus.” His current research interests are in the politics of development in the “post-Washington Consensus,” with a consideration of the discourses on inequality and how Keynesianism shapes the policy choices of the IMF and the World Bank. The collaboration between the two Bretton Woods organizations and its impact on development outcomes is also one of his areas of interest. Mark teaches political science at St. Joseph’s College of Maine, Standish. Bessma was the external examiner at Mark’s PhD dissertation defense at Syracuse University and since then they have published and presented together on IMF reform.

What’s Wrong with the IMF and How to Fix It is the result of a close collaboration, with each author contributing to every chapter. Bessma Momani is the main author of chapters 2, 3, 6, 7, and 9 while Mark Hibben is the main author of chapters 1, 4, 5, 8, and 10. But this book, from its inception to publication, is the fruit of equal effort from both authors and teachers, interested in pushing forward the debate over IMF reform. It is targeted at students, scholars, IMF experts, and a general audience. With its two distinct parts, “Diagnosing the Ills” and “Finding a Cure,” What’s Wrong with the IMF is a must-have for all those interested in global financial regulation and the challenges ahead for the IMF.
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Part I
Diagnosing the Ills






CHAPTER ONE
What’s wrong with the IMF?


Born out of the ashes of World War II, the original mandate of the International Monetary Fund (IMF) highlighted five purposes designed to build and sustain a liberal and peaceful global economic order. These were: the promotion of international monetary cooperation; the expansion and balanced growth of international trade; the promotion of exchange stability; the establishment of a multilateral system of payments; and providing resources for member states experiencing balance of payment difficulties (IMF 2016b). Seven decades later, the IMF and the multilateral liberalism it champions are under direct threat. Protectionism and reactionary nationalism, once allocated to the “dustbins of history,” have returned in full force in the United States of America (USA) and Europe. For the likes of Donald Trump, the United Kingdom Independence Party (UKIP), and Marine Le Pen, the IMF has no useful purpose. We argue that a reformed and robust IMF is thus critically important to counteract the rising tide of reactionary politics manifested in this populist-nationalist surge. A reformed and robust IMF is also central to building and strengthening a twenty-first-century liberal global order committed to openness, cooperation, and mutual economic benefit.

It is in this spirit that we investigate “what’s wrong with the IMF” and “how to fix it.” In this introductory chapter, we first outline the conceptual framing of our study of the IMF, which is rooted in constructivism and sociological organizational theory. We then describe the formal operations of the IMF and discuss informal dynamics that shape its culture. The next sections provide an overview of the Fund’s seven-decade history, with special attention focused on how particular normative frameworks of “appropriate” policy response have evolved and how these norms are being challenged in the post-2008 era.

The chapter then provides an overview of the book and our major findings. In multiple areas, we find the institution is plagued by a pattern of inconsistency and disconnect between policy word and deed that undermines its legitimacy and effectiveness. We contend, however, that the gap between Fund rhetoric and policy outcomes is an outgrowth of dynamics that have provided openings for emerging voices to build coalitions that could ultimately “fix” the IMF.


A constructivist-sociological organizational approach to analyzing the IMF

Three primary questions drive our analysis of what is wrong with the IMF and how to fix it:


	What caused the IMF to pursue a particular policy choice or position?

	What caused the IMF to shift its past policy direction?

	What is the most strategic way to “fix” the IMF?


Two predominant theoretical approaches focused on international organizations (IOs) and the IMF offer different analytical starting points to answer these questions. Rationalist-inspired frameworks conceptualize the IMF as an opportunistic entity (an “agent”) that pursues its interest relative to the demands and constraints placed by powerful states (“principals”), domestic political forces, private financial institutions, non-governmental organizations (NGOs), or other multilateral organizations (Copelovitch 2010; Gould 2006; Hawkins, Lake, Nielson, and Tierney 2006; Hodson 2015; Stone 2011). While this approach provides important insights into IMF behavior, we argue that it is conceptually unable to engage with crucial “micro-processes” at work within the institution, many of which we argue are tied to norms around what constitutes “appropriate” macroeconomic policy response, institutional and personal identity, and concerns around the legitimacy of a particular policy choice. As such, we maintain that an approach that merges aspects of constructivism and sociological organization theory is best suited to accurately assess the IMF and offer solutions (Best 2007, 2014; Momani and Hibben 2015; Moschella 2010, 2014; Nelson 2014; Park and Vetterlein 2010).

A constructivist-sociological organizational framework conceptualizes the IMF as an independent entity, with agency, rather than the extension of powerful state or economic interests. It also recognizes that variables standing outside the institution (e.g. powerful states, other IOs, NGOs) impact IMF policy choices. In these two positions, it is similar to rationalist-inspired approaches. However, a constructivist-sociological organizational approach argues that the most accurate analysis of IMF behavior identifies particular attributes of its organizational culture and then analyzes how this culture shapes how the institution reacts to, and acts on, external pressures and constraints (Barnett and Finnemore 2004; Chwieroth 2008a, 2008b). For our purposes, this translates into micro-analysis of the Fund, with specific attention paid to its organizational culture, norms, and notions of policy legitimacy.

One theme of note found in this book is that established organizational culture and subsequent policy direction do not change quickly or easily. As highlighted by Momani (2007), “organizational theorists contend that individuals resist change because they fear the unknown, have selective attention to and retention of new information, prefer habit and routine, need the security of the known, and feel threatened by change.” Resistance to change manifests at the organizational level “because there is a lack of trust, differing perceptions and goals, social disruption with change, a limitation of resources to devote to change, and most importantly change requires a change in the organizational culture” (2007: 147).

Yet, despite inertia meeting swift reform efforts, constructivists also highlight that IOs are never static entities. Vetterlein (2010: 98) highlights four IO features that, over time, subject them to change. These are: (1) shifting relationships with powerful state principals; (2) the fact that the institution’s original institutional mission evolves due to changing realities in the international system; (3) modifications in formal organizational structure; and (4) less observable alterations of informal organizational culture. Several variables that can change internal culture and policy choices are also identified. Foremost is the role of “norm entrepreneurs.” That is, individuals pushing a new idea will command the greatest influence if they occupy a position within the bureaucracy that: has access to management; can serve as a veto point for policy initiatives; and has access to resources. Staff and management also maneuver through the organizational bureaucracy, promoting new beliefs that can potentially alter the organization’s culture and practices (Chwieroth 2008a: 492–4). As summarized by Hibben (2016: 71–2), these individuals promote their agenda through three primary strategies.

First, they interpret historical experience through the assumptions and worldviews that will support their ideas, and they actively search for evidence that will reinforce their beliefs. Second, these actors may also engage in small-scale experiments to test their assumptions (Levy 1994: 293–4). Third, individuals that promote change will also engage in strategic ideological battles to win support for their ideas (Nielson, Tierney, and Weaver 2006: 114).

Park and Vetterlein (2010) also present a model for the study of IMF policy formation and change through the concept of a “norm cycle,” in which policy norms are reflexive and represent shifting collective understandings of how the world works by various actors, both within and outside the institution (2010: 3–26). Moreover, a norm gains traction and stabilizes only if it first is granted legitimacy: the degree of legitimacy granted to a new norm and the subsequent chances for policy reform are predicted by examining three constitutive components. The norm has (1) “formal validity” if it has been integrated into the IMF’s “Articles of Agreement, its operational strategy, and/or is included in Fund … loan contracts” (2010: 6). More informally, a norm has (2) “social recognition” when it is accepted by actors as the right thing to do. At the policy level, a norm has (3) “cultural validity” when expressed in programs at the local level. Once accepted as legitimate, patterns of behavior around the norm emerge, and are reinforced through new policies tied to the broad-based shift in thinking. Over time, the norm becomes institutionalized in the organizational culture.

Park and Vetterlein identify three variables that undermine legitimacy. First, space for debating new ideas occurs when there is a critical mass of elites who agree that an economic or policy program has failed. Second, an unexpected external shock can undermine taken-for-granted assumptions. Third, “mass condemnation” that occurs in conjunction with acknowledgment of past policy failure in addition to an external shock can facilitate the acceptance of new ideas and approaches. Thus, in this scenario, once a policy position norm or idea comes under question, actors (i.e. staff, management, NGOs, or states) use mechanisms of persuasion, arguing, shaming, and negotiation to push for reform. Best (2007, 2014) also contends that IMF post-Washington Consensus reform stems from multiple policy failures that have challenged the IMF’s “expert authority.”1

Best argues that a shift in IMF legitimacy is underway, where the narrowly defined “expert-based” form is being replaced by a “political” form. This has produced four broad governance strategies that impact policy choices: (1) fostering country ownership, (2) developing global standards, (3) managing risk and vulnerability, and (4) measuring results (Hibben 2016: 5). Moschella (2010) offers an additional model to predict Fund policy shifts on the basis of this theme of legitimacy. According to Moschella, we can expect change to occur when gaps open between “the institutionalization of specific economic ideas in the Fund’s policies” and “the acceptance of these policies by the actors of its social constituencies of legitimation” (2010: 27). Specific to the IMF, Moschella identifies three constituencies that legitimate norms and policy choices. The first is member states. While the Fund exhibits a high degree of autonomy in its daily operations, as an intergovernmental organization (IGO), it ultimately must have support from member states. Hence, a norm or economic idea that fundamentally challenges the position and interests of powerful states is not expected. The second constituency involves private market actors. As highlighted in chapter 8, the third constituency involves academic economists and the economics profession more broadly.

A final theme we apply is drawn more directly from sociological organizational theory. As summarized by Weaver (2008: 28–30), Nils Brunsson’s theory of “organized hypocrisy” captures the dynamic that occurs when external demands exerted on an organization conflict with internal norms:


two organizational structures evolve. One is the formal organization, which obeys the institutional norms and which can easily be adapted to new fashions or laws … A quite different organizational structure can be used in “reality,” i.e. in order to coordinate action. The second type is generally referred to as an “informal” organization … Organizations can also produce double standards or double talk; i.e. keep different ideologies for external and internal use. The way management presents the organization and its goals to the outside world need not agree with the signal conveyed to the workforce. (Brunnson as cited by Weaver 2008: 29)



Weaver, in her application of this framework to the study of the World Bank reform, warns that organized hypocrisy “may result in rhetorical shifts in stated goals, symbolic rules, and structures that may actually become further disconnected from the internal norms and standard operating procedures that inform the daily activities of staff. This will perpetuate behavioral hypocrisies and confound well-intentioned reformers” (2008: 178).

Drawing from Brunnson and Weaver, a 2016 study of IMF structural lending published in the Review of International Political Economy explains the current inconsistency of the institution as the by-product of what the authors describe as “institutional hypocrisy” (Kentikelenis, Stubbs, and King 2016). For Kentikelenis et al., the gap between IMF discourse focused on social issues (e.g. inclusive growth) and its actual practices is glaringly inconsistent. As such, the IMF is “invested in the maintenance of a myth about its actual practices. This occurred through the rebranding of existing practices and the addition of token gestures to placate critics, without altering the underlying premises of reform design. In short … the maintenance of business-as-usual practices became tenable only by adding ever-more layers of ceremonial reforms and rhetoric” (2016: 547). In our analysis of the Fund, this theme is central to understanding what’s wrong with the IMF. The disconnect between word and deed undermines trust in the IMF and potential positive reform efforts.



What is the IMF and how does it operate? Formal governance and organizational culture

The IMF came into force on December 27, 1945. Article I includes the following “purposes”:


(i) To promote international monetary cooperation … (ii) To facilitate the expansion and balanced growth of international trade … (iii) To promote exchange stability … and to avoid competitive exchange depreciation … (iv) To assist in the establishment of a multilateral system of payments in respect to current transactions … and … elimination of foreign exchange restrictions which hamper the growth of world trade. (v) To give confidence to members by making the general resources of the Fund temporarily available to them … to correct maladjustments in their balance of payments without resorting to measures destructive of national or international prosperity … (vi) … to shorten the duration and lessen the degree of balance-of-payment disequilibria. (IMF 2016b: 2)


Located in Washington, DC, the IMF currently is made up of 189 member states. Members are assigned a currency contribution, or quota, when they first join the Fund, determined by the relative size of the economy and engagement with international trade. Quota share determines how much the member state must contribute when initially joining the institution. Once the overall currency contribution is established, the initial 25 percent of the quota must be paid in hard currency. Referred to as the “reserve tranche” or “first tranche,” these resources can be accessed by a member state without any conditionality requirements. The remaining three quarters (“upper credit tranches”) are generally only granted with conditionality (Hibben 2016: 31).

Quotas also set the limit on how much a member can borrow from the Fund. For non-concessional loans, this currently stands at 145 percent of a member’s quota annually, and 435 percent cumulatively. In addition, the quota size determines the voting power of the member. As of 2017, the United States has the largest quota and percentage of votes (16.53 percent) at the Fund and holds veto power over significant policy reform. This is followed by Japan (6.16 percent), China (6.09 percent), Germany (5.32 percent), France and the United Kingdom (UK) (both 4.04 percent), Russia (2.59 percent), and Saudi Arabia (2.02 percent) (IMF 2016a).

Quotas were initially denoted in US dollar equivalents and were replaced with Special Drawing Rights (SDRs) in 1969. The value of the SDR is currently determined by a basket of four currencies (euro, yen, pound sterling, and US dollar). One unit currently hovers around the equivalent value of $1.40.2 Member states use SDRs to access hard currency through two mechanisms. They can voluntarily exchange SDRs for usable currency with another member, or the IMF can designate states with balance of payment surpluses to buy SDRs from those with payment deficits. Quota shares are reviewed approximately every five years and any change must be approved by 85 percent of the total voting power in the IMF (Hibben 2016: 31).

Along with quota subscriptions, two programs are implemented on an ad hoc basis to supplement Fund resources for lending purposes. The General Agreements to Borrow (GAB), established in 1962, allow the IMF to borrow up to $27 billion from eleven industrial countries on a short-term basis. The New Arrangements to Borrow (NAB) are available to supplement quota resources in times of financial crisis. Created after the 1997 Asian crisis, the NAB currently involve thirty-eight member states that have committed $225 billion in resources to the arrangement. Since the 2008 crisis, the NAB have been activated six times (IMF 2016c).

Decision-making via voting takes place at two levels in the IMF. The Board of Governors is comprised of finance ministers or central bank heads of each of the 189 member states. The Board of Governors retains the right to vote on policies including quota increases, SDR allocations, member admittance and withdrawal, and amendments to Fund Articles of Agreements and By-Laws. This body meets twice a year, at the fall Annual Meeting and the Spring Meeting. The majority of its business is allocated to the International Monetary and Financial Committee (IMFC), which “monitors developments in global liquidity and the transfer of resources to developing countries; considers proposals by the Executive Board to amend the Articles of Agreement; and deals with events that may disrupt the global monetary and financial system” (IMF 2016d). Finally, the Development Committee, made up of Fund and World Bank members, is tasked with advising both institutions’ Board of Governors on economic development issues in emerging and low-income developing states (Hibben 2016: 32).

Day-to-day operations are delegated to a twenty-four-member Executive Board whose executive directors (EDs) are elected or appointed to two-year terms. Eight appointed EDs currently represent individual countries with the largest quotas (the US, Germany, France, United Kingdom, Japan, China, Russia, and Saudi Arabia). The remaining 16 EDs represent 181 members. The managing director (MD) is appointed by the Executive Board, serves a five-year term, and by convention is European. Christine Lagarde serves as the current MD, and was re-elected for a second term to run from 2017 to 2022. The MD is assisted by the first deputy MD (by convention an American) and three deputy managing directors. The most senior member of the IMF staff, the economic counsellor (currently Maurice Obstfeld), serves as the head of the Research Department. Finally, the Independent Evaluation Office (IEO), founded in 2001, sits outside the IMF and conducts reviews of Fund policies and programs (Hibben 2016: 32).

The Fund staff (approximately 2,400 individuals) is distributed across eight functional and five area departments. Functional departments are: Finance; Fiscal Affairs; Institute for Capacity Development (ICD); Legal; Monetary and Capital Markets; Strategy, Policy, and Review; Research; and Statistics. Area departments are: African; Asia and Pacific; European; Middle East and Central Asia; and Western Hemisphere. Staff members are formally involved in three primary activities for member states: monitoring economies, short-term crisis lending, and capacity development (CD). With regard to the first of these, and explored further in chapter 3, members agree to collaborate with the IMF and one another to promote international economic stability. The Fund is charged with monitoring individual member economies (“bilateral surveillance”) and reporting on global and regional economic trends (“multilateral surveillance”). Bilateral surveillance is accomplished through Article IV Consultations. IMF staff travel to member states to evaluate monetary, fiscal, financial, and exchange rate policies and to meet with stakeholders to discuss future policy direction. Upon the staff’s return to the IMF, an Article IV is filed with the Executive Board, including comments from country officials. Multilateral surveillance efforts include publication of the World Economic Outlook (WEO), the Global Financial Stability Report (GFSR), the Fiscal Monitor (FM), and a series of regional economic reports (Hibben 2016: 32–3).

IMF lending, the focus of chapter 4, is divided into concessional and non-concessional categories. Concessional loans are designed for low-income countries (LICs) and reflect policy commitments developed through a Poverty Reduction Strategy (PRS). Non-concessional lending arrangements with member states are facilitated through a letter of intent (LOI). Through the LOI process, Fund staff meet with country authorities and draft what the government plans to pursue in return for financial support. Although the Executive Board formally approves or rejects lending arrangements, staff are granted considerable autonomy in setting and monitoring agreements with members (Hibben 2016: 34).

Capacity development, the focus of chapter 5, consists of technical assistance (TA) and training. Capacity development examples include effective monetary and fiscal policy design and implementation, banking systems, taxation reform, financial systems, fiscal management, and foreign exchange policy. Funding for TA makes up approximately one fifth of the Fund’s operating budget, with two-thirds of these resources provided by external sources.



How did we get here? A brief overview of the IMF and its beliefs

The origins of the IMF stem from four primary tendencies that dominated international political economy in the interwar period (1918–39) and during World War II (1939–45): widescale interstate conflict; global depression and economic volatility; “beggar thy neighbor” protectionism and currency devaluation following the abandonment of the gold standard; and the rise of center-left Keynesianism in democratic capitalist states.

The United States and Britain led negotiations with allied states at the end of World War II and created the Bretton Woods system. To encourage trade liberalization, states committed to reducing protectionist barriers through the multilateral framework of the General Agreement on Tariffs and Trade (GATT).3 Currency stability would be re-established through a flexible gold standard arrangement built around IMF monitoring and support. States pegged their currencies to the US dollar, convertible at $35/ounce, and agreed to hold exchange rates within 1 percent of this level. With IMF consultation, member states could correct a “fundamental disequilibrium” by a currency devaluation of up to 10 percent. Rather than be reliant on private creditors, states contributed to an IMF-monitored stabilization fund designed for countries to finance temporary balance of payment deficits. These policies would substitute for harsh domestic austerity adjustments, as seen under the classic gold standard. Finally, states could control short-term capital flows as deemed necessary, facilitating individual state autonomy in instituting monetary and fiscal policy that would support full employment policies and the subsequent stability needed for long-term liberalization (Hibben 2016: 44).

The evolution of several normative frameworks and formal policy positions during the Bretton Woods era (1945–73) set the stage for more contentious policy positions during the Washington Consensus era (1982–99), and even today. First, the IMF adopted the notion that lending to states suffering from balance of payment crises required some form of conditionality, a position explicitly rejected by several prominent IMF founders, including John Maynard Keynes.

Second, by the early 1950s a norm developed that control of inflation, rather than a focus on employment, was the key variable that IMF policy should address in its dealings with member states in economic difficulty. Related to this norm was the development and application of the Polak model, starting in the late 1950s. This model focused attention on the level of domestic consumption relative to economic output and advocated for deflationary policies to correct balance of payment deficits. As the IMF expanded short-term lending to developing countries in the 1950s and 1960s, the Polak model was integrated into conditionality (Polak 1997).

Third, the IMF moved away from traditional Keynesianism and adopted positions tied to “neoclassical synthesis.” Often described as “technocratic” Keynesianism, or what Jacqueline Best (2004) describes as a “hollowed out” form of Keynesianism, the neoclassical synthesis argued that while markets were prone to short-term market failure, they were generally self-correcting in the long term. Within the Fund, this translated into increased skepticism toward regulatory schemes (e.g. capital controls) and an emphasis on limited monetary and fiscal policy intervention to manage economic downturns (Hibben 2016: 77).

The Bretton Woods system ended in 1973 when the US abandoned the modified gold standard and ushered in a new era in which advanced economies adopted floating exchange rates (Frieden 2006). Several key trends are of note from the demise of the Bretton Woods system until the Mexican debt crisis of 1982. First, an institutional focus on chronic balance of payment issues moved to the center of the IMF policy agenda. By the mid-1970s, the IMF’s main policy interventions were in the world’s poorest states, deemed too risky for private investment. The consolidation of structural conditionality as a policy norm also emerged in the 1970s. Structural conditionality focused on reforms of national economies and their legal systems. This broadened IMF influence beyond macroeconomic policy.

By the late 1970s, two economic schools tied to a rightward ideological shift gained traction in the IMF. Monetarism, tied to the works of the Chicago School of economics, advocated for a conservative monetary and fiscal policy position.4 However, new classical economics, according to IMF historian James Boughton, proved more influential at the IMF (Boughton 2004). New classical theory rejected the notion that markets and prices only clear over medium and long time horizons. Rather, rational, utility-maximizing individuals and firms constantly adjust to changing market conditions to maximize profit or utility. The aggregate effect of individuals and firms acting rationally and in “real time” quickly balances supply and demand and guarantees that prices accurately reflect underlying fundamentals (Muth 1961).

During the 1980s, themes pulled from new classical economics and monetarism were strongly integrated into IMF policy positions concerning monetary and fiscal policy. Relative to structural reform, IMF conditional lending focused primarily on dismantling the state-heavy development strategy of import substitution industrialization (ISI) popular in non-communist developing states between the 1930s and early 1980s. The impetus for replacing ISI with a liberal development model can be traced in part to the influential work of Anne Krueger. Krueger’s “The Political Economy of the Rent-Seeking Society,” published in 1974 in American Economics Review, modeled the adverse effects on growth when actors compete for import licenses. Krueger argued that non-tariff trade restrictions create substantial economic rents since they legally grant monopolistic control of market share to favored or politically connected actors. She highlighted that we should expect hard-fought competition for these rents (“competitive rent seeking”) that misallocates resources in the formal economy and incurs a subsequent welfare cost additional to that caused by tariff restrictions (Hibben 2016: 119–20).

Krueger, who went on to serve as the World Bank’s chief economist (1982–6), first managing deputy director of the IMF (2001–3; 2005–6), and interim MD of the IMF in 2004, helped catalyze a series of additional works focused on dismantling ISI (Hibben 2016: 120–1). IMF skepticism toward protectionism and state intervention was also reinforced by the contributions of Robert Bates. Bates, in Markets and States in Tropical Africa (1981), highlighted how coalitions of urban industrialists and workers in Africa organized politically to maintain economic benefits at the expense of the majority rural population. Marketing boards of parastatal agencies with monopoly control purchased from agricultural producers at artificially low rates and then sold at open (world market) prices. Along with this tax on agricultural producers, governments applied price controls on basic foodstuffs. Subsidies tied to transportation, energy use, and post-secondary education were also implemented and seen as disproportionally beneficial for urban elites (Hibben 2016: 121).

Themes drawn from Krueger and Bates are representative of the ideology of the Washington Consensus period (Williamson 2007).5 During a roughly two-decade period that followed the 1982 Mexican debt crisis, the IMF followed a structural adjustment formula that induced price stability, followed by privatization and liberalization. The Fund argued this strategy was the most effective way for middle-income and poor states to successfully grow and integrate into the emerging global economy. These strategies were integrated into two concessional lending programs, the Structural Adjustment Facility (SAF) and the Enhanced Structural Adjustment Facility (ESAF), designed for LICs (Hibben 2016: 121). The Washington Consensus framework also served as the foundation for IMF engagement with twenty-two transitioning economies following the collapse of communism in the late 1980s and early 1990s. As with much of Latin America and Africa, former Soviet Republics and Eastern European countries that implemented IMF-endorsed “shock therapy” initially suffered severe economic contraction and unsustainable debt levels (Boughton 2012: 255–86; Roaf, Atoyan, Joshi, and Krogulski 2012: 13–28).

The ideological move to the right also manifested itself in the IMF’s position on capital controls and financial sector liberalization. The Fund advocated for financial liberalization and even attempted to include a provision in the Articles of Agreement in the 1990s to give it authority over member states’ capital controls (IEO 2014: 2–5). While the IMF has now distanced itself from carte blanche support for financial liberalization, a series of liberal economic policy positions remain embedded in the institution. These include, among others, a strong commitment to free trade; rejection of subsidies, particularly those in the energy sector; and skepticism toward state intervention that distorts markets (Hibben 2016: 20).

Pushback to the controversial policies of the Washington Consensus reached a breaking point in the late 1990s. Growing critiques by development elites and global civil society catalyzed a series of IMF policy reforms, including debt relief for LICs and a broad-based institutional commitment to a “pro-poor, participatory” engagement with its poorest member states. The early years of the new millennium also were characterized by a push away from market fundamentalism. Long-time IMF critic Joseph Stiglitz described this new “post Washington Consensus” as rejecting development models that advocate a minimal role of the state and carte blanche privatization and liberalization; as highlighting the importance of effective market and state institutions; as emphasizing the importance of addressing poverty; and as stressing diversity in policy response rather than a “one size fits all” development paradigm (Stiglitz 2008: 53–4).

The first decade of the new millennium (1999–2008) witnessed an IMF in decline. Fallout from the Asian crisis reduced the IMF’s legitimacy as critics blamed the institution for worsening the crisis. In response, many Asian economies built up foreign reserves as a buffer against future dependence on the IMF. In Latin America, the “pink tide” of center-left and populist left governments pushed the region away from the Fund. The IMF’s declining status was also reinforced by a stable global economy during this period, as middle-income countries enjoyed ample access to private market financing. This meant fewer countries were in need of IMF lending, resulting in a cash crunch for the Fund. Critiques of the IMF from conservative voices in the United States Congress and the Bush Administration (2000–8) also weakened the institution’s position (Helleiner and Momani 2008).

The 2008 financial crisis dramatically reversed the IMF’s lending patterns. From 2008 to 2016, the IMF’s total lending capacity surged from approximately $329 billion to $1.2 trillion.6 Between 2009 and 2015, the Fund also dispensed 134 loans valued at approximately $735 billion, a stark contrast to the $82 billion allocated between 2003 and 2008.7 After three decades (1975–2007) when no advanced economy borrowed from the Fund, the post-2008 period witnessed a return of IMF lending to the Global North, primarily those states in crisis within the troubled Eurozone.8 Since 2010, the IMF has formally worked in partnership with the European Central Bank (ECB) and the European Commission in efforts to stabilize the euro area. The IMF’s role in this so-called “Troika” has not been without controversy, as the Fund has often questioned the more austere positions put forward by the European Commission (Moschella 2016; Rogers 2012).

The Fund also overhauled its concessional lending operations in 2010 and increased lending to its poorest member states. Supported in large part by the sale of one eighth of the IMF’s gold reserves in 2009 and 2010, annual financing available to support sixty LICs currently stands at $2 billion. Lending to LICs from 2009 to 2015 totaled $12.1 billion, a level in annual terms that stands at four times the institution’s historical average (Hibben 2016: 2).

Along with an upsurge in lending operations, the IMF deepened its bilateral and multilateral surveillance activities and CD operations. In both areas, the post-2008 IMF took on a leadership role in several partnerships forged with IGOs and powerful states. Following the global financial crisis, the Group of Twenty (G20) adopted the “Framework for Strong, Sustainable, and Balanced Growth.” The IMF was recruited to provide technical analysis and evaluation on how G20 countries’ policies enhance or undermine the goals of balanced and sustained growth (IMF 2015). In addition, in 2009, the IMF was mandated to work with the G20’s newly created Financial Stability Board (FSB) and the Bank for International Settlements (BIS) to find solutions to systemic financial risk. Another key area of global economic surveillance tied to this theme involves the revamped Financial Sector Assessment Program (FSAP). The IMF now requires that twenty-nine states with “systemically important financial sectors” must undergo mandatory FSAPs every five years. For emerging market and poor countries, the Fund works with the World Bank in the FSAP process, demonstrating that the revived institution is reaching out to its sister institution in the post-2008 period (IMF 2010).

Another area with widespread policy implications involves the IMF’s work with the European Union on CD. In 2015, the IMF and EU kicked off the joint “Collect More – Spend Better” initiative, a program tied to the Sustainable Development Goals (SDGs) of the United Nations (UN). For the Fund and the EU, four areas tied to fiscal management in developing countries are highlighted as key to reaching the SDGs: “strengthening tax policy and administration, advancing public financial management and fiscal transparency, addressing issues of corruption and rent seeking, and improving the management of natural resource wealth” (EU/ IMF 2016: 2).

Several high-profile commitments to global development goals have pushed the post-2008 IMF further into policy areas that stand outside of its formal institutional mandate. This dynamic is best captured in the IMF’s full-fledged support of the SDGs. Adopted in 2015, the seventeen SDGs include calls for the elimination of poverty and severe inequality, gender equity, sustainable growth, and environmental protection by 2030. The Fund initially plugged into the SDGs through the July 2015 UN Conference on Financing for Development (FfD), committing itself in support of the SDGs in three areas: sustainable growth (e.g. economic diversification and infrastructure improvements), inclusive growth (e.g. reduction in inequality), and environmental sustainability (e.g. reduction of energy subsidies).

The SDGs represent a broader theme in the post-2008 period that challenges deeply held IMF norms around market-distortive policies. As we discuss in various parts of this book, the global financial crisis produced a “crisis of legitimacy” among economists and within the IMF. Keynesian-inspired principles less concerned with price stability and more sensitive to employment issues, for example, re-emerged in the institution. The post-2008 IMF also has seen substantive change in its position on financial regulation. As highlighted by Kevin Gallagher (2014), the IMF has seen major policy shifts on the issue of capital controls since the 2008 crisis. In stark contrast to the Washington Consensus period, the IMF has formally adopted the position that recognizes the potentially destabilizing effects of short-term capital flows, particularly in developing states. Since 2013, the Fund incorporates management of capital flows into its surveillance activities and requires that staff outline potential negative effects of liberalizing capital controls.

Yet, despite an arguable shift to the center or even center-left in some of its thinking and policy recommendations, another tendency found in the Fund remains deeply wary of themes tied to market regulation and Keynesian-inspired macroeconomic policy. Several recent studies of the IMF in its work in the Eurozone, for example, highlight that ideas tied to the Washington Consensus also remain influential (Ban and Gallagher 2015; Broome 2015; Lütz 2015). This theme also appears to play out concerning banking regulation. Daniela Gabor (2015) finds that despite the IMF’s formal recognition that global banks and their current practices are key engines of systemic risk, Fund conditionality in the post-2008 period undermines domestic efforts to regulate risky cross-border banking. There is also evidence that IMF policy continues to favor the interests and demands of foreign creditors over those of domestic creditors, and in so doing, reinforce themes of instability and low growth (Erce 2015).



The dangers of resurgence without legitimacy

Susanne Lütz (2015) explains the IMF’s inconsistency as the by-product of an overlap of the waning Washington Consensus paradigm with the emergence of a new paradigm of “flexible Keynesianism” that has not consolidated itself deeply in IMF organizational practices. For Lütz,


it is evident overall that change is heading in the direction of a flexible Keynesianism, one which seeks to balance the needs to promote sustainable growth and to stabilize the financial system for the purpose of preventing crises … However, the movement toward this new economic philosophy is uneven since it allows for differential adoption. Instruments of fiscal policy are used pragmatically according to the economic situation in each country to revive demand, boost the economy, or to combat inflation … The use of the Washington Consensus repertoire … is made dependent on the individual economic situation of each country and its integration in … the global economy. (2015: 92–3)



Evidence from our investigation of the IMF falls in line with Lütz. We find a repeated pattern whereby the resurgent post-2008 IMF talks with two distinct and conflicting voices. A minority of voices in the IMF support policies and themes more in line with Lütz’s “flexible Keynesianism.” These include a sincere commitment to issues of redistribution, social inclusion, and greater multilateral regulation of capitalism to best meet the IMF’s goals. Those within the institution sympathetic to this tendency also are more open to rethinking how to diversify the IMF’s staff and democratize decision-making processes. This tendency stands in conflict with the more conservative ideological and organizational residue of three decades of the Washington Consensus paradigm, which also is expressed in policy outcomes and sometimes selectively supported by powerful states to serve their interests.

The manifestation of this conflict is inconsistency, and exposes the IMF to easy critique. We argue that in order to “fix” the IMF, one major step forward will be a consolidation of flexible Keynesianism within the institution. Steps to move the IMF in this direction will close the hypocrisy gap and increase the legitimacy of the institution. Failure to do so will produce an ineffective IMF, and give the growing illiberal winds of nativist and protectionist right-wing tendencies another victory, a reality we find increasingly dangerous and unacceptable.



Organization and major findings

We organize our investigation into what’s wrong with the IMF, and how to fix it, as follows. In chapters 2–5, we introduce areas that limit the IMF’s effectiveness through a focus on four areas (governance, surveillance, lending, and CD). In chapter 2, we examine the Fund’s governance structure and how this impacts decision-making in the institution. Regarding the former, we highlight dynamics that have led to the current allocation of quota share, and how this skews power in the institution toward wealthy member states. Chapter 2 then maps out formal frameworks of decision-making. We then shift toward a key area currently not addressed sufficiently in the IMF literature – namely, to “fix” the IMF, we need greater clarity on how informal processes of policy formation and reform play out in the institution.

In chapter 3, we examine the IMF’s work in bilateral and multilateral surveillance and highlight problematic areas that undermine the Fund’s role in the promotion of global economic and financial stability. This includes a highly fragmented system of surveillance that fails to adequately capture interconnections between member state economic policy choices and broader regional or global spillovers. Themes of collaboration and communication are also introduced. Low-quality collaboration and communication between IMF staff and country authorities during Article IV Consultations remains a key area in need of attention. Lack of communication and collaboration with other multilateral institutions, including the World Bank, also are highlighted. In contrast, we highlight the IMF’s work with the World Bank through the FSAP, and its work with the FSB on regular Early Warning Exercises (EWEs) as examples of effective surveillance that should be replicated in other areas.

Chapter 4 addresses the theme of short-term crisis lending. As the most controversial aspect of IMF activities, we explore the hangover of Washington Consensus-era structural adjustment policies and how this impacts current lending practices. We are also careful to highlight the differences in lending facilities and look to dispel the narrative that the Fund speaks with one voice on the nature of its lending programs. At the same time, we also find that certain themes deeply embedded in the IMF’s institutional culture can reinforce ineffective lending outcomes. These include an aversion to policies deemed “market-distortive,” and a strong technocratic identity wary of deep involvement with, or understanding of, the politics of its member states. Evidence from the post-2008 period also points to a disconnect between IMF policy objectives that highlight the need for greater social inclusion and conditionality requirements that are sometimes inconsistent with these objectives.

Chapter 5 examines CD. Given that the Fund sees CD as the primary long-term policy tool to improve economic performance in its member states, study of this area of IMF activity provides the best insight into how rhetoric and policy choices are aligned. In the post-2008 era, TA programs have been marketed by the IMF as key to supporting inclusive growth. However, current TA programs have not broadened their focus areas to address issues such as redistribution and gender equality. We assert that the IMF must seriously address the social dimensions of its policy choices, which thus involves broadening the focus of its TA programs.

Having outlined the areas that limit the IMF’s effectiveness, chapters 6–9 focus on potential solutions. Chapter 6 examines key areas of reform necessary to democratize governance and decision-making power in the institution. We first highlight recent developments regarding the 14th General Quota Review – specifically, elimination of appointed EDs, which will reduce the power of Western European members. We are broadly sympathetic to calls from emerging market states to reform the current quota and voting allocation formula to more accurately reflect member states in the world economy. Given the IMF’s growing engagement with LICs, we also suggest that provisions aimed at enhancing the voting share of poor states are needed. Finally, IMF policy choices remain inappropriately tied to US political dynamics. Hence, we highlight the need to reform governance rules that allow the US to unilaterally veto major policy reform.

Chapter 7 explores staff recruitment and its relationship with the IMF’s institutional culture. We argue that in order for the IMF to be effective in the twenty-first century, it must diversify its broadly ideologically and professionally homogenous staff. Tapping into a broader field of expertise is necessary to shift the IMF’s institutional culture in a manner that seriously engages with social dimensions of economic policy choices; it will also start to break down a history of “groupthink” and conformity in the institution. Hence, we argue that the Fund should prioritize hiring more women and individuals from emerging and low-income states, as well as individuals who have earned PhDs outside the bubble of elite universities in the US and UK.

Chapter 8 focuses on inclusive growth, particularly in the IMF’s work in LICs. We highlight positive aspects of “pro-poor” reforms that occurred in the late 1990s – namely, the development of the Poverty Reduction Strategy Papers (PRSPs). The PRSPs established that the social dimensions of the IMF’s policies should be incorporated into lending or TA programs. If, however, the IMF is serious about inclusive growth, a systematic and robust commitment to addressing social objectives is in order. The IMF should take a more active macroeconomic stance that progressively taxes income and capital, and avoids unnecessary austerity and inequality. The Fund should also support structural reforms focused on gender inclusion, the strengthening of labor rights, and unionization in some cases. Finally, we find that the IMF’s involvement with the SDGs offers an important opportunity to strengthen voices in the institution sympathetic to the inclusive growth model.

Chapter 9 argues that the IMF must commit to more consistent collaborations with other IGOs, NGOs, and civil society. Most pertinent regarding the IMF’s work with emerging market and low-income states is its relationship with the World Bank. While there are efforts to work on joint projects, a surprising degree of mistrust and poor communication between the two institutions remains. Greater institutional attention to building bridges between the IMF and World Bank is thus in order. The argument supports the initial signals sent by the Fund to the Asian Infrastructure Investment Bank (AIIB). Despite the potential risks linked with US misgivings, the Fund should seek to build a meaningful relationship with the AIIB. Relative to the Fund’s surveillance role, the Fund has taken positive steps in the post-2008 period, with its increased collaboration with the G20 and with the FSB.

Chapter 10 recaps key points and offers a roadmap forward. We stress that the IMF has a crucial role to play in twenty-first-century global governance. This is particularly salient following the 2016 US presidential elections and UK vote for Brexit (i.e. to leave the EU), as reactionary and nativist tendencies in the world’s rich economies have reached a critical new high (or low). We also highlight that the signals the Fund has sent in the post-2008 period provide a roadmap forward for serious and positive reform. This includes frank internal selfcritiques of its past shortcomings in governance, surveillance, lending, and CD. In addition, we see the growing demands of emerging and low-income states as healthy pushback against power structures within the institution. Ultimately, however, we conclude that serious IMF change that subsequently produces positive global governance outcomes will require a concerted effort between internal IMF reformers and external pressure from policy advocates and member states.



Conclusion

The IMF stands at a crossroads. On the one hand, fallout from the 2008 crisis has produced openings that could result in substantial shifts in its institutional focus and positive outcomes in future policy direction. We can imagine, for example, an IMF that asserts its resurgent power with IGOs and NGOs and subsequently improves performance in its formally mandated areas. Even better, the Fund could also evolve to prioritize social outcomes of economic policy decisions and further strengthen the voices of emerging and poor member states. A serious commitment to the SDGs would also reinforce these tendencies. In contrast, a confluence of external and internal variables and institutional history currently undermines the potential for significant change.

Powerful states, for example, remain at the center of efforts to resist governance reform that would substantially recalibrate and democratize decision-making power. This is most salient in regard to the United States, as it remains the only member state that enjoys single-handed veto power in the IMF. Internally, while key “norm entrepreneurs” support the Fund’s commitment to the SDGs, the staff remains a rather insular community of macroeconomists wary of moving the institution toward a new, more inclusive paradigm. Without a shift in staff make-up that would diversify its expertise and conceptions of successful economic policy, themes tied to the inclusive growth model will fail to find long-lasting institutional resonance. As such, another possibility that could emerge in the post-2008 period is institutional failure to address issues that the IMF itself identifies as crucial for the long-term prospects of a liberal global order.



Notes


1. John Williamson, an economist at the Peterson Institute, coined the term “Washington Consensus” in 1989. For Williamson, the Washington Consensus was a description of the consensus among “the political Washington of Congress and senior members of the administration and the technocratic Washington of the international financial institutions, the economic agencies of the U.S. government, the Federal Reserve Board, and the think tanks” (Williamson 1990: 7) around appropriate reforms needed in Latin American economies at the time. Williamson argues that the popular use of “Washington Consensus” that emerged in the 1990s misrepresents his original meaning by equating the term with market fundamentalism (e.g. carte blanche deregulation and privatization). Themes tied to “post-Washington Consensus” thinking are more skeptical of “one size fits all” free market strategies and instead advocate for targeted state intervention to meet social and economic policy objectives (Hibben 2016: 22).
2. All dollar sums are in US dollars.
3. The original Bretton Woods arrangement called for the creation of the International Trade Organization. The United States Senate refused to ratify the agreement in 1950, leading to the creation of the GATT (Hibben 2016: 55).
4. Monetarists maintain there is a natural rate of unemployment consistent with a society’s productive capacity and that government intervention to stimulate growth results in inflation, with possibly little effect on increasing employment. Intervention in labor markets, they argue, produces wage distortions that unnecessarily maintain or increase unemployment above its natural level (Hibben 2016: 118).
5. See note 1 for an understanding of the Washington Consensus.
6. This figure is the sum of four different sources of loan financing. Following the activation of the 14th General Quota Review in January 2016, overall resources from IMF quotas stand at $688 billion. $225 billion is available through the NAB. $24 billion is available through the GAB. An additional $340 billion was secured from bilateral donors in 2012.
7. Data compiled from the 2005 and 2016 IMF Annual Reports (IMF 2005, 2016a).
8. European Union (EU) countries that have borrowed from the IMF since 2008 include Ireland, Portugal, Greece, and Poland. European states outside of the Eurozone that have received IMF loans include Iceland and Serbia.






CHAPTER TWO
Governance and decision-making


In this chapter, we examine the Fund’s governance structure and how this impacts decision-making in the institution. We highlight historical dynamics that led to the allocation of quota share and how power in the institution was then skewed toward wealthy member states, namely the Group of Seven (G7) countries. We map out the formal frameworks of decision-making, including how the Executive Board and voting rules shape IMF policy. The effect of the US veto and power of members’ influence on the Executive Board are discussed and analyzed. The impact of the MD is assessed. Finally, we shift toward an understanding of how informal processes of policy formation and reform play out in the institution.


Quota share and voting power

Despite the technical methodology used in determining members’ quotas, allocating quotas also involves making international political judgments: the early design of quota allocation was contrived to ensure, as a first priority, that the major political contenders, rather than the economic ones, were represented at the Executive Board.

The technical argument behind the Bretton Woods formula was the principle that member countries would each be assigned a quota determined by their relative position in the world economy – that is, countries that join the IMF are assigned a quota in the same range as the existing members with similar economic traits (i.e. size). The original Bretton Woods formula determined relative economic strength by taking into consideration several variables: trade, foreign exchange reserves, domestic income, and export fluctuations (Van Houtven 2002). For most of the IMF’s recent history, the quota formula used to assess a member’s position has been comprised of the following criteria: a weighted average of that country’s gross domestic product (GDP) (50 percent), degree of openness (30 percent), economic variability (15 percent), and international reserves (5 percent). Currently, with its quota of 17 percent, the United States remains the IMF’s largest member; the smallest is Tuvalu.

The implications of a member’s quota are reflected in how IMF Executive Board seats are allocated. Second, quotas determine a member country’s maximum financial commitment to the IMF and its potential access to IMF funds. Third, IMF quotas are an important factor in determining a member country’s voting power, with votes being made up of basic votes, plus an additional vote for each SDR 100,000 of quota that each member possesses. Quotas are denominated – or expressed in – SDRs, the IMF’s unit of account through which a country may obtain currency via the voluntary exchange of SDRs between members, or via an IMF designation through which member countries with strong external positions are directed to purchase SDRs from member countries in weaker positions.



Executive Board and quotas

The Executive Board gets its mandate from the Board of Governors, the highest decision-making body of the IMF. The Board of Governors meets biannually, and entrusts or delegates the EDs with the responsibility of representing the interests of IMF member states. EDs are typically appointed from Fund members’ finance ministries and central banks.

The Executive Board is charged with conducting the day-to-day affairs of the Fund, meeting several times a week. Its composition reflects a weighted voting formula based on member states’ quota and contribution to IMF liquidity (also referred to as subscription). The original 1945 quota distribution ensured that of 8,809 total quotas (all figures in US million dollars), the United States had the highest allocation, even though the Bretton Woods conference of 1944 intended to design an Executive Board that holds de jure power where “consensual” decision-making is used. That said, if votes are taken, most Fund decisions require an 85 percent “special majority” (80 percent in early years of the Fund), giving the United States only de facto veto power. The number of seats at the Executive Board could increase to make room for new members, not part of the original Bretton Woods conference, if the “special majority” threshold was met. The United States’ allocated quota during the Bretton Woods conference started at 2,750 or 31 percent of total quotas, followed by: UK 1,300 or 14 percent; Union of Soviet Socialist Republics (USSR, also known as the Soviet Union) 1,200 or 13 percent; China 550 or 6 percent; France 450 or 5 percent; and India 400 or 4.5 percent (IMF 2000: 17–18). The United States, however, continued to decrease its relative quota share to make way for new members and to give relative quota weight to rising economic power. Nonetheless, it maintained its de facto veto powers.

For decades, the convention was that five appointed Executive Board seats were given to the largest five contributors to IMF liquidity, including the United States. The original Bretton Woods quota allocations ensured that the US, UK, USSR, Republic of China, and France would have sole, appointed seats at the Executive Board. However, the Soviet Union pulled away from the IMF, leaving a sole, appointed seat for India to occupy until unseated by Japan in the 1970 5th General Quota Review. The remaining member states were required to pool their votes to elect EDs to fill the remaining seats at the IMF Board.

By the 1970s, the number of seats at the Executive Board grew from the originally mandated fifteen to twenty. Fund Articles of Agreement were amended to allow elected EDs in addition to the five appointed EDs. In the early 1980s, two additional sole, unelected seats were added to the table, headed by China and Saudi Arabia. By the early 1990s, Russia renegotiated its way back into the IMF, secured a sizable share of Fund quota, and negotiated with powerful members to give it a sole, unelected seat at the Executive Board. At the same time, Switzerland headed an elected seat at the Board, taking in many of the new ex-Soviet members that joined the Fund in the early 1990s. Accordingly, until January 2016, the Executive Board was comprised of five appointed seats, sixteen elected constituencies, and three sole, unelected seats (a total of twenty-four EDs).

Beyond the five appointed EDs, the board of directors represented constituents that pooled their quotas and voting weight. It was always the intention of the Fund to keep the size of the Board small to have an effective Executive Board and, more cynically, one that powerful quota holders could easily control. Maneuvering a member’s strength at the Board – whether in seeking, or maintaining, one of the top five appointed seats or in adding weight to a constituency – involved securing a favorable quota allocation.

As criticism of the lack of representatives at the IMF Board grew, so did debate about quota allocation. Again, the IMF officially claims that quota allocations are based on members’ relative share or contribution to the world economy. Yet, as a former ED once noted: “the IMF falls from its normally very high analytical standards … when the case is made for higher quotas” (see Evans 1997: 10).

All member states want to ensure that their stature in the organization is strengthened (or at minimum, maintained) when General Quota Reviews are done. The Fund usually evaluates its overall quota allocation every five years; such meetings and reviews generate significant debate and politicking as members vie for more quotas and votes. However, because members’ power and strength are based on relative share of the Fund’s quota, attempts to increase the Fund’s liquidity position through increasing the overall quotas can result in some members, particularly poor developing countries, losing their share of quotas and hence their voting weight in the institution.

In the years following the 2008 international financial crisis, the newly formed G20 (leaders’ level) agreed to amend quotas and votes. Emerging market economies that were brought into the fold of the G20 created a consensus around the need to facilitate coordinated action that could restore global economic stability, and reconfigure IMF quotas and votes to better reflect their contribution to the world economy. A heavyweight at the G20, China, pushed to have developed countries, with 57 percent of IMF voting rights, transfer 7 percent of their voting rights to developing countries, which collectively had 43 percent. China did not get the 7 percent commitment, but the G20 agreed to shift 5 percent of developed country quotas to underrepresented developing countries. This was eventually raised to a commitment of 6 percent transfer.

The quota transfers made China the third largest IMF voting power. Other emerging market economies such as Turkey, Brazil, Mexico, and Korea also benefited from increases to their quotas and voting power. Implementation of these quota revisions was set for January 2011, but was delayed for four more years, as the US administration did not want to confront a hostile US Congress. The 2010 Quota and Governance reforms languished in a state of limbo until 2016; developing countries lambasted the United States for the delays.



Consequences of powerful state intransigence

For a decade leading up to the international financial crisis of 2008, there was a global shift toward a multipolar world economy, one in which emerging market economies contributed more to global economic growth than in the previous, US-dominated, unipolar world economy. Yet developing countries and emerging market economies in the South held a smaller share of decision-making power in the IMF voting distribution. For example, prior to the 2010 Quota and Governance reforms, advanced economies’ share of IMF voting shares was 60 percent (in 2011), with the United States holding 17 percent of that; in contrast, all emerging market economies and developing countries held 40 percent, with China having less than 6 percent of voting shares. The most overrepresented countries, in relation to their contribution to global GDP, were many of the European and G7 countries, which collectively held 45 percent of IMF voting shares despite their declining global economic influence.

Vestergaard and Wade (2014) argue that emerging market economies and developing countries created their own “coalitions of the willing” as alternatives to the IMF because they increasingly lost faith in the Fund and were concerned that the West would not recognize the urgent need for governance reforms. One of the most important forums used by emerging market economies to build coalitions for IMF reforms has been the BRICS countries (Brazil, Russia, India, China, and South Africa). The BRICS members first met in 2009, and have since added political and financial heft behind the loose coalition of states.

Through the BRICS grouping, leading emerging market countries issued joint statements, often in parallel with other high-level meetings such as the G20 and the IMF–World Bank Annual Meetings, showcasing their views about global governance reforms. The BRICS members have turned to multilateral forums to push for quota and voting reforms, while using parallel meetings at these annual meetings to tie their interests to dominant debates and discussions. The BRICS countries, for example, announced in 2009 that they would contribute funds to the IMF through a mechanism allowing the temporary purchase of SDR-denominated securities. The BRICS group raised IMF capital by an added $150 billion through purchases of these bonds at a time of a great shortfall in IMF finances and high demand after the international financial crisis. China purchased the largest share of IMF bonds, worth $50 billion. Other BRICS countries each purchased bonds worth $10 billion. Thus, while shoring up IMF liquidity, BRICS members were among the strongest proponents for IMF reform.

Criticism of US IMF leadership was most often voiced by China. In an oft-cited article by Xinhua, the official Chinese news agency, China’s position was that “Washington’s political chaos proves it’s time for a de-Americanized world. As this latest crisis reveals, the US is unfit to govern itself, let alone lord it over the rest of us” (Chang 2013). The article went on to criticize American leadership, suggesting that the destinies of many countries were in the “hands of a hypocritical nation … a new world order should be put in place, according to which all nations, big or small, poor or rich, can have their key interests respected and protected on an equal footing.”

To achieve this de-Americanized world, the world needed reforms at the United Nations, the IMF, and World Bank, and the introduction of “a new international reserve currency … to replace the dominant US dollar, so that the international community could permanently stay away from the spill-over of the intensifying domestic political turmoil in the United States” (Chang 2013). By challenging US leadership at the IMF and criticizing IMF policies, China won the support of developing countries at the Fund. The 2010 Quota and Governance reforms thus passed in December 2015. The reforms increased members’ quotas through the addition of approximately $659.67 billion of funding (IMF 2015a). The long-awaited 6 percent quotas and votes shift to emerging market economies and developing countries was implemented. IMF EDs would also no longer have two classes, unelected and elected, thus ending the de jure appointment of EDs from the five largest quota holders. That said, many of the unelected seats remained solely represented: US, Japan, China, Germany, France, United Kingdom, Saudi Arabia, and the Russian Federation.

Two European board members, Belgium and the Netherlands, agreed to consolidate their shares into a combined seat. Benefiting from this consolidation, Turkey took the lead of European states in a new seat configuration. Despite years of sub-Saharan African protests, however, the 2016 Quota and Governance reforms did not create the desired third African seat at the board. Finally, while the United States did give up some of its quotas and voting shares, it retained its much-coveted de facto veto power. By retaining 16.66 percent of IMF board votes, it could still veto any proposal requiring the “special majority” of 85 percent to pass the board.

Thus, while the 2010 IMF Quota and Governance reform package was meant to better reflect the shift in global institutional power, it was also strongly tied to what developing countries viewed as an effort to return legitimacy to the Bretton Woods organization. Developing countries had argued that the IMF lost legitimacy in its handling of the 1997 Asian financial crisis and in its prescription of austere conditionality to other developing countries throughout the 1980s and 1990s. Developing countries, such as China and others, argued that the Asian financial crisis demonstrated that the existing “international monetary and financial system can no longer accommodate the needs of international economic and financial development,” and that the IMF and its political backers in the West had “forced [developing] countries to restructure their economies according to the developed countries’ standards” (Dai 1999).

Many Asian countries asked the Fund to acknowledge its past failure in Asia during the 1997–8 Asian financial crises to which the IMF was slow to respond; and when it did, loans came with far too many conditions. This was an important confidence-building measure toward IMF reform but this apology was never formally made. The question of the damage done to Asian confidence in the Fund remains so deep that many believe that only a regional Asian fund will serve to meet their needs. Many Asian countries, for example, have pointed to the Chiang Mai initiative and the AIIB as challenges to the IMF-and World Bank-led order. Moreover, the dominant model of fiscal austerity prescribed by the IMF is one that developing countries have questioned. To prevent another financial crisis and restore IMF legitimacy, developing countries have argued that the IMF decision-making structure needs to be widened to include more ideas and knowledge from developing countries.

It has been argued by reform advocates that the IMF should have a governance structure that reflects the interests of its stakeholders, including those in developing countries where poverty reduction is a primary need. However, Nancy Birdsall (2003: 4) points out that the IMF will never reflect a governance structure where (as at the United Nations) “one state, one vote” predominates. This is because the IMF needs depositors with capital for lending; therefore it is more likely to continue to reflect depositors’ and not creditors’ interests. Moreover, highly populated countries such as China and India should not have rights akin to those of small island states. Finally, IMF reform advocates argue that countries most affected by IMF policies need to have a say in IMF decision-making to ensure its legitimacy (Birdsall 2003: 4).

The underrepresentation of the sub-Saharan African countries is one case where the lack of input into IMF decision-making stands out. These countries have been clients of the IMF since the 1970s. Indeed, at one point the majority of Fund clients came from the sub-Saharan African region. Yet the IMF quotas and votes accorded only two of the twenty-four Executive Board seats to this region; these two seats represented two dozen countries each, making them overburdened and nearly ineffective in allowing African countries to express their interests and ideas about development in the IMF decision-making process.

Governance reforms, developing countries have long argued, would have directly improved the development models prescribed by the Fund – in particular, such reforms would better reflect the views of developing countries in the design of policy and programs. China, for example, has argued that it would “prefer a less intrusive IMF, one that is more akin to a clearing-house for ideas on economic cooperation and development and on financial regulation, more pragmatic and open-minded” (Ferdinand and Wang 2013: 899).

It has been argued that had there been more developing countries’ voices at the IMF Executive Board, for example, they could have collectively resisted pressure to implement failed policies of premature capital market liberalization in some countries. Ideally, developing countries envision an IMF that is more tolerant of a system that would allow “greater freedom for states to experiment in devising policies that are best suited to their particular circumstances” (Ferdinand and Wang 2013: 899). Indeed, the view of how the IMF recruits and trains its staff into set development models and ideas is often a missing element in IMF reform debates (see chapter 7). On this issue, developing countries such as China would like to see the Fund broaden its recruitment and “do much more to promote diversity of skills and experience among its staff” (2013: 899).

Increasing the voice of developing countries could also help the Fund achieve a wider base of funding. After the Asian financial crisis, many emerging market economies’ governments opted to insure themselves against future financial crises by building up foreign currency reserves, promptly paying back their IMF loans and refusing to turn to the Fund again for balance of payments financing. This contributed to a global economic imbalance in savings and in part may have facilitated unscrupulous actors in international capital markets to devise toxic assets to shore up market liquidity. This is unfortunate: if emerging market economies had more faith in the IMF and its legitimacy, perhaps they would have deposited their global savings into the Fund instead.



The elephant in the room: The US veto and its effects

It is often argued that the United States uses its voting influence (in particular, its veto power) within the Executive Board to advance its own economic and foreign policy interests. Similarly, in cases of “simple majority voting,” the United States’ vote proves essential in building winning coalitions in the Executive Board (see Rapkin and Strand 1997). Of course, European powers can similarly pool their quotas to veto change and support favorable policies, which they do. But US power at the IMF is unique because the US is also the greatest military power in the world.

Hence, if formal votes were taken at the Executive Board, the rules of the game are such that the relative power of the United States’ vote would be much greater than 1 percent. Rapkin and Strand (1997) examined possible coalition sets in voting and found that the United States’ relative voting power within the Executive Board is closer to 62.3 percent. The US has a swing vote that can determine voting outcomes because no natural coalition set would be formed to block it. Even in the case of approving financial assistance, then, one can extrapolate that the US has considerable power. Moreover, the IMF claims that formal voting does not take place on the decision to approve loans in the Executive Board. One must infer, however, that when the MD gathers the “sense of the meeting” he or she recognizes the balance of power in the Executive Board.

Randall Stone (2002, 2004) demonstrated that countries with higher amounts of United States foreign aid tended to get more waivers and fewer punishments for not complying with IMF conditionality. For example, he notes: “Although the United States holds a minority of votes, it does indeed call the shots at the IMF” (2002: 62). Oatley and Yackee (2004) noted that the Fund provides larger loans to members that have higher US debt, and that these loans tend to be larger than others. Momani (2004) also showed that the United States directly interfered in the IMF loan agreements with Egypt in 1987 and 1991 to prevent harsh conditionality. As for the IMF’s claim that Executive Board decision-making is based on consensus, according to one ED it is understood that the United States has the most powerful presence on the Board; it has, for example, received documents and established meetings with staff faster than other directors (see Momani 2004).

The United States wields a lot of power in the Fund, as David Sanger (1999) noted, for example, in the case of South Korea during the Asian financial crisis. According to Sanger, “South Korea slipped within days of running out of hard currency to pay its debts in December” (1999: 23). The US Treasury sent David Lipton, a senior official, to negotiate with South Korea and monitor IMF staff. The result was an IMF agreement signed with South Korea in 1998. IMF deputy director Stanley Fisher was reportedly upset with the United States’ political intervention in South Korea, saying that “to make a negotiation effective, it has to be clear who has the authority to do the negotiating” (quoted from Sanger 1999: 23). Nevertheless, the US did not intervene in every agreement that came to the Executive Board, but did so when it was concerned about a country that was strategically important to US interests.

Using UN voting data as a proxy for geopolitical preferences, many academic studies have shown that the voting outcome at the IMF is largely determined by geopolitical considerations. Several quantitative studies have demonstrated that debtor countries often get better and more lenient IMF conditionality when they are United States allies, as measured by similar voting at the UN (see Barro and Lee 2005; Vreeland and Dreher 2014). Taking this one step further, Dreher, Sturm, and Vreeland (2015) showed that conditionality in IMF loans was often lower for members of the UN Security Council (UNSC), which presumably have the political backing of the United States and European states at the Fund and the UN. That said, these authors found that IMF loan amounts were not affected by their UNSC status. Thacker (1999) has suggested that global alliances can better explain Fund decision-making. Thacker tested two hypotheses labeled “political proximity” and “political movement.”

The political proximity hypothesis suggests that states which are like-minded to the United States receive favorable treatment at the Executive Board, whereby they might more often receive loans than non-like-minded states (Thacker 1999). The political movement hypothesis suggests that states do not have to be allies or like-minded, but must exhibit movement toward the American position in order to receive more loans. Thacker found that the political movement argument best explained IMF lending: states which chose to politically align themselves closer to the United States had a higher incidence of receiving financial assistance.

This hypothesis suggests that the United States is more apt to interfere in IMF lending when debtor states are in the process of moving toward the United States than when they are already US allies. The implications of the political movement hypothesis are revealing. First, it suggests the advice of the adage, “Keep your friends close and your enemies even closer.” Second, the hypothesis suggests that the United States works hard to make distant states into allies, but takes its allies for granted. Finally, it suggests that the United States uses the IMF as an instrument of foreign policy making.

In its power moves, the US is not, however, alone. Powerful IMF Executive Board members can also circumvent formal channels of decision-making processes by interfering in staff negotiations with other countries. Technically, EDs must wait until the staff conclude negotiations with countries and consider the consultation paperwork resulting from these negotiations. Instead, many staff have argued that debtors with important allies on the Executive Board would use backchannels to try to receive favorable treatment. According to several staff members, it was common for EDs with an interest in a specific country to go downstairs to staff offices and ask to be briefed on the status of negotiations with the country in question.

One clear demonstration of US power on the Executive Board was the case when the US delayed an unfavorable Article IV Consultation of its economy in 2010–11 (Edwards and Senger 2015). It was widely noted at the time that staff involved in that Article IV were reassigned to another country. This unprecedented interference in the working of the Fund staff symbolized the strength of US power.



The impact of MDs on IMF policy

IMF leadership has historically been dominated by European countries. From the inception of the Bretton Woods institutions, a “gentlemen’s agreement” between the Europeans and the Americans determined that the United States would hold the position of president at the World Bank and the Europeans would hold that of MD at the Fund. Developing countries have argued vocally against this quid pro quo at the Bretton Woods institutions and called for widening the selection process to include non-Europeans in the top posts. China, for example, called for the IMF MD selection process to be “open, transparent and merit-based” (Xie 2009). The calls for a transition to a merit-based selection process had become heightened with the 2008 international financial crisis and the overall loss of fund legitimacy. Canada, Australia, and others vocally agreed on a merit-based process of electing a future MD. But it was the emerging market economies in particular that loudly argued that the European and US convention of nominating a European national to take the top job was outdated and did not reflect the shift of power in the global economy from the “West to the rest.”

One important symbolic way that the IMF and Western economies could demonstrate their sincerity in giving emerging market economies more power and decision-making influence in the Fund would be to end the archaic tradition of appointing a European to run an organization whose decisions mainly affect the developing world. The cries of emerging market economies were finally acknowledged in 2009 as both the G20 and the IMF’s own Executive Board agreed that the next IMF MD should be elected on the basis of merit. For emerging market economies, this was code for saying that the Europeans and leading Western states would allow the rest of the world to put forth qualified candidates from their flock.

When IMF MD Dominique Strauss-Kahn prematurely resigned after a sexual assault scandal in May 2011, many developing countries thought the IMF would become open to all nationals of its member states, not just Europeans, as candidates for the job. Instead, European countries insisted at the 2011 IMF Spring Meetings that having a European at the helm of the IMF was never more important than at that moment. European leaders, however, did not expect that many of their neighbors would move in the Fund from being creditors to debtors, thanks in part to the 2008 international financial crisis. Europe claimed that it needed an IMF MD who understood the political, economic, and social challenges facing European capitals to devise economic policies tailored to the needs of the fragile European economies. This, of course, was the same rationale given by former debtors in emerging market economies and developing countries for why they needed an IMF MD who understood the challenges of implementing loan conditions in weaker polities.

Selecting a non-European national to lead the IMF did not happen after Strauss-Kahn’s resignation. The then French finance minister Christine Lagarde sought support from China, Brazil, India, and Russia for her bid to lead the IMF. Despite voicing their reservations about having yet another European at the IMF helm, when votes were cast, most developing countries supported Lagarde’s candidacy. China’s flip-flop on this issue was perhaps the most unexpected as it was particularly vocal in its criticism of the US–European convention of choosing an MD. Some noted that perhaps Lagarde had promised China an added position of a third deputy MD, which she announced soon after taking office. This new position for a Chinese national, Min Zhu, effectively quelled China’s demands for opening the MD position to non-Europeans. It remains to be seen what will happen after Lagarde leaves the Fund, and whether developing countries can mount a campaign to have one of their nationals lead the IMF.



The effectiveness of executive directors at the IMF

As already discussed, seats at the IMF Executive Board are sought after by member nations not only because of their limited number, but also because of the power given to the directors who hold these seats. Theoretically, the Board plays a vital role in approving (and rejecting) country loans and country surveillance reports. Members therefore vie for control on the Executive Board in order to have a say on loan approvals and what loan conditions are imposed upon borrowers.

EDs are typically paid by the IMF and are considered technically on leave from their respective capitals. Some countries, however, notably the United States and the United Kingdom, have not consistently abided by this model. Some directors have even expressed a sense of having been treated more like ambassadors sent by their capitals than representatives of their constituency members and the IMF. This is the very situation that IMF architects had intended to avoid. The IMF was designed to have EDs paid by the IMF to avoid any conflict of interest, thus ensuring that Fund interests would take priority over domestic or partisan interests. Moreover, this system was intended to help spur collegiality among EDs, who were expected under the Articles of Agreement to produce decisions based on “consensual voting” rather than taking direct votes based on outside “political considerations” (see Gold 1983).

The Executive Board today reflects little of these original ideas of autonomy from political capitals. Perhaps related is the fact that communications technologies have allowed capitals “real-time” access to EDs and to management (IEO 2008: 12). For example, the Board has seen a 400 percent increase in the use of written ED statements that stand in lieu of oral statements, known as “gray papers.” Over 4,000 gray papers are submitted per year. It is presumed that many of these now include input (that is, political interference) from country capitals 2008: 13).

Board accountability and efficiency have also declined over the years. Most directors represent an average of ten other member states in their constituency, but as many capitals are now interfering in the work of EDs, constituent members have less and less voice. Moreover, there is no mechanism for a director’s accountability unless an Executive Board biannual election occurs. This is exacerbated in constituencies such as Canada and Switzerland where constituency members’ voting strength is no match for that of the director’s country (see Woods and Lombardi 2006).



Informal mechanisms of control

The influence of informal mechanisms of control in the IMF is of great interest in understanding how the IMF works and how to make it work better. As Randall Stone notes, “informal power consists of the ability to obtain desirable outcomes within an organization, at some cost, by going outside of normal channels” (2013: 125). This may include, for example, lobbying IMF management and Board members, accessing persuasive information to reach desired outcomes, macroeconomic expertise and capability, or having the right contact networks among IMF staff. Moreover, as Stone (2013) notes, informal power can be curbed when processes are put in place to prevent politicking and back-door influencing; however, these tend to be less effective in organizations that lack transparency and accountability.

Civil society organizations (CSOs) in particular have been at times effective in using informal power to influence Executive Board members. On the one hand, the IMF has increasingly been more attentive to CSOs as part of its external outreach. In turn, CSOs have been able to informally influence IMF decision-making. The Fund explains that its engagement with CSOs is important because:


Civil society organizations … are experts in economic issues and their influence expands to parliaments and governments. Whether national, regional or international, the way CSOs do business has been profoundly affected by globalization. CSOs increasingly employ extensive networks to pursue their activities and to try to influence policies on a broad range of issues. Many CSOs focus on economic matters at the core of the work of the IMF and other international organizations. The IMF is committed to being transparent about its work, to explaining itself, and to listening to the people whom it affects, and it engages with CSOs through information sharing, dialogue, and consultation. (IMF 2016)



The IMF began its engagement with CSOs during the early 2000s. IMF staff were encouraged to reach out to CSOs to discuss potential loan arrangements with member countries and to explain IMF conditionality. Initial guidelines for Fund staff, developed by Jan Aart Scholte, were groundbreaking developments on how IMF staff ought to conduct CSO engagements (IMF 2003). In fact, it was CSO pressure on governments that convinced the IMF to develop the 2003 Staff Guidelines. The evolution of CSOs has benefited greatly from Western government funding, philanthropic organizations, ideas on democratization, and greater access to parliamentarians, Congress, and powerful members on the IMF Executive Board. In 2009, for example, the EU Parliament noted that the EU Commission had funded approximately 3,000 CSOs working on a variety of issues, totaling an amount of 1.4 billion euros (European Parliament 2010: 3). Indeed, Europe is host to a number of prominent CSOs concerned with IMF reforms.

The IMF’s declining legitimacy and the ability of nonstate actors to shame the Fund are also part of the ecosystem of pressures that have forced the IMF to open to CSOs (see Broome 2009; Seabrooke 2007). Some of this has been attributable to a more humbled staff after the international financial crisis, and to a modest cultural shift among IMF staff toward listening to outside ideas. As for push factors, the IMF and other international financial institutions have increasingly called on governments to practice good governance; hence, CSOs have called on global institutions to similarly promote engagement and accountability with citizens, not just country officials (see Woods 2000). Thus, Fund staff have in turn become more open to consulting with a wider variety of stakeholders, opening the door further for CSOs to add their input into Fund decision-making (see Belloni and Moschella 2013; Griesgraber 2008; Scholte 2009).

The US Congress has also been a site of informal power that has resulted in significant changes in the Fund’s organizational outcomes. Of particular note is the work of Kathryn Lavelle (2011). Using archival evidence, Lavelle demonstrates how Congressional districts of key political constituencies played a part in driving IMF policies. Lavelle also shows how Congress’ open structure allows for the penetration of interest groups, NGOs, and CSOs to sway US Congress members toward their preferred IMF policies and decisions. Broz and Hawes (2006), for example, found that banks with interests in international lending are effective in pressuring Congress to increase financing to the IMF.

Finally, the United States’ global political and economic clout has informal power at the IMF by virtue of the location of IMF headquarters in Washington, DC.



Conclusion

Rather than implementing its policy choices in a technocratic, rules-based, and apolitical manner, the IMF is currently afflicted with a great disconnect between its talk and its action at multiple levels. Foremost, while the IMF touts its institutional commitment to objective analysis, its governing structure ignores the economic facts of the twenty-first century and the manner in which politics can enter board deliberations. Developed countries disproportionately shape IMF policy outcomes relative to their diminishing global economic power. Second, while on paper the IMF remains committed to high standards of transparency and rule making, powerful states, particularly the United States, continue to enjoy a pattern of informal “old boys’ club” rule making. This hypocrisy is most egregious in informal processes tied to the selection of the MD, but also trickles down to other governance and decision-making areas.

Conversely, states that don’t enjoy the benefits of informal rules remain wary of the IMF’s power brokers. This undermines the legitimacy necessary to build an effective, rules-based institution. It also produces a dynamic in which states left on the margins are now engaged in their own backchannel dealings. Thus, while publicly critical of the IMF, China, for example, enjoys greater access to the power center of the institution through its third deputy MD post. Accordingly, it remains complicit in reproducing informal and arbitrary IMF governance and decision-making. Will other BRICS or low-income states pursue similar strategies? Currently, it unfortunately would be rational to do so.






CHAPTER THREE
Surveillance


The IMF’s work in bilateral, regional, and multilateral surveillance is one of the principal functions of the organization, and a frequent subject of great scrutiny and critique. With great expectations that surveillance ought to give the IMF the power to avert financial and economic crises, the Fund has more often disappointed than pleased its stakeholders. The IMF has repeatedly failed to either warn of or predict a number of financial crises. Some of the Fund’s failures result from a highly fragmented system of surveillance that fails to adequately capture interconnections between member state economic policy choices and broader regional or global spillovers. This has created a loss of confidence in the Fund’s so-called macroeconomic expertise. This chapter explores how the Fund tries to navigate being a trusted advisor of countries on the one hand, and a ruthless truth-teller about bad economic policy choices on the other.

Over the years, the Fund has been tasked with working with the World Bank through the FSAP and with the FSB on regular EWEs as ways to improve systemic surveillance. However, such cross-fertilization of knowledge on key policies has not been without its own challenges.


Bilateral, regional, and multilateral surveillance

As noted in chapter 1, in 1944 the IMF’s architects intended the institution to provide financial resources to the world economy and discourage countries from returning to the “beggar-thy-neighbor” economic policies of the Depression era. Over time, the IMF was also given a formal mandate to engage in “surveillance” of member countries’ policies to provide the necessary oversight to prevent future economic and financial crises (Pauly and Ferran 1997). Fund surveillance refers to “the IMF’s regular monitoring of economies and associated provision of policy advice … intended to identify weaknesses that are causing or could lead to financial or economic instability” (IMF 2016a).

The Fund argues that surveillance is its organization’s comparative advantage over financial institutions and domestic governments because it can provide impartial analysis (Ragan 2006). The IMF prides itself on its expertise in providing economic and financial analysis to its members. In contrast, surveillance by the private sector would be considered less cost-effective and less impartial. Moreover, to reap the benefits of preparing their assessments, private firms assess states where there is a strong financial and economic interest; they are not likely to assess smaller economies and less developed countries that are not of market interest. Finally, while many international organizations also engage in surveillance (e.g. the Organization for Economic Co-operation and Development (OECD), the BIS, and the G20 working groups), the Fund is uniquely positioned to assume a lead role in multilateral surveillance given its universal membership.

Fund surveillance comes in three forms: global, regional, and country. Global or multilateral surveillance is achieved through the documentation of patterns and developments in the international economic system. The Fund assesses the global economy in publications that include the biannual WEO, International Financial Statistics, GFSR, FM, and several technical and policy studies. The Fund has also encouraged members to voluntarily provide national statistical information to post on the Special Data Dissemination Standard (SDDS) and the General Data Dissemination System (GDDS); these data systems are meant to help avert uncertainty on internationalized financial markets. Data includes financial, economic, and socio-economic information, available on the Fund website for public viewing. The quality of governments’ economic data has also been a concern of the Fund. While the Fund encourages responsible and transparent publishing of economic data, based on internationally accepted best practice in accounts, many members either do not have the adequate capability or are purposefully negligent in data reporting to obfuscate corruption (see Jerven 2013 for further discussions).

Regional surveillance is similarly achieved by the Fund’s biannual publication of Regional Economic Reports covering the Asia Pacific, Europe, Middle East and Central Asia, sub-Saharan Africa, and the Western hemisphere. The goal of the regional publications is to “address economic policy developments that have affected economic performance in the regions, and discuss key challenges faced by policymakers. They address regional policy developments and challenges, and provide country-specific data and analysis” (IMF 2016b).

Country, or bilateral, surveillance is chiefly achieved through the Fund’s Article IV Consultations with member states. Historically, Article IV Consultations were discussions on coordinating appropriate exchange rate policies; today, the staff’s mandate has expanded to include advising on monetary and fiscal policies, financial sector policies, effects of capital flows, and observance toward fiscal and policy transparency. Article IV Consultations are reported annually on all members to ensure their conformity to economic liberalization, and to advise prospective borrowers on policies required to meet conditions of Fund loans. Over the years, the IMF increased the transparency of its publications, encouraging member states to also share their annual IMF staff Article IV Consultations and staff reviews with the public.

To prepare Article IV Consultation reports, IMF staff begin by preparing internal briefs that are circulated within various Fund departments for discussion and approval. Internal briefs are then used for framing the agenda of discussions taking place in member states between Fund mission teams and government officials. Missions provide Fund staff an opportunity to listen to member states’ concerns and to advise them of policy understandings needed to meet the Fund’s provisions. Typically, five IMF staff work on each mission – this includes members from the Fiscal Affairs department, Strategy, Policy and Review department, and the regional area department to which the member belongs. Some Fund members have a resident representative, an IMF staff member living in a member state for several years, who is also active in Fund missions.

Over a period of approximately two weeks, IMF mission teams meet with government officials from the Ministry of Finance, the Central Bank, and other relevant ministries. In recent years, and in some cases, IMF staff missions meet with parliamentarians and civil society participants – namely, NGOs, labor groups, business groups, women’s groups, economic think tanks, and academics. During Fund missions, staff collect economic and statistical information for Article IV Consultation reports and other IMF publications. A typical Article IV Consultation provides a background report into members’ economic situation, a report on key economic and financial sectors, and a staff appraisal of members’ short-term and long-term economic objectives. These reports are then reviewed by management and the Executive Board.

Throughout the course of a typical three-to-five-year IMF loan agreement, six or seven IMF staff reviews are conducted. Fund reviews are comparable to the process of an annual Article IV Consultation, but reviews can be brief and less formal. Staff reviews also involve meeting with government officials to verify compliance, to suggest new policy reforms, and (if needed) to grant waivers on missed loan conditions where a loan agreement exists. Individual staff members remain assigned to a member for approximately two years before rotating to another country.

According to the Fund’s Articles of Agreement, IMF staff should limit their policy advice to quantitative macroeconomic policy reforms. Over the years, however, the scope of Fund surveillance has extended beyond macroeconomic policy recommendations, causing some concern and rising critique (see chapter 4). In addition to a higher number of macroeconomic conditions, Article IV Consultations have been known to include an increased number of microeconomic and structural conditions. In the wake of systemic crises sparked by financial market failures, microeconomic and structural conditions have also been included in loan agreements on the grounds that these factors also affect macroeconomic outcomes.

According to an external Fund study of surveillance, for example, staff missions and member states have discussed “trade liberalization, labor markets, offshore banking supervision, tax reforms, expenditure streamlining, income distribution, poverty, land reform, environment, and so forth” (Crow, Arriazu, and Thygesen 1999: 41). This mission creep into public policy is a stark reality of the increased scope of Fund surveillance. Nevertheless, it is important to not overstate the influence of the IMF’s surveillance activities. The Fund’s Article IVs generally have impact only when backed up by the presence of loans. Without a financial carrot, and in an era when the quality of its advice is being questioned, an IMF focused more on surveillance activities may be a Fund with an increasingly marginal position in the world economy. This raises the important question: is the IMF seen as a trusted advisor or ruthless truth-teller in its surveillance activities?



Surveillance: Trusted advisor or truth-teller?

IMF surveillance remains a difficult balancing act for the Fund, given the political and technical challenges it entails. Hence, the IMF must strike a delicate balance between providing the in-depth coverage that could prevent another crisis and refraining from being too intrusive in the domestic affairs of countries (IEO 2013: 3).

To improve IMF surveillance, numerous proposals have been offered over the years. The IMF research department’s Ostry and Zettelmeyer (2005: 8–9) have suggested that the IMF remove ambiguous evaluation of member states by openly rating all its members on their overall performance in a publicized “report card,” which, as an added measure to prevent crises, would also determine the level of financing a country could receive. Similarly, Edwin Truman, assistant secretary at the US Treasury Department (1998–2000), called on the IMF to start “naming and shaming” its members, including powerful countries such as the United States (2006: 13). Truman argued that the IMF had been soft on member states that did not follow IMF advice in Article IV Consultations, which harms the international economic system while insulating systemically important countries from crises. The IMF, Truman further argues, needs to act more like an “umpire” rather than an “adviser” or “lender” (2005: 45). This would require the Fund to get specific about country wrongs and detail how to correct country errors using a transparent, peer-review mechanism (Truman 2010).

There has, however, been resistance to the IMF playing an umpire-like role, with some arguing that it might compromise the Fund’s ability to act as trusted government advisor. One difficulty is organizational, according to Michael Mussa, head of IMF Research (1991–2001), who noted that the IMF staff act as “social worker,” sympathetically prescribing conditionality, and then “tough cop,” enforcing rules of conduct perceived to be for the benefit of the economic community (2002: 67). Mussa suggests that staff are under pressure to appease country officials, with whom they work closely, producing watered-down bilateral surveillance reports. Releasing bilateral Article IV surveillance reports immediately after consultations end is one approach to insulating staff from such pressure (Kahler 2006: 267). Both Mussa (2002) and Kahler (2006) go so far as to suggest some bureaucratic reorganization to separate surveillance work from area departments, thereby removing this tendency toward diluted assessments and chummy IMF–authority relations. Ideally, an independent IMF Surveillance Department would remove Fund staff involved in bilateral surveillance from area departments where loan programs are designed and conditionality prescribed (Mussa 2002: 69–70).

Balancing the interests of the international community while keeping good bilateral relations was captured best by IMF MD Rodrigo de Rato (2004–7), who responded to criticism that the Fund ought to increase its scrutiny of China’s exchange rate policies by saying, “there is a trade-off between our role as confidential adviser in our surveillance work and our role as a transparent judge” (quoted in Giles and Guha 2006: 8). China remains most sensitive about pressures to liberalize its exchange rate, and will most likely continue to resist Fund activities that appear to benefit US economic interests (see Momani and English 2014: 428; also see IMF 2011).

The question of how much surveillance should intrude into exchange rate decisions can be highly contentious. Goldstein (2006), for example, argues that the IMF has not been successful in pressuring countries to change their policies, and needs to return to its traditional role of monitoring exchange rates. He recommends that the Fund issue reports on exchange rate policies and shame countries that use manipulative practices. But the idea of pressing the Fund to focus on monitoring exchange rates has been challenged by Chinese officials who prefer country sovereignty in determining exchange rate policies (see Xiaochuan 2006: 4).

As IEO surveys before the international financial crisis demonstrate, interactions between IMF staff and country officials were least effective when advanced country officials were involved, and most effective with LICs (IEO 2009). Before the international financial crisis, advanced economies did not see much value added in interacting with the Fund; IMF staff, in turn, complained that the former only acquiesced in their advice when it was deemed favorable to existing national policies. Indeed, the IMF has lost its once privileged position as trusted advisor in global economic governance, and the post-2008 resurgence in IMF relevance, with its increased loans, signals that the IMF has emerged as a useful lender or coordinator of funding, rather than renewed confidence in the Fund itself.

Large emerging markets were classified as the second to least satisfied grouping in interactions between Fund staff and country officials. The main complaint from this group is the lack of trust on the part of emerging country officials about the evenhandedness of the IMF staff’s approach to surveillance – namely, the general perception that surveillance was carried out in the interests of the largest IMF shareholders: the US and European countries (IEO/IMF 2009). The manner in which the Fund bent the rules to help Greece in 2010 (i.e. making its assessment of Greek debt sustainability as favorable as possible) is a constant reminder of the bias implicit in IMF advice (Blustein 2015).

Small emerging economies and, more importantly, LICs have not raised the same concerns as their counterparts. Instead, lower-income constituencies – the largest group of current and potential borrowers – found great value in staff– country bilateral surveillance. LIC officials value the Fund staff’s technical advice, surveillance activities, and debt relief initiatives in dealing with creditors. However, LIC officials still reported weakness in the effectiveness of Fund TA programs. The overall picture suggests that this country grouping needs IMF surveillance, but feels that this needs further improvement (ibid.).



The IMF’s repeated failures to predict crises

By warning countries of the risks confronting their economies and of the dangers of particular policies, surveillance should in theory help warn of, if not prevent, global crises. The process appears straightforward: better-informed governments would make better decisions about their economies; the Fund could bring pressure to bear on countries pursuing inappropriate policies; and individual governments, armed with the results of IMF surveillance, should be able to give better advice to fellow governments. The Fund’s access to data, information, and officials in its member countries should allow it to have the insight to predict and assess the global economy and potential crises. Yet it has persistently failed to do so: the IMF has not predicted or warned of many major financial crises, including the 1994 Mexican financial crisis, the 1997 Asian financial crisis, and the 2008 international financial crisis. Some would argue that IMF economists are not superior to those of the private sector and academia, and thus financial crises are very difficult to predict. Nevertheless, there is more pressure on the IMF to do better at warning of looming crises.

After every major financial crisis, the IMF self-diagnoses its failures and recommends improvements to its surveillance function. Following the Mexican crisis, the Fund’s Executive Board agreed that the practice of surveillance could be improved by improving Fund procedures and paying greater attention to integrated capital markets. The Mexican crisis also highlighted that “it is not primarily surveillance over the most likely users of IMF support … but rather over the countries of greatest systemic importance, this is most vital” (Masson and Mussa 1997: 38). The countries of systemic importance, or the “too-big-to-fail” countries (now large borrowers from the IMF), had captured the attention of powerful Fund members. The default of too-big-to-fail countries would cause systemic crises and spread across international capital markets. This expanded scope of Fund surveillance also allowed close staff scrutiny of too-big-to-fail countries.

After the Asian crisis, critics argued that the Fund staff over-concentrated their surveillance on countries as opposed to the system. Critics noted that staff did not have adequate tools or mandate to assess countries’ policy linkages and their spillover effects, and perhaps this explained why staff failed to warn of financial contagion. In response, the IMF announced it was expanding surveillance to include “multilateral consultations,” where systemically important countries would have a forum to debate specific issues of global economic significance in an effort to thwart an unraveling of the world economy. For some, devoting more attention to multilateral surveillance activity, rather than bilateral surveillance, was a welcome shift in IMF focus; however, it was soon criticized as being too intrusive by others.

IMF staff therefore revised the surveillance policy with the 2007 Decision on Bilateral Surveillance over Members’ Policies (see Lavigne and Schembri 2009). The 2007 surveillance policy was meant to strengthen the capacity of IMF staff to discuss exchange rate policies with its members, particularly when and if staff believed these policies endangered external stability (Leckow 2007: 289). The 2007 decision clarified that:


members are only prohibited from manipulating exchange rates for the purposes of preventing effective balance of payments adjustment or to gain an unfair competitive advantage over other members. Thus, to find a member in breach of this provision, it is necessary for the Fund to determine the purpose of the member’s policies and the intent of the member in engaging in exchange rate manipulation. (Leckow 2007: 291)


China, however, argued that the 2007 decision missed the core issues that the IMF should be focusing on. While China wanted less IMF bilateral surveillance and more multilateral surveillance, it also believed that exchange rate choices were a sovereign matter, particularly for countries (such as itself) that were not exposed to international markets with liberalized currency regimes. Instead, China wanted IMF surveillance to scrutinize the United States because American capital flow volatility and monetary policy would have great global ramifications in an era of liberalized capital regimes. Hence, to improve IMF surveillance, China called on IMF staff to “give the surveillance priority to the ongoing financial turmoil, deepen its analysis, learn lessons, and listen to the opinions of member countries … so that the Fund can determine where the true risks lie, and adopt effective measures to maintain a stable and orderly global economic and financial system” (Gang 2008). China continued to call for a reconsideration of the 2007 decision until it was updated in 2012.

For nearly a decade before the international financial crisis, countries such as China had warned that too much IMF surveillance was focused on developing and emerging market economies through bilateral surveillance, while developments in developed countries and in its multilateral surveillance were ignored. Countries called on the IMF to examine the systemic relevance of its members within advanced economies, and to turn more of its surveillance on those countries. The rationale was that risks in systemically important countries, such as the United States and the Eurozone, have stronger spillover effects, which can reverberate throughout the global economy. Moreover, unlike many developing countries, the United States and the Eurozone are strongly interlinked to the global economic system, with their highly liberalized capital markets able to spur a negative domino effect in the global economy if a crisis were to ensue.

The 2008 international financial crisis proved these concerns valid, and showed that the IMF did not have a complete grasp of cross-border capital flows, developed countries’ public debt and its impact on global interest rates, capital flows, inflation, and global trade. Had IMF staff been more critical of the United States in its surveillance duties, some argued, then the Fund would have better predicted and managed the fallout of 2008. In response, IMF staff used their “theoretical and organizational resources” from past financial crises to push for enhancing the IMF’s surveillance role, an approach (much to the Fund’s advantage) that was in keeping with the aims of other international monetary and financial institutions’ “holistic visions of risk” (Moschella 2011: 1). Thus, while the international financial crisis had created some urgency, IMF staff were strategic in not wanting to move too quickly with the changes they wanted to see (Moschella 2012).

In revising its surveillance role, IMF staff did not, as they had previously done with China in 2007, want to challenge state authority (Moschella 2012: 59). Specifically, in 2007 the United States pushed for a reform of Fund surveillance that was seen as an effort to identify global exchange rate and current account imbalances not just for some altruistic global good, but to confront China’s growing trade surplus with the US (see Broome and Seabrooke 2007). Instead, Fund staff pursued incremental changes to surveillance without seeking an overhaul of it and avoiding policies that would require Executive Board approval (Moschella 2012: 59).

The 2012 Integrated Surveillance Decision was another attempt by the IMF to learn from its mistakes. The new surveillance decision allowed for the bilateral Article IV Consultations to be an important feeder into the production of IMF multilateral surveillance. Clarifications on modalities of surveillance and providing countries with more latitude and discretion on exchange rate policies appeased countries such as China and were key improvements on previous Fund policies. Moreover, by noting this in its Article IV reports and its multilateral reports, the new surveillance mechanism allowed the IMF to study and document potential spillovers of risky country policies. The 2012 surveillance policy also better examined the macroeconomic policies, financial sector policies, and capital flow volatilities that were potentially emanating from economies issuing a reserve currency, such as that of the United States (see Gang 2012).

Yet, despite such IMF attempts to improve its toolkit, Fund economists have argued that predicting crises is very difficult. Researchers in the IMF’s Research Department examined eighty-eight recessions over the 2008–12 period and found that none of the sixty-two recessions that occurred at the height of the international financial crisis in 2008–9 were predicted. However, once the recession was in full swing by 2009, the forecasters did a better job of predicting crises (Ahir and Loungani 2014). The researchers also compared the public and private sector predictions, and found that there were slight differences in their predictions of crises. This shows that, when it comes to predicting crisis, the IMF is no better than a private company, despite its so-called competitive advantage of having universal country data. Similar work had shown how inaccurate forecasts can be, regardless of how technical and mathematical the expertise appears (Tetlock 2005: ch. 2).



A model moving forward? The 2014 Triennial Surveillance Review

The IMF surveillance of 2014 set out guidelines for reform over the next five years (2014–19). Recommendations focused on five areas: risk and spillovers; macro-financial surveillance; more tailored policy advice; achieving greater impact; and evenhandedness. IMF staff in the Strategy Policy and Review Department argue that the Fund must take the work from the 2012 Integrated Surveillance Decision and “take this work to the next level, by focusing more on how risks spread across countries and how, in turn, spillovers can transmit across sectors” (IMF 2014: 1). Specific recommendations now in place include greater integration and communication between multilateral, regional, and bilateral surveillance efforts. Regarding macro-financial surveillance, the report argues that while the IMF has “strengthened its financial surveillance since the crisis, it can do more to incorporate it into the core macroeconomic analysis. Financial and macroeconomic analyses are still not consistently well integrated in Article IV consultations, inhibiting a full understanding of the macro-financial linkages” (IMF 2014: 4). Recommendations moving forward include more focus and systematic efforts to incorporate macro-financial perspectives in Article IVs.

Under the theme of “more tailored policy advice,” the IMF report recognizes that since many countries face “a nexus of weak growth and high debt, it is vital that fiscal policy advice continues to balance growth and sustainability objectives” (IMF 2014: 5). Surveillance around structural issues also needs to “balance growth and sustainability objectives” and should look “to generate more durable, job-rich and inclusive growth.” Under the theme of “more cohesive and expert policy advice,” the report advocates for a more holistic understanding and design of IMF policy through the Article IV process. In addition, the report calls for using surveillance as a tool to integrate and coordinate TA into policy goals.

The final two recommendation areas, namely achieving greater impact and evenhandedness, are tied to building greater trust between the IMF and skeptical country stakeholders. Regarding the former, the report is candidly self-critical of prior patterns of communication between Fund staff and country authorities, and calls for much greater dialogue in order to enhance impact:


It is not enough for the Fund to strive for higher quality economic analysis. For bilateral surveillance to have an impact, we also need to engage in a more meaningful dialogue with members. This entails delivering more candid and practical advice, particularly to systemic economies, and streamlining key multilateral surveillance messages … Country teams will engage with member countries on a more continuous basis, and seek opportunities for informal discussions, including through staff visits and private workshops. Area departments will monitor the quality of engagement and policy dialogue through targeted surveys and informal feedback mechanisms. (IMF 2014: 8)


Finally, along with increased avenues for communication, the IMF argues that surveillance must be applied free of bias or favoritism, a concern raised by “a significant minority” of country stakeholders (2014: 9).



Working with others: The FSB and G20’s Mutual Assessment Process

In 2009, the IMF was tasked with coordinating the newly transformed FSB. Drawing on its universal membership, the IMF helped the FSB to expand its limited membership base to include the G20. Unlike the IMF, the FSB lacks organizational structures and a sizable support staff. However, the FSB’s interaction with senior policymakers and regulatory supervisors serves as part of a useful feedback loop into IMF surveillance exercises, including the World Economic and Regional Economic Outlooks reports, and bilateral Article IV Consultations. Nonetheless, noting the parallels between FSB and IMF functions, the G20 has asked both organizations to promote added cooperation and inter-organizational communication. The FSB and the IMF could then, for example, work to develop early warning exercises against financial systemic risk and a regulatory standard that would keep financial institutions, including hedge funds, in check.

Perhaps the greatest endorsement of increased institutionalization of the IMF mandate occurred when the G20 entrusted the IMF with the role of determining whether sound macroeconomic policies were being followed by its members, and “naming and shaming” those who failed to implement such standards in order to achieve compliance. Expanding on the IMF’s traditional surveillance function, the G20 proposed a document, Framework for Strong, Sustainable, and Balanced Growth. This loose agreement gave the IMF the power to independently intervene in countries putting the international economic system at risk.

To operationalize the Framework, the G20 created the Mutual Assessment Process (MAP) – an innovative, part peer-review, part multilateral surveillance governance mechanism. This process is designed to bypass the IMF’s Executive Board in order to prevent an added layer of politicization of the staff’s work. It represents a significant increase in the IMF’s independence and authority. G20 leaders also allowed IMF staff to, in effect, assess countries’ progress against a set of “indicative guidelines” (IMF 2011). Finally, G20 members must now submit to the IMF–World Bank FSAP, a move that expands existing FSAP purview to encompass all of the G20, notably the United States, which prior to the international financial crisis had not accepted FSAP reviews.



Conclusion

Systemic crises, by definition, are never neatly packaged or perfectly predicted, even under optimal conditions. However, as highlighted in this chapter, the IMF has substantially underperformed in this area. We argue that a major cause of the Fund’s failure to predict crises stems from a disproportionate use of institutional resources in bilateral surveillance in middle-income and poor states. As such, we welcome several new developments in the post-2008 period. First, as witnessed by the inaccurate analysis of the US economy prior to the 2008 crisis, there is a growing recognition that past surveillance efforts were politicized by powerful states, and that these flawed efforts blinded the IMF. New calls for “evenhandedness” in the 2014 Triennial Surveillance Review are a welcome development. Second, the IMF has recognized that the manner in which bilateral surveillance has historically been separated from multilateral surveillance reinforced the Fund’s poor predictive capacity. The 2012 Surveillance Decision serves as one step toward correcting this weakness. Third, the IMF’s proactive engagement with other IGOs, including the G20 and World Bank, demonstrates that it is seeking out collaborative partnerships to improve global economic outcomes.

This chapter also highlighted how an intra-institutional divergence around two additional themes – trust and communication – impacts surveillance. LICs report the highest level of trust of IMF staff and actively pursue bilateral surveillance. Advanced and emerging income countries, in contrast, generally are distrustful of IMF advice and oversight. We posit that this divergence is tied in part to the fact that the IMF has adopted the PRS approach with its LICs; this requires much more communication and collaboration between IMF staff and country stakeholders. We therefore argue that participatory engagement should be broadened beyond LICs to all the IMF’s member states.






CHAPTER FOUR
Lending and conditionality


The most controversial formal operation of the IMF involves its lending practices. For the Fund’s critics, conditions tied to short-term crisis lending force member states to comply with ineffective macroeconomic and structural reforms that increase poverty and undermine growth and development. Supporters of the IMF counter that its lending operations are a lifeline for countries in economic crisis, in three primary respects. First, as countries in crisis pose a high risk for lenders, the IMF provides more affordable financing than is found in private capital markets. More affordable loans, in turn, allow states to pay down debtors without depleting reserves to a dangerous level. National and international stability, rather than continued crisis, is thus reinforced by Fund lending. Second, IMF loans are designed with conditions that explicitly protect vulnerable groups. No such protection is offered by private financing arrangements. Finally, conditions tied to IMF lending offer an opportunity for states in crisis to correct underlying macroeconomic and structural issues that undermine long-term economic stability and growth.

In order to assess the controversies surrounding IMF lending, this chapter first provides a brief history of IMF lending, with the primary emphasis on how in the past two decades the Fund has distanced itself from the Washington Consensus. Several themes are highlighted, including the IMF’s adoption of more flexible conditionality requirements, the elimination of structural performance criteria, and greater stakeholder participation in lending arrangements. The next section of the chapter outlines current IMF lending practices. We then review recent IMF literature that focuses on the effectiveness of its lending programs. We find that the evidence suggests that the IMF’s concessional lending operations are far more effective than non-concessional programs. We argue that this difference is tied in part to nearly two decades of collaborative work through the PRSP process. More formalized collaboration for non-concessional lending is thus in order. Finally, we support institutional reform that provides more leverage for the Fund to address macroeconomic issues that reduce poverty, inequality, and unemployment. As such, we advocate for a rethinking of conditionality that will promote inclusive growth.


Tracing the “common sense” of IMF lending practices

IMF lending practices provide a variety of options for its member states. Recent Fund reforms designed to increase flexibility of conditions tied to lending arrangements, including the elimination of structural performance criteria, also arguably have boosted the leverage of member states when they borrow from the Fund. However, the IMF’s lending practices and conditionality requirements remain deeply controversial. For many NGOs, the institution’s conditional lending continues to produce more harm than good, particularly for vulnerable populations. In a 2014 report assessing IMF lending programs, the European Network on Debt and Development (EURODAD) concluded “that the IMF uses its significant influence to promote controversial austerity and liberalization measures, with potentially severe impacts on the poorest people around the globe” (EURODAD 2014: 5). Oxfam, in a 2011 report, argued that if “the IMF does not reform its conditionality much more fundamentally, it will increasingly be seen as responsible for punishing the world’s poorest citizens.” And according to a 2016 report submitted to the United Nations’ Human Rights Council, “IMF programmes are associated with a worsening of income distribution and a reduction in the incomes of the poorest citizens” (UN Human Rights Council 2016: 16).

The history of how the IMF “thinks” about policy and reform is encapsulated in five major themes that have shaped its institutional “common sense” in regard to lending policies. These are: (1) the rise of macroeconomic conditionality in the early years of the IMF that prioritized control of inflation and a focus on domestic economic issues; (2) the monetary approach to balance of payments, also known as the Polak model; (3) structural adjustment and the Washington Consensus; (4) stakeholder and “pro-poor” participation in the post-Washington Consensus; and (5) conditionality and lending reform in the post-2008 era focused on “modernizing” lending and “inclusive growth.”



The roots of macroeconomic conditionality

Founded at the end of World War II, the IMF served as the institutional cornerstone of the newly created Bretton Woods international monetary system. Led by economists John Maynard Keynes (United Kingdom) and Harry Dexter White (United States), the architects of Bretton Woods sought to create an international monetary system that would avoid the destructive economic trends of the interwar period. As noted in chapter 1, states abandoned the gold standard by the early 1930s and pursued competitive currency devaluation as a means to maintain balance of payment surplus. The collective effect of these policies, coupled with the fallout of the Great Depression and World War II, produced a collapse in world economic output and trade (Helleiner 2008: 217–18).

For Keynes and White, a new liberal international monetary system necessitated a mechanism that produced stable exchange rates and guarded against currency devaluations and protectionism when states fell into balance of payment deficit. In addition, the demands of center-left political parties and the growing popularity of Keynesian economics reinforced the notion that a new economic order needed to support expansionary welfare states centered on the maintenance of full employment (Ravenhill 2008: 13).

Keynes argued that stable exchange rates, without the rigidity of the classic gold standard, could be achieved in part by the creation of a powerful global central bank (the “International Clearing Union”), underwritten by a new international currency (the “bancor”) backed by $26 million from member states. Each member would hold an account in the International Clearing Union (ICU) that they could draw from during periods of balance of payment deficit. States with balance of payment surplus also would lend to the ICU, a process that would put global reserves to productive use. White, in contrast, advocated for a scaled-back monetary institution (the “Stabilization Fund”), which would be underwritten by $5 million worth of gold and national currencies, primarily the US dollar (Boughton 1998).

The final design for the IMF reflected White’s position, with some concessions to Keynes. International currency stability, re-established through a “fixed but adjustable” gold standard arrangement, centered on IMF monitoring and support. Member states pegged their currencies to the US dollar, convertible at $35/ounce, and agreed to hold exchange rates within 1 percent of this level unless experiencing “fundamental disequilibrium” in their balance of payments. Each state, based on its level of economic output and international trade, also committed a portion of its gold reserve and hard currency to the IMF. When member states found themselves in protracted balance of payment imbalance, they could borrow from the IMF to finance short-term deficits (Hibben 2016: 44). The IMF’s Articles of Agreement also included provisions that support the use of capital controls when a country suffers from major outflows of short-term capital (Boughton 2006: 6–14).

Capital controls, in combination with a “flexible” gold standard, thus fulfilled the policy objectives of the Bretton Woods founders. Along with the benefit of a stable currency system, individual states could pursue full employment policies through a countercyclical monetary and fiscal policy without fear of destabilization through capital flight. Rather than pursue harsh austerity measures in times of balance of payment deficit, member states could instead borrow from the Fund to soften periods of adjustment. The concept of conditional lending, however, was rejected by the architects of the IMF, particularly Keynes (Babb and Carruthers 2008). This fact is what contemporary critics of IMF lending practices often point to when advocating for the elimination of conditionality. EURODAD, for example, argues that “the IMF should focus on its true mandate as lender of last resort to countries that are facing temporary balance of payment crises … requiring no conditionality other than the repayment of the loans on the terms agreed” (2014: 17).

In its earliest years, the IMF set parameters concerning how member states could use its resources. By 1947, the Fund formally restricted members from use of lending for emergency purposes, reconstruction projects, or building currency reserves. Moreover, no short-term loans were granted to members whose economic situation made it unlikely that they could repay them. Borrowing from the Fund was only to be done under “exceptional and limited” circumstances (de Vries 2007: 14–15).



Liberalization, inflation, and the “absorption model”: 1945–1949

IMF historians highlight two key actors when discussing why the institution adopted conditional lending in 1952: the United States and IMF staff. As the political and economic hegemon of the early post-World War II period, the United States supported three interrelated themes. First, given that most members of the new IMF suffered from balance of trade deficits, there was a strong temptation for states to employ import restrictions, particularly against the US. To guard against this tendency, the US advocated that the IMF prioritize that states with balance of payments deficits pursue trade liberalization – this would spur domestic and global economic growth and facilitate international balance of payment equilibrium. European powers, the majority of which suffered from balance of payment deficits and the devastation of World War II, hoped instead to use the IMF to encourage economic reconstruction (Boughton 1998: 12–25; Vreeland 2007: 22–3).

The second major theme that emerged involved concerns around inflation. While the architects of the IMF arranged for the new institution to guard against the economic consequences of deflation and underconsumption, the Fund’s Research Department adopted a contradictory view. As stated in the IMF’s first Annual Report in 1947, “efforts to maintain and to restore production and international investment cannot have anything like their full effect without a reasonable degree of monetary and exchange stability” (de Vries 1987: 16). The IMF argued that inflation was “a serious handicap to recovery and the restoration of international economic equilibrium” as it undermines “an appropriate flow of exports” and also “stimulates imports of goods which may not be necessary for consumption and investment” (1987: 16).

Moreover, citing evidence from a series of cases in the late 1940s and early 1950s, IMF staff argued that inflationary financing undermined economic development through widespread misallocation of resources. A strategy of financial stability provided a superior foundation for economic development and the most effective allocation of resources “among domestic investment and consumption and export” (de Vries 1987: 23). This early focus on inflation and what was termed “balanced growth” produced a norm in the IMF that shunned expansionary monetary and fiscal policy.

The third major theme embedded in early IMF conditionality involved the rejection of the “elasticity approach” to the balance of payments. During the interwar years, the elasticity approach was the primary model employed to analyze balance of payment disequilibrium. Its primary focus involved analysis of how devaluation of currency impacted a state’s balance of payments, relative to the elasticity of four variables. On the export side, the degree to which a state would impact balance of payments following currency devaluation depended on the elasticity of foreign demand for a state’s export, and the elasticity of that state’s supply of export. On the import side, the impact of devaluation was a function of the elasticity of demand for imports and the elasticity of global supply. Staff in the IMF’s Research Department rejected this approach on practical and analytical grounds. Accurate export and import data often was difficult to find; even if this data was available, the complexity of the model proved cumbersome. IMF staff also believed that the static nature of the model failed to account for the effects of devaluation on domestic spending (Barnett and Finnemore 2004: 52–3).

Thus, the Fund staff developed an alternative “absorption approach” to the balance of payments. In the absorption approach, the primary cause of balance of payment deficit is a function of the difference between economic output and consumption and investment. During periods of balance of payment deficit, the economy “absorbs” more than it produces via expenditures on consumption and investment. A surplus occurs when productivity is greater than consumption and investment (Yeager 1970: 68). The absorption approach radically reframed analytical thinking regarding balance of payment disequilibrium. On practical grounds, it required domestic income and spending data that was increasingly available in the early Bretton Woods period. More fundamentally, as highlighted by Barnett and Finnemore (2004: 54) and Woods (2006: 42–3), the absorption approach linked balance of payment issues with “the structure of domestic economies,” and thus established the normative foundation within the IMF that balance of payment deficits stemmed primarily from the unwise policy choices of states, rather than systemic issues.



Macroeconomic conditional lending and the Polak model: 1950–1973

By the early 1950s, the IMF staff, backed by the United States, argued that lending contains some form of conditionality focused on macroeconomic reform. However, European states, led by the United Kingdom, became concerned about the Fund’s evolution toward conditionality. In 1950, tensions between the two positions hit a crisis point. The US, increasingly frustrated by European efforts to undermine conditional lending, used its voting power to block any formal action in the IMF (Stone 2011: 75). Following a year without IMF lending, MD Ivar Rooth (1951–5) persuaded member states to agree to a compromise position supportive of tiered conditionality (Hibben 2016: 45). Each member state would have conditionfree access to the first 25 percent of its quota, paid to the IMF in gold (the “gold tranche”). Loan amounts greater than the gold tranche could be subject to Fund conditionality and surveillance. Approved in 1952, tiered conditionality arrangements would be negotiated through Stand-By Arrangements (SBAs). In return for access to “upper credit tranches,” states agreed to implement specific policies laid out in SBAs (Barnett and Finnemore 2004: 58).

Over the next decade, the IMF developed key components of its conditional lending operations, although often on an ad hoc basis. Performance criteria were introduced in 1957. In 1958, SBAs to Peru and Brazil included the first LOI and a periodic review requirement. In 1968, the first institutional review of IMF lending formalized that “performance clauses and phasing of drawings should be standard on all uppertranche arrangements” (Boughton 2001: 558). In 1969, conditional lending was formally codified into the IMF’s First Amendment to the Articles of Agreement. Members’ access to their gold tranche would remain free of conditional requirements, while drawing on upper tranche arrangements would be subject to de facto conditionality (Gould 2006: 53).

Conditions tied to SBAs in the 1950s and 1960s pushed two themes: (1) reduction of budget deficits through increased taxes and decreased spending; and (2) curtailing money supply and subsequent inflationary pressure through increased interest rates and a reduction of credit (Vreeland 2007: 23). The focus on decreased consumption and inflation control was tied to the thinking behind the absorption approach, outlined in the previous section. Another major influence on the IMF’s support of deflationary conditionality related to the development of the “monetary model of balance of payments,” also known as the “Polak model,” already mentioned in chapter 1. Building on themes of the absorption approach, IMF economist Jacques Polak (IMF Research Department head, 1956–80) developed a general equilibrium model that highlighted domestic credit expansion as the main driver of balance of payment difficulties (Boughton 2001: 559).

Introduced in 1957, the Polak model infers that states trend away from balance of payment deficit if levels of domestic credit expansion (private bank lending and government borrowing requirements) and subsequent money supply fall below growth in money demand (a function of real growth rates of real gross national product). Under conditions where money supply exceeds demand, the excess is spent on goods, producing inflationary pressure and trade deficits. Balance of payment deficits therefore will not be reversed under conditions in which domestic credit expands beyond the productive capacity of an economy (Polak 1957). Finally, the Polak model reinforced support for tax increases, reductions in government spending, and restrictive monetary policy when member states suffered balance of payment deficit (Hibben 2016: 46–7; Polak 1997: 16–18; Woods 2006: 42–3).



The Washington Consensus and structural conditionality

In the late 1970s and 1980s, following the breakdown of the Bretton Woods system (1971–3), the IMF shifted its focus from macroeconomic issues of conditionality to lending almost exclusively to lower-middle-income and low-income states. As the profile of Fund borrowers became poorer, the IMF began to broaden its approach to conditionality with a focus on “structural” issues. In contrast to macroeconomic concerns, structural conditionality pushed for “deeper” reform in national economies and their legal systems. Also, new to the policy discourse was a linkage between the need for structural reform and development (Chorev and Babb 2009: 465). The Extended Fund Facility (EFF), created in 1974, explicitly made this connection. Designed for member states with “slow growth and an inherently weak balance of payments position,” the EFF looked to correct structural issues “that undermined an active development policy” (IMF 2016c).

Several key geopolitical and economic events between 1979 and 1982 set the stage for increased IMF conditional lending and a focus on structural reform. Following the oil shock of 1979, the majority of member states pressured the IMF to step up short-term financing and loosen conditionality requirements to oil-importing developing countries suffering from balance of payment difficulties. MD Jacques de Larosière (1978–86), with the support of the United States, responded by advocating for a dramatic increase in conditional lending. Between 1979 and 1984, the IMF disbursed $3.23 billion in upper tranche conditional loans, a value approximately three times that of lending amounts between 1973 and 1978 (Boughton 2001: 563).

The IMF’s response to the 1982 Mexican debt crisis ushered in the Washington Consensus. To counter inflation and strengthen the balance of payment position, the IMF argued for rapid implementation of fiscal austerity and a deflationary monetary policy combined with currency devaluation. Structural reform designed to counter market-distortive policies were also tied to lending arrangements. Most controversial were economic liberalization and privatization efforts that looked to dismantle decades of protectionist ISI strategies popular in Latin America, Africa, and the Middle East. As described by IMF chief economist Michael Mussa (1991–2001), structural reform was the necessary medicine “aimed at reducing government-imposed distortions and other structural and institutional rigidities that impair an efficient allocation of resources in the economy and hinder growth” (Mussa and Savastano 1999: 102). Common structural conditions that emerged in the Washington Consensus period included liberalization of trade and the financial sector; privatization of state enterprises; reduction and elimination of energy and food subsidies; liberalization of labor markets; restructuring of taxation systems away from dependence on income and corporate taxes toward consumption-based systems; and strengthened institutional protection of private property rights (Babb and Buira 2005; Hibben 2016: 51; Öniş and Şenses 2005: 264).

Two new lending facilities adopted in the mid-1980s reinforced further the IMF’s commitment to the Washington Consensus model. The SAF, adopted in 1986, involved World Bank participation at various steps (i.e. writing drafts, approving recommendations) and included a policy framework paper (PFP) that spelled out what steps the member state planned to take to address structural and macroeconomic issues that undermined economic growth and balance of payment issues (Polak 1991: 18–19). The ESAF, established in 1987, pushed for stricter adherence to structural and macroeconomic reform through use of PFP-negotiated structural benchmarks and performance criteria. Between 1988 and 1999, the ESAF served as the primary concessional loan instrument of the IMF, and dispersed over $10.7 billion in loans to fifty-two LICs (Hibben 2016: 52; IMF 2004).



The post-Washington Consensus, ownership, and “pro-poor” participation

The IMF’s commitment to macroeconomic and structural reform in the Washington Consensus period proved controversial in three primary respects. First, resentment of institutional overreach into the internal affairs of member states grew as the average number of conditions tied to a loan almost tripled, from an average of six in the early 1970s to over sixteen by 1997 (Vreeland 2007: 24). Second, most states that borrowed from the IMF in the 1980s and 1990s witnessed low or negative growth rates and continued balance of payment problems. This was most pronounced in African LICs and Latin American economies. Third, structural conditionality in support of broad-based economic liberalization and privatization sparked “anti-IMF” resistance and protests, mostly from urban middle- and working-class groups who had benefited most from decades of ISI policies (Almeida 2007; Walton and Seddon 1994). In low-income states, for example, 146 protests against the IMF were documented between 1976 and 1992 (Scholte 2000: 173). In middle-income countries in Latin America, anti-IMF protests often spilled over into violence, including the 1989 “Caracazo” riots in Venezuela that resulted in over 600 civilian deaths (Hibben 2016: 124).

Despite increased criticism from policy insiders and protest movements in the early 1990s, the IMF strengthened its support of structural adjustment lending, but added a key new component to the policy mix. Working with the World Bank, the IMF launched a campaign that promoted “good governance.” As summarized by Woods (2000), good governance included support of policies that lowered corruption and rent-seeking activity and increased “political accountability, participation, an effective rule of law, transparency, and the flow of information between governments and their citizens” (2000: 823). Good governance, if implemented, thus would increase stakeholder buy-in to structural reform and enhance long-term economic health due to increased trust and transparency.

The East Asian financial crisis, starting in 1997 and spreading eventually to Russia, Brazil, and Argentina by 2001, further undermined the ideology of the Washington Consensus. Along with a growing chorus of social movement pressure, prominent economists across the political spectrum, including Joseph Stiglitz and Jagdish Bhagwati, blamed the Asian crisis in part on the IMF’s “one size fits all” policy response and ardent support for what Stiglitz characterized as an “ideology of market fundamentalism.” Fallout from the Asian crisis ushered in the current post-Washington Consensus era. As outlined by Stiglitz (2008: 53–4), post-Washington Consensus thinking rejects development models that advocate a minimal role for the state and carte blanche privatization and liberalization. It also highlights the importance of effective market and state institutions, addresses poverty, and stresses diversity in policy responses (Hibben 2016: 8).

These themes were reflected in IMF lending reform in the late 1990s. In 1999, the ESAF was scrapped and replaced by the Poverty Reduction and Growth Facility (PRGF). To qualify for PRGF support, member states needed to complete a PRSP. A PRSP described how the debtor state would use IMF (and World Bank) resources to reduce poverty in accordance with the United Nations’ Millennium Development Goals (MDGs). According to the IMF’s 2000 Annual Report, “the IMF transformed the ESAF into the PRGF to make poverty reduction a key element of growth-oriented, country-owned strategy by combining concessional lending from the IMF in support of appropriate macroeconomic policies with antipoverty assistance from the World Bank and other development agencies” (IMF 2000: 49–50). The PRGF’s use of PRSPs also underscored the importance of stakeholder participation in the reform process. A “participatory, pro-poor” focus became the mantra that guided IMF concessional lending.

Fallout from the Asian crisis also produced a series of internal directives designed to scale back conditionality. In 2000, IMF management released an Interim Guidance Note (IGN) that stated that structural conditions should only be implemented if they were “macro relevant.” In 2002, the Executive Board approved a new set of conditionality guidelines centered on five principles: (1) national ownership of reform programs; (2) parsimony in program-related conditions; (3) tailoring of programs to a member’s circumstances; (4) effective coordination with other multilateral institutions; and (5) clarity in the specification of conditions. The guidelines also stipulated that adverse effects of conditionality on the most vulnerable groups should be minimized and, working with the World Bank, looked to redirect IMF conditionality requirements toward the institution’s “core areas of responsibility” (IMF 2002). According to a 2008 IEO report, these directives failed to reduce IMF structural conditionality by 2004, but did shift IMF conditions toward tax policy and financial sector reform and away from trade reform and privatization of stateowned enterprises (IEO 2008: 15–16).



“Modernizing” conditionality

The fallout of the 2008 financial crisis spurred a series of reforms that set the stage for current IMF conditional lending. Under the theme of “modernizing” conditionality, the IMF overhauled its concessional lending facilities in 2010, and added the non-concessional Flexible Credit Line (FCL) in 2009 as well as the Precautionary and Liquidity Line (PLL) and the Rapid Financing Instrument (RFI) in 2011. Modernizing conditionality centered on five major themes: (1) ex ante conditionality; (2) rapid response to crisis; (3) diverse policy response and “targeted” conditionality; (4) a greater commitment to safeguarding social objectives; and (5) support of flexibility in structural lending (IMF 2016d).

With the creation of the RFI, a commitment to respond quickly to countries in severe crisis without the need for a full-fledged program is also new to IMF lending practices. Moreover, the theme of flexibility and meeting the diverse needs of its poorest member states drove the 2010 overhaul of the concessional PRGF. Indeed, the replacement of the PRGF with the Extended Credit Facility (ECF) and the addition of the Rapid Credit Facility (RCF) and the Standby Credit Facility (SCF) demonstrates the IMF’s recognition of the need to move past “one size fits all” lending arrangements.

The 2010 overhaul of the concessional lending program also reinforced that lending arrangements should commit to safeguarding social spending through conditionality requirements. According to Oxfam, for example, the Fund has


begun to place a new focus on including in its programmes social protection measures such as maintaining or increasing transfers (pensions, conditional cash transfer programs, or food security schemes). It has also begun to include in some programmes measures such as maintenance or introduction of means-tested housing or housing or utility allowances, labor-intensive cash-for-work infrastructure projects, and unemployment insurance. (Oxfam 2011)


The elimination of structural performance criteria in 2009 arguably is the most significant shift in IMF lending practices in the post-Washington Consensus period, and translates into more holistic, review-based conditionality. The Fund argues this reinforces a sense of country reform ownership that will ultimately improve the chance of success. At the same time, the IMF remains committed to the use of structural conditionality. As reiterated by a 2015 staff report,


structural reforms can be a critical component of a broader policy response … improving the allocation of resources and increasing investment … helping to build confidence and stimulate investment in the short term. Over time, structural reforms can also help to improve economic resilience … rebuild policy buffers … and improve how an economy dynamically responds to shocks. (IMF 2015a: 10)




Current IMF lending operations and trends

The IMF currently outlines three major economic “purposes” of its lending programs as follows:


First, it can smooth adjustment to various shocks, helping a member country avoid disruptive economic adjustment or sovereign default … both for the country itself and possibly for other countries through economic and financial ripple effects (known as contagion). Second, IMF programs can help unlock other financing, acting as a catalyst for other lenders. This is because the program can serve as a signal that the country has adopted sound policies, reinforcing policy credibility and increasing investors’ confidence. Third, IMF lending can help prevent crisis. The experience is clear: capital account crises typically inflict substantial costs on countries themselves and on other countries through contagion. (IMF 2013)


Formal lending operations or “facilities” are divided into “non-concessional” and “concessional” categories. Member states that draw on non-concessional facilities are charged the Fund’s interest rate (“rate of charge”). The rate of charge is adjusted weekly and reflects shifts in short-term interest rates found in international money markets. Other costs tied to non-concessional loans include surcharges, commitment fees, and service charges. Borrowing amounts vary on the basis of loan type and member country’s quota allocation.



Non-concessional lending facilities

Non-concessional lending (see table 4.1) includes the SBA, the EFF, the RFI, the FCL, and the PLL. The SBA, adopted in 1952, is the longest-standing and most accessed IMF lending facility. Designed for member states with short-term balance of payment crises, SBAs include macroeconomic targets as conditions designed to correct imbalances. As already discussed, they often contain stipulations designed to reform “structural” issues (e.g. governance and legal frameworks) that the IMF argues undermine macroeconomic stability and growth. SBAs fall between 1 and 2 years in duration and must be repaid within 3.25 and 5 years.




Table 4.1. IMF lending facilities

Source: IMF (2016a: 66-9); adapted from Hibben, Poor States, Power, and the Politics of IMF Reform: Drivers of Change in the post-Washington Consensus, 2016: 33, Macmillan Publishers Ltd. Reproduced with permission of Palgrave Macmillan.





	Non-concessional loans
	Adopted
	Description



	Stand-By Arrangement (SBA)
	1952
	1–2 years/Repayment due 3.25–5 years
Designed to address short-term balance of payment problems Bulk of IMF conditional lending



	Extended Fund Facility (EFF)
	1974
	3–4 years/Repayment due 4.5–10 years
Designed to address longer-term balance of payment problems Often focuses on deeper structural reform



	Flexible Credit Line (FCL)
	2009
	1–2 years/Repayment due 3.25–5 years
Line of credit for crisis prevention for states with “strong fundamentals” No conditionality requirements



	Precautionary and Liquidity Line (PLL)
	2011
	6 months–2 years/Repayment due 3.25–5 years
Designed for member states with “moderate vulnerabilities” Conditions focused on correcting targeted vulnerabilities



	Rapid Financing Instrument (RFI)
	2011
	Repayment due 3.25–5 years
Rapid financing for short-term crisis No full review or program necessary



	Concessional loans
	Adopted
	Description



	Extended Credit Facility (ECF)
	2010
	3–4 years/Zero interest rate/5.5-year grace period/10-year final maturity Main tool for LICs with chronic balance of payment problems



	Standby Credit Facility (SCF)
	2010
	1–2 years/0.25 percent interest rate/4-year grace period/8-year final maturity
Short-term and precautionary support for LICs with short-term balance of payment problems



	Rapid Credit Facility (RCF)
	2010
	Zero interest rate/5.5-year grace period/10-year final maturity
Rapid, limited conditional support for LICs in crisis
No full review or program necessary







The EFF, created in 1974, is designed for member states with structural issues that chronically undermine economic growth and produce balance of payments issues. EFF loans range from 3 to 4 years and carry a repayment period of between 4.5 and 10 years. The RFI, in contrast, offers rapid access to financial support for countries with unexpected crises (e.g. natural disasters, commodity price shocks, and post-conflict scenarios). Adopted in 2011, the RFI is implemented without stipulations for macroeconomic or structural reforms. Repayment periods are the same as those for the SBA.

Member states exhibiting “very strong ex ante macroeconomic fundamentals” (IMF 2016a: 66) can qualify for the FCL, adopted in 2009. Disbursements of the 1- or 2-year FCL are not tied to meeting specific conditional benchmarks and are negotiated on a case-by-case basis. Finally, the PLL, created in 2011, is designed for member states that do not meet the criteria for access to the FCL, yet find themselves in a better macroeconomic position than countries that normally draw on the SBA. Negotiations around 6-month, 1-year, or 2-year PLL loans thus involve conditions designed to correct “moderate vulnerabilities.” As with the FCL, the repayment period for the PLL falls between 3.25 and 5 years (IMF 2016d).



Concessional lending facilities

Concessional loans, characterized by lower interest rates and longer repayment periods, are reserved for the poorest member states of the IMF. These states, classified by the IMF as LICs or low-income developing countries (LIDCs), have access to three facilities, all created in 2010: the ECF, the SCF, and the RCF. The ECF is the primary concessional lending instrument for LICs with long-standing balance of payments problems. ECF loans range from 3 to 4 years, with the possibility of extension to a 5-year maximum. Interest rates through the end of 2016 stood at 0 percent for ECF loans, and included a 5.5-year grace period (IMF 2016a: 68).

LICs exhibiting “very strong ex ante macroeconomic fundamentals” may access the SCF to correct short-term balance of payment needs. SCF loans fall between 1 and 2 years, carry a 0.25 percent interest rate, and must be repaid in 4–8 years. The RCF is designed for LICs with urgent needs to resolve balance of payment issues. No conditionality agreement is necessary to access RCF resources, which carry a zero interest rate and must be repaid within 5.5–10 years (2016a: 69).

Concessional loans are tied to a broader strategy focused on poverty reduction in LICs. As such, the IMF stipulates that ECF-, SCF-, and RCF-related lending “should be aligned with country-owned poverty-reduction and growth objectives and should aim to support policies that safeguard social and other priority spending” (IMF 2015b: 46). In 2005, the IMF also created the Policy Support Instrument (PSI) for LICs, which “helps countries design effective economic programs that deliver clear signals to donors, multilateral development banks, and markets of the Fund’s endorsement of the strength of a member’s policies” (IMF 2016b).



Lending conditionality basics and current trends in structural conditionality

As noted in the previous section, the majority of lending facilities require that member states agree to either macroeconomic or structural reforms in return for access to IMF resources. Moreover, the Fund requires that a formal monitoring system for the loan process be in place. Taken together, the Fund argues that lending conditionality meets three primary goals. Foremost, for the member state in question, conditionality provides a framework for correcting balance of payments issues. Second, conditions tied to lending are designed to contain the regional or international spillover effects of a country in crisis. The third major goal focuses on safeguarding IMF resources. Spelling out conditions ensures member states can repay the loan to the Fund (IMF 2016d).

Macroeconomic and structural targets tied to lending are negotiated through the LOI and the Memoranda of Economic and Financial Policies (MEFP). Working with IMF staff, member state authorities establish what reforms they plan to implement and present their request to the Executive Board. At baseline, the IMF stipulates that any condition must be “macrocritical” in nature: the reform in question must facilitate successful achievement of macroeconomic goals, or be tied to broader IMF institutional goals as stipulated in the Articles of Agreement. The IMF also highlights that conditions tied to lending must help ensure “sustained, high quality growth” (2016d) and, in LICs, reduce poverty.

Upon approval from the IMF’s Executive Board, resources for the majority of loans are released in scheduled installments, which offers an opportunity for the Executive Board to review the lending arrangement in question and address potential problems that arise. The Fund currently assesses four categories of conditionality in its lending programs: prior actions; quantitative performance criteria; indicative targets; and structural benchmarks.

Prior actions represent the most stringent and binding form of ex ante conditionality. Conditions that fall under this category must be met in order for Executive Board approval of a lending arrangement or completion of a review. Prior actions serve two main purposes: (1) to ensure up-front implementation of measures key to the success of program objectives; and (2) to signal authorities’ ownership of and commitment to implementing reforms, especially when the authorities’ track record is relatively weak (Thomas and Ramakrishnan 2006: 3). To the Fund, failure to meet these conditions demonstrates either an unwillingness or an inability to address underlying macroeconomic or structural issues.

Quantitative performance criteria (QPC) consist of measurable macroeconomic targets that country authorities agree to meet in negotiating a lending arrangement. As with prior actions, failure to meet QPCs may result in suspension of resources. However, the Executive Board may grant waivers in cases where QPCs are not met, allowing funding of the loan to continue. Indicative targets serve as additional indicators to assess whether a member state is meeting macroeconomic targets. In contrast to specific macroeconomic conditions, structural benchmarks consist of non-quantifiable conditions focused on institutional and governance reform. According to the IMF, structural benchmarks are purposely unspecific and are assessed within the broader context of loan goals. If a structural benchmark is not met, a waiver is not required to complete reviews of Fund loans (IMF 2016d).

Yet, despite the IMF’s public commitment to flexibility and country ownership in lending arrangements, a 2016 study that analyzed 55,465 individual conditions tied to IMF lending from 1985 to 2014 highlights that structural conditionality remains front and center at the Fund (Kentikelenis, Stubbs, and King 2016). For example, while the number of conditions tied to lending dropped following the 2008 financial crisis, the 2013–14 time period saw a dramatic reversal of this trend. The median number of conditions tied to a loan jumped from thirty-five in 2012 to forty-four in 2014, the third highest value since 1985 and only slightly below the highest median value of forty-seven found in 2004 (2016: 554–5). Kentikelenis et al. also document that both prior action and structural benchmark conditionality have seen an upsurge since 2011. In 2014, the average number of structural conditions tied to loans stood at 12.1, the same number as the mean from 2001–7. The year 2014 also witnessed the highest number of structural benchmarks in IMF history (2016: 557). Thus, as Kentikelenis et al. highlight, there is a growing disconnect between an IMF narrative that downplays its commitment to structural conditionality and the staff’s use of this policy.



Assessment of IMF lending

The IMF has a nearly seven-decade track record of lending. Where has its lending worked effectively and where has it failed? Empirical studies engaged with this question focus primarily on six dependent variables: improvement of balance of payment position; reduced inflation; increased growth; reduced inequality; reduced poverty; and increased social spending. Regarding the first of these, there is strong evidence that borrowing from the IMF improves the balance of payments position. Khan (1990), for example, in his study of sixty-nine countries from 1973 to 1988, found a statistically significant and positive relationship between IMF lending and balance of payment improvement. Atoyan and Conway (2006) found similar results in their examination of IMF lending in ninety-five developing countries from 1993 to 2002, which uncovered a statistically significant and positive relationship between lending and the ratio of current account surplus to GDP.

Data on the impact of IMF lending on inflation, growth, inequality, poverty, and social spending, however, is mixed. Regarding inflation, a 2012 IMF study focused on non-concessional lending in forty-four countries from 2002 to 2011 concluded that the majority of countries saw a slowdown or reversal of inflation rates once they were involved in IMF lending programs (IMF 2012). Bordo and Schwartz (2000), in their analysis of eleven Latin American and thirteen Asian states from 1973 to 1998, instead show that IMF lending did not impact inflation. Randall Stone’s review of twenty-two studies of IMF lending programs on inflation demonstrates that there is no clear consensus on the issue: “Six studies report no effect; ten studies report that inflation falls but the effect is not statistically significant; three studies report a statistically significant negative effect, and three studies report that inflation actually rises, though the effect is statistically significant” (cited in Vreeland 2007: 87). Relative to growth, multiple studies that focus on non-concessional lending (Barro and Lee 2005; Dreher 2006; Eichengreen, Gupta, and Mody 2008; Hutchinson 2003) find that IMF lending reduced economic output, particularly in the short term. Similar results are uncovered by analyses that use data sets that include concessional and non-concessional lending (Marchesi and Sirtori 2011; Pzerworski and Vreeland 2000; Vreeland 2003).

Studies that draw from both concessional and non- concessional lending data also point to increased inequality when states borrowed from the IMF (Garuda 2000; Gilbert and Unger 2009; Vreeland 2003). Gilbert and Unger, for example, in their analysis of ninety-eight countries from 1970 to 2000, find that Gini Coefficients rise by 0.5 points during use of an IMF loan of average size and length. Oberdabernig (2013), in her study of eighty-six low-income and middle-income countries from 1982 to 2009, finds that lower-income classes pay relatively higher costs than more affluent groups when undergoing adjustment tied to IMF agreements. However, when the analysis is repeated and applied to the 2000–9 time period, poverty and inequality measures decrease when states are engaged in IMF lending.

The literature focused on the effect of concessional lending suggests that the IMF is more consistently effective in its work in LICs. A 2013 IMF study that examined seventy-five LICs involved in IMF concessional programs from 1986 to 2010, for example, showed a statistically significant and positive relationship between economic growth and IMF short-term and long-term lending (Mumssen, Bal Gündüz, Ebeke, and Kaltani 2013). Mumssen et al. also uncover that LICs with long-term engagement with IMF lending witnessed more rapid reductions in inequality and poverty, and greater social spending, than poor states not involved with Fund programs. The positive impact of concessional lending programs on social outcomes is supported further by evidence from Gupta, Clements, and Tiongson (1998), the Center for Global Development (2007), and Clements, Gupta, and Nozaki (2011). Regarding the last of these, Clements et al. found that education spending increases by approximately 0.75 percentage points of GDP and health spending increases by 1 percentage point over a five-year period of engagement with IMF concessional lending. Finally, Hajro and Joyce (2011), in their analysis of eighty-two LICs from 1985 to 2000, show that participation in IMF concessional lending increased the effect of growth on decreased infant mortality rates.



Conclusion

The IMF in its early years tried to stay true to its role as a lender of last resort and as an organization focused on balance of payments equilibrium. As Fund clientele moved from the developed world to the developing world, so did the scope of IMF conditionality. The structural adjustment conditions that became connected with the Washington Consensus were highly intrusive in the public policy of developing governments. For critics, the Washington Consensus amounted to a deindustrialization of developing countries driven by “market fundamentalism.” The next phases of IMF conditionality tried to reverse the ill feelings among member states through a reduction in structural conditions, a focus on flexibility, and participation in program design.

Yet lending programs today remain challenging for governments to implement. Fund programs are short, usually 3–4 years, and require governments to get their house in order in quick time. Governments can be asked to prequalify for funding, and continued Fund monitoring is conducted to ensure country repayment once programs are implemented. Loan agreements must get Executive Board approval; such political oversight of loan programs brings in non-technical considerations that many member countries find further challenging. Recent evidence also suggests that structural conditions are increasing.

Indeed, while the Fund can take credit for improving countries’ balance of payments, the IMF’s record on economic growth, socio-economic standards, and social outcomes is mixed at best. We find that the most promising results stem from the IMF’s concessional lending programs. Reforming lending programs, particularly its non-concessional arm, will thus be an important means of returning legitimacy to the IMF. In chapter 8, we turn to how the Fund can improve its loan programs for the best interest of its clients through a bolder conception of “inclusive growth” while also safeguarding its resources.






CHAPTER FIVE
Capacity development


The controversy surrounding IMF surveillance and lending programs often overshadows the third major arm of the institution’s core activity: capacity development.

CD involves two major components: TA and training. It helps “countries build strong institutions and boost skills to formulate and implement sound macroeconomic and financial policies. Capacity development … is demand driven, responsive, and highly appreciated by member countries” (IMF 2016a: 74). We therefore argue that targeted reform of this arm of IMF activity could produce significant positive change in the member states the institution serves.

This chapter provides an overview of the IMF’s TA and training programs. It then traces the evolution of the IMF’s CD programs, with primary focus on reforms from 2005 to 2015 and following the IMF’s commitment to the United Nations’ 2015 SDGs. CD programs have been marketed by the IMF as key in supporting “inclusive growth” and “financial inclusion,” particularly following the 2015 adoption of the FfD initiative and the IMF’s support of the SDGs. We highlight two different strands of IMF thinking around how CD can meet metrics tied to inclusive growth and the SDGs. The first is the “industry standard” of the Fund and adopts the “Collect More – Spend Better” strategy. The second pushes more radical rethinking, in which the boundaries of CD are extended to support more overtly political goals, including gender equity. In the conclusion, we argue that the IMF should commit more substantively to redistributional concerns and gender equity in its TA and training programs.


CD: An overview

The Fund identifies four major areas of TA:


monetary and financial policies (monetary policy instruments, banking system supervision and restructuring, foreign management and operations, clearing settlement systems for payments and structural development of central banks); fiscal policy and management (tax and customs policies and administration, budget formation, expenditure management, design of social safety nets, and management of domestic and foreign debt); compilation, management, dissemination, and improvement of statistical data; and advising on economic and financial legislation. (IMF n.d.)



Delivery of TA programs is measured in “person years” (the number of people working full time per year on TA programs). Within the four major areas of TA, the majority of IMF person years (approximately 150 in fiscal year (FY) 2016) is dedicated to fiscal issues. This is followed by monetary issues (70 person years), statistics (40 person years), and legal support (10 person years) (IMF 2016a: 80). In FY 2016, 23 percent of the Fund’s administrative spending was dedicated to TA. Training constituted 5 percent of total spending. Spending on IMF CD totaled $256 million (IMF 2016a: 75).

Funding for CD is divided between internal IMF resources and bilateral and multilateral donations. The most generous bilateral contributors include Japan, Switzerland, the UK, the Netherlands, Canada, and Kuwait, each donating over $30 million annually. The EU is the largest multilateral contributor. Others include the Asian Development Bank (ADB), the European Investment Bank, and the Islamic Development Bank. Examination of TA allocation by geographical region highlights the IMF’s commitment to its poorest member states. In FY 2016, approximately half of all TA person years were allocated to LICs in sub-Saharan Africa (IMF 2016a: 76–7).

Another area of TA and training resources for members includes six thematic trust funds for CD (see table 5.1). The IMF has also established capacity development trust funds for South Sudan and Somalia (IMF 2016b). Outside these, resources allocated for TA and training are divided into three categories: “curative CD” focuses on needs stemming from short-term crises; “preventive CD” supports institutional frameworks that increase resilience to shocks; and “developmental CD” focuses on building capacity in LICs, fragile states, and small states. Many of the 189 member states of the IMF can request and receive TA and training without cost. However, due to high demand for CD programs, not all requests are met.

Decisions concerning the allocation of CD resources to individual countries are made primarily at the management level with consultation with area departments. Management, for example, approves CD requests from members. The interdepartmental Committee on Capacity Building (CCB), chaired by a deputy MD, also undertakes an annual review of CD priorities. Its conclusions inform institutional and department-wide budget formation tied to CD. The Executive Board provides “strategic direction” for management on CD issues through regular reviews of TA and training policies and ultimate oversight of the CD budget. IMF staff working in area departments, particularly resident representatives stationed in select member countries, discuss and develop CD planning with country authorities. Resident representatives also present information on TA and training needs in their respective countries to departments focused on CD (IMF 2014a: 7–8).

The IMF highlights that organization and delivery of TA and training involves a regional approach to CD. Currently, ten regional technical assistance centers (RTACs) operate in Asia, Africa, the Middle East, and the Caribbean. Areas of focus include “public financial management, revenue administration, tax policy, debt management, financial sector supervision, regulation, monetary policy and operations, economic and financial statistics, and training in macroeconomics” (IMF 2016c). Given that RTACs are in areas with a high percentage of LICs, there is a focus on themes of poverty reduction. The five African RTACs, for example, focus primarily on building capacity to reduce poverty and assist members in the PRSP process.



Table 5.1. IMF trust funds for capacity development

Source: IMF (2016b)





	Name
	Formation date
	Purpose



	Anti-Money Laundering/ Combating the Financing of Terrorism
	2009
	Enhance financial sector and macroeconomic stability Improve fiscal governance, transparency, and effectiveness



	Debt Management Facility II
	2014
	In partnership with World Bank, strengthen the capacity to manage public debt



	Financial Sector Reform Strengthening Initiative
	2002
	In partnership with World Bank, promote financial sector development in lowand middle-income states



	Managing Natural Resource Wealth
	2011
	Help members build capacity to effectively manage natural resource wealth



	Revenue Mobilization
	2011
	Help low- and middle-income countries establish functional tax systems that pay for essential public services



	Tax Administration Diagnostic Assessment Tool
	2014
	Provide objective, standardized assessment of member’s tax administration system







Training programs in macroeconomics and finance are organized through regional training centers (RTCs) and regional training programs (RTPs). Two RTPs are currently located in Africa: the Africa Training Institute (ATI) and the Joint Partnership for Africa (JPA). The ATI, housed in the Africa Regional Technical Assistance Center (AFRITAC) South, offers training in macroeconomics and financial sector policies to enhance CD in sub-Saharan Africa. The JPA, established in collaboration with the African Development Bank (AfDB), also provides courses in macroeconomic management. In Asia, RTPs include the IMF–Singapore Regional Training Institute (STI) and the Joint China–IMF Training Program (CTP).

While the STI is open to country officials throughout the Asia-Pacific region, the CTP targets its five training programs annually for Chinese officials. The Fund also highlights that the newly inaugurated South Asia Regional Training and Technical Assistance Center (SARTTAC) in Delhi, India, is the “first center that fully integrates training and technical assistance and is a model for the IMF’s future capacity work” (IMF 2016d). The Joint Vienna Institute (JVI) serves Europe and Central Asia. The IMF–Middle East Center for Economics and Finance offers training for officials from Arab League member countries.

The IMF, in cooperation with the Arab Monetary Fund and Bank Al-Maghrib, also supports training programs in Abu Dhabi and Morocco. Finally, the Joint Regional Training Center for Latin America in Brazil (BTC) provides training in macroeconomics, fiscal and financial management, and statistics in South and Central America (IMF 2016d).

Coordination and oversight of RTCs and RTPs fall under the institutional jurisdiction of the IMF ICD. The ICD also organizes macroeconomic and financial management courses “in-house” at the Washington, DC, headquarters for country officials. Taught in four languages (English, French, Spanish, and Arabic), these courses run throughout the calendar year. Moreover, the ICD runs the Internal Economics Training (IET) program, which offers short courses and seminars for IMF staff to update their skills. From 2013, the IMF has also expanded access to training programs to country officials and public audiences through “massive open online courses” (MOOCs). According to the ICD, “6997 government officials and 6404 members of the general public from 184 countries have successfully completed an online course” (IMF n.d.).

Legal assistance is another key area of IMF TA. The Fund reports that in FY 2016, the demand for TA on legal issues included areas of “anti-money laundering and combating the financing of terrorism (AML/CFT), financial and fiscal law, insolvency, and claims enforcement” (IMF 2016a: 80). Legal assistance is also provided in areas of financial and fiscal law, central banking, bank regulatory and supervisory frameworks, bank resolution and crisis management, and public financial management. TA on tax law tied to design and implementation of income tax, value-added tax, and international tax law is another key component of legal assistance. In addition, TA tied to corporate and household insolvency is available, as is “claims enforcement to help ensure the early and rapid rehabilitation of viable businesses and the liquidation of nonviable businesses, and to improve the process of claims enforcement” (2016a: 81).

The final key component of the IMF’s TA involves the production and dissemination of statistics. Three initiatives have shaped these efforts. In 1996, the IMF adopted the SDDS. This voluntary program was initiated as a framework for member states to improve transparency as a means to more easily access international capital markets. According to the Fund, participation in the SDDS demonstrates “good statistical citizenship” given that it involves a commitment to “agree to follow good practices in four areas: the coverage, periodicity, and timeliness of data; public access to those data; data integrity; and data quality” (IMF 2016e).

In response to the 2008 financial crisis, the IMF created the SDDS Plus as an additional resource designed to provide high-quality macroeconomic information. Specific to member states with poor statistical infrastructure, the IMF also established the GDDS. Replaced in 2015 with the enhanced General Data Dissemination System (e-GDDS), this initiative works with member states to improve statistical data, and is integrated into the IMF’s CD in poor states. In 2015, for example, the IMF partnered with the AfDB in the creation of an Open Data Platform for twenty African states. This is in addition to the larger forty-four-country program in Africa, the Middle East, and Central Asia financed primarily by the United Kingdom’s Department for International Development. According to the 2016 IMF Annual Report, 2010–15 witnessed a 70 percent growth in its CD work in statistics (IMF 2016a: 80).



Internal assessments of IMF CD: 1999–2005

In 1999, the IMF’s Executive Board oversaw the first broad-based evaluation of TA programs. First, it found that member states appreciated TA, but felt the institution needed to provide more of it. Second, TA worked best in cases where there was consistent and open communication between providers of TA and those who received it. Finally, TA was most effective when implemented as a component of a broader policy goal. The 1999 report thus recommended three key corrections: (1) better linkage between TA and Article IV Consultation; (2) greater engagement with national authorities in implementation of TA; and (3) limiting TA to areas where the IMF has comparative advantage (IMF 1999).

In response to the 1999 evaluation, the IMF implemented a series of changes to TA programs in 2001. First, the Fund committed itself to increased “country ownership” of TA, including provisions that increased communication between country authorities and IMF staff involved in TA. Second, the IMF adopted a formal assessment focused on how effective member states were in the implementation of TA. Third, LICs were prioritized: TA was integrated into a long-term commitment to building effective institutions in LICs. Finally, the IMF called on member states that received TA to publish this on the Fund’s external website in order to increase transparency and cross-country learning (IMF 2001).

In 2005, an IEO report broke down its assessment of TA into three areas: prioritization and allocation of resources; the delivery process; and monitoring progress and evaluating impact. In terms of prioritization and allocation of resources, the IEO highlighted that in comparison to bilateral donors, the amount of TA directly financed by the institution was small, though it appeared to be progressively targeted toward LICs. Statistical analysis demonstrated that the poorer the state, the more likely it would receive TA. Other variables that increased TA assistance included having a program supported by the PRGF (the concessional lending program from 1999 to 2010), the amount of external available financing, and whether the country was emerging from a post-conflict situation (IEO 2005: 8–9).

The IEO report also documented a series of problems in the delivery of TA. The biggest concern expressed involved the perceived disconnect between surveillance, lending operations, and TA:


We found a weak link between TA priorities and Poverty Reduction Strategy Papers (PRSPs) or with key policy issues identified in Article IV consultation. In most cases, the PRS process has still not been able to clearly identify major capacity building needs that could then be taken up by TA. This is a major shortcoming because the PRSP was expected to become the vehicle to provide guidance on broad priorities for the IMF in low-income countries. (IEO 2005: 9)


Another major concern highlighted around delivery of TA was the failure of the IMF to look beyond the short-term needs of countries. As a corrective, the IEO suggested that the Fund commit itself to a “medium term country-based policy framework” that would more strategically design and implement TA specific to each member state. This more formalized approach also would help coordinate TA across departments. In this framework, the IEO argued that area departments (e.g. the African Department), rather than functional departments (e.g. the Statistics Department), needed to be the primary coordinators of TA, as area departments would be able to “set priorities across department lines and between short-term and medium-term needs” (IEO 2005: 11).

On the delivery of TA, the IEO reported that member states found the resident experts involved in this work to be helpful and effective, specifically in their “hands-on role in training and coaching, accessibility, and emphasis on team work” (IEO 2005: 12). Yet overall, delivery of TA was undermined by several factors. Foremost, the report noted that IMF staff and other contractors who delivered TA often demonstrated poor understanding of “institutional, organizational, or managerial features of the recipient country” (2005: 12). As such, the IEO recommended that much greater emphasis be placed on upfront communication between the Fund and country officials around the TA process.

An additional area that undermined TA effectiveness involved poor dissemination of information within and between the agencies of member states. The theme of poor communication between the IMF and other agencies working on TA programs also was highlighted. Without more formal coordination efforts, communication with the World Bank and other donors was limited. This reinforced differences in policy objectives followed by each institution in its delivery of TA. At the country level, lack of coordination reinforced confusion and lack of buy-in from national authorities.

Moreover, the IEO argued that the IMF failed to clearly define specific policy goals at the outset of a TA program. With no benchmarks or reference points, evaluation of progress toward TA goals was impossible to assess objectively. Three types of indicators were thus proposed to fix this issue: indicators that measure whether agencies that receive TA demonstrate improved technical abilities; indicators that measure whether agencies enforce knowledge gained from TA; and indicators that measure the economic effects of poor- or high-quality implementation of TA. This would require more candid reporting by staff where country authorities blocked implementation of TA, or proved ineffective in pushing through policies tied to TA recommendations (IEO 2005: 16).



CD reforms: 2005–2015

The IMF Executive Board accepted all major policy recommendations of the 2005 report. In 2006, the Executive Board created the CCB (outlined earlier in this chapter) to implement the IEO recommendations and coordinate the IMF’s CD programs. Area departments, for example, now are required to produce Regional Strategy Notes (RSNs) that outline medium-term priorities for the region in question. Area departments also now are responsible for identifying TA needs through feedback from their country teams, and are required to produce a prioritized list of TA requests that are then passed on to functional departments involved in TA (primarily the Fiscal Affairs, Monetary and Capital Markets, and Statistics departments). These plans evaluate several factors, including “the availability of staff/expertise and funding, donor preferences and/or restrictions and countries’ TA track record” (IEO 2014: 7). Discussion follows between both departments until convergence is reached on allocation of TA. The CCB then must approve any allocation request.

In 2013, the Executive Board pushed through reforms that increased the power of the CCB, and linked it more directly to the interests of bilateral and multilateral donors. This is related to the 2008 IMF restructuring efforts that substantially cut internal funding for CD and ramped up efforts to secure external resources for TA. The CCB now complements “the demand driven approach … in the RSNs by providing clear guidance to departments on institutional priorities” (IMF 2013: 33), and is mandated to integrate loosely defined “Fund-wide priorities” into its assessment of the allocation of TA resources. As we will see later, this could involve powerful state meddling in TA programs.

Along with a medium-term country policy framework, the IMF also accepted the IEO’s position that a regional-based strategy of CD is central to the promotion of country ownership of TA reform. Since 2005, for example, the number of RTACs has doubled. A 2014 follow-up report from the IEO highlights how this development has impacted member state ownership in TA processes:


In general, RTACs focus more on practical and hands-on TA whilst headquarters-based TA staff and missions focus more on providing strategic advice. Being in the region, RTAC resident advisors are able to make more frequent follow-up site visits, which should help to keep up the momentum of reforms and solidify relationships. (IEO 2014: 9)


Each of the individual RTACs also has a steering committee that meets at least twice a year to “exert pressure on beneficiary countries to ensure that TA provided by the RTAC is fully implemented” (IEO 2014: 9). Moreover, this strategy has pushed staff to interact more regularly with country authorities on TA issues, and there is now also greater coordination between functional departments with multilateral and bilateral donors. Finally, since 2008, the Fund has relaxed standards on information sharing and public access to TA-related documents. As of 2013, all RTAC steering committees signed confidentiality agreements that give them access to TA information from members.

One area of concern highlighted by the 2014 IEO report notes that TA has seen a sharp upswing since the 2008 financial crisis. Specifically, the IMF’s increased reliance on “backstopping” – the oversight of field experts by staff at the Washington, DC, headquarters – has raised eyebrows, given how budgets have shrunk and demands for TA have increased. The IEO notes that this is producing tensions with area departments, which complain that they have lost the ability to influence the hiring of TA advisors in programs tied to bilateral or multilateral external financing.

The 2014 IEO report also points to several failed attempts to produce a standard institutional monitoring of TA. Original work on this started in 2002; in this, measurable TA outputs tied to objectives were “packaged” in “results chains.” TA managers were “required to specify ex ante how the attainment of TA outcomes would be verified ex post through observable indicators” (IEO 2014: 12). As part of increasing transparency around monitoring TA, the IMF then created the web-based TA Information Management System (TAIMS) in 2005. The TAIMS was to serve as the central clearing house and digital repository of all TA projects and as an “information tool” for monitoring purposes. Despite these efforts, the IEO highlights several factors that undermined the establishment of a standard monitoring system: along with high costs, staff were resistant to focusing on TA outcomes and instead stressed that the focus of TA assessment should be on the quality of TA inputs.

Since 2010, no attempts to create a standardized system of TA evaluation have emerged. As of 2016, evaluations of TA are performed in an ad hoc manner. Topical trust funds (see table 5.1), for example, are evaluated approximately every five years by external evaluators. The Monetary and Capital Markets and the Statistics departments now undertake two to three evaluations of their TA programs annually. The Statistics Department, along with the Legal Department, has adopted the most formal evaluation processes tied to TA benchmarks. Described by the IMF as a “traction means action” approach, TA programs from these departments set specific benchmarks: failure to meet these benchmarks by country authorities reduces the chances for future TA. Area departments involved with heavy TA users have implemented an evaluation format in which achievement ratings are documented and published in RSNs. A 2013 IEO review of this system of TA evaluation, however, documented high levels of inconsistency in the depth of these write-ups, and found no evidence that the achievement ratings of heavy users impacted future access to TA (IEO 2014: 14).



Two visions of CD and the SDGs

A new evolution in IMF policy is its 2015 commitment to the United Nations SDGs. In its early stages, the Fund’s integration of the SDGs into its mission may reshape and “politicize” the historically technocratic world of IMF CD. In this final section, we uncover two strands of thinking within the IMF on how CD should evolve relative to the implementation of the SDGs. The first line of thinking falls in line with the IMF’s predominant institutional culture: CD should remain a technocratic exercise, and can help facilitate successful achievement of the SDGs. The second vision pushes up against deeply held IMF norms that have been wary of market-distortive policy choices. It also advocates that the IMF’s TA and training programs be a more proactively political force in meeting SDG targets.

Following the July 2015 United Nations FfD conference, the IMF released the following statement linking the SDGs to its CD programs:


Beyond offering increased access and extended concessional terms for low-income countries, one of the biggest contributions the IMF will make will be in the form of increased policy advice, technical assistance and capacity building to help countries build economic resilience and meet their individual responsibilities for financing their development and achieving the Sustainable Development Goals. Expanded policy advice and analytical work will include issues related to poverty, equity and inclusion, where macro-economically relevant, with the aim of integrating this into IMF operational work, and collaborating across the membership and drawing on the expertise and experience of other relevant international institutions. (IMF 2015)


Three areas that tied CD to the SDGs were highlighted. First, the IMF will increase support for poor countries “to build domestic capacity in tax policy and administration, while also increasing engagement on international tax issues of specific relevance for developing countries.” Second, the Fund CD programs will focus on “areas of public investment management needed for effective infrastructure spending.” Third, TA will be used for poor countries to “design easy-to-administer carbon pricing schemes” (IMF 2015).

As of 2017, two strands of thinking that connect IMF CD work to the SDGs have emerged. The first and more prominent theme is the “Collect More – Spend Better” strategy derived from a 2015 European Commission staff working document. The “Collect More” component “involves closing the tax policy gap and tax compliance gap with a particular focus on tax evasion, tax avoidance, and illicit financial flows, all of which have a major negative impact on the level of domestic revenues” (EU 2016: 5). For the European Commission, increased “domestic revenue mobilization” through reforms that promote a fair and efficient tax policy and improved tax administration are crucial to achieve sustainable development. More specifically, the goal is to bring the percentage of taxes collected relative to country GDP in developing countries (on average, less than 20 percent) to the levels found in OECD countries (averaging 30–45 percent).

The “Spend Better” component highlights four areas: subsidies, debt management, public investment, and public procurement. According to the IMF and EC, subsidies (i.e. those tied to carbon-based energy sources) should be eliminated, as they are costly, support increased rates of climate change, and increase inequality in poor states. This area of debt management argues that effective borrowing to finance projects tied to the SDGs in international and domestic markets is maximized when a country raises the funds needed at the lowest possible cost. If done well, borrowing “should provide the basis for medium- to long-term growth levels that keep the debt-to-GDP ratio at manageable levels” (EU 2016: 11).

Public investment and procurement are the two areas tied most directly to CD projects. As outlined by the EU working paper:


Public investment in social and physical infrastructure is important for inclusive growth, sustainable development, and poverty eradication as well as for attracting FDI [foreign direct investment]. However, for money to produce results, the process of public investment must be sound. Low returns on public investment arise from poor planning, allocation and implementation of projects due to limited information, waste and leakage of resources, and weak technical expertise and institutional capacity. (EU 2016: 11)


CD projects thus must focus their efforts on increasing the returns of public investment. For the IMF and EU, a positive return on public investment is only possible if a transparent public procurement system (how authorities spend public money to produce goods and services) is in place (EU 2016: 11).

A “Collect More – Spend Better” partnership between the EU and the IMF was adopted with the 2015 co-authored document The EU and IMF: Strategic Partners in Promoting Sustainable Capacity Development, in which IMF deputy MD Carla Grasso outlined the rationale for the “Collect More – Spend Better” strategy:


Both the EU and the IMF are heavily invested in achieving sustained progress toward the Sustainable Development Goals (SDGs). As evidenced by the July 2015 Finance for Development Conference in Addis Ababa, better domestic resource mobilization will be key to achieving economic outcomes that are in line with each government’s policy objectives. This is also captured in the EU’s recent communication “Collect More – Spend Better” and is the reason why both of our institutions pay much attention to strengthening tax policy and administration, advancing public financial management and fiscal transparency, addressing issues of corruption and rent seeking, and improving the management of natural resource wealth … Setting attainable goals, learning how to achieve them, and monitoring progress and results along the way are principles that everyone can appreciate. The IMF–EU partnership strives to support countries in achieving economic progress based on those principles. (EU/IMF 2015: 2)


Four areas where the IMF and EU commit to work together in CD are highlighted. These are: improving public financial management; effective use of natural resource wealth; development of cushions against economic shock in LICs; and improved taxation systems to increase domestic revenue mobilization.

Critics who have emerged since the IMF’s adoption of the “Collect More – Spend Better” strategy and its focus on domestic revenue mobilization include voices generally sympathetic to the Fund. Nancy Birdsall, founder and president of the Center for Global Development (2001–16), highlighted at the 2016 Spring Meeting that a focus on domestic resource mobilization can translate into disproportionately taxing the poor, as it remains reliant on consumption-based regressive taxation and seems disinterested in implementing tax systems that tax corporations and the wealthy (IMF 2016f).

The “Collect More – Spend Better” strategy also seems to be in tension with the influential 2014 policy paper Fiscal Policy and Income Inequality, which argued that along with supporting macroeconomic stability and correcting market failures, the primary objective of fiscal policy is to redistribute income (IMF 2014b: 4). This policy paper noted that increased public support for redistribution requires that the Fund clearly establish best practices that redistribute while minimizing potential economic inefficiencies (2014b: 22). It also highlighted the redistributive effectiveness of personal income tax and warned against overreliance or expansion of consumption-based taxation systems. In addition, it suggested that modest taxation on capital income, immovable wealth, and inheritance can all play an important part in increasing the progressivity of fiscal policy (2014b: 23–5). The paper provided a specific list of “fiscal reform options for efficient redistribution” for wealth and developing states. This included support for implementation and expansion of “progressive personal income tax” structures, the development of “more effective taxation on multinationals,” and “more effective taxes on inheritance and gifts” (2014b: 43).

The second line of thinking that frames how new strategies of CD should be developed includes a focus on employment levels, excessive inequality, and economic inclusivity. Rather than the more technocratic approach seen with “Collect More – Spend Better” CD initiatives, this conceptualization of inclusive growth and its integration into SDG themes pushes up against the deeply held norm in the IMF that its policy positions are driven by apolitical facts rather than subjective policy goals.

This tension between technocratic and more overt political positioning has emerged around the IMF’s growing focus on gender equity. A 2015 IMF staff paper, for example, offers the following recommendations: remove gender-based restrictions that limit female labor force participation and do not allow women to have equal access to property, inheritance, or bank accounts; foster education in such a manner that girls have equal access to schooling; adopt policies that provide greater fiscal expenditures for girls and women; develop and support microfinance projects; increase spending on transportation infrastructure; and increase access to health care for girls and women (Gonzales, Chandra, Kochlar, Newiak, and Zeinullayev 2015). CD in the name of gender equity thus runs counter to institutional norms. We argue, however, that a commitment to CD projects that steps further away from established IMF culture is what the institution needs to provide high-quality TA and training.



Conclusion

The IMF provides TA and training at zero cost to member states. These courses cover a wide range of macroeconomic and microeconomic issues that are of deep concern to many countries. RTCs with a concentrated focus on regional dynamics are also important resources for country officials. Traditionally, these regional centers were mainly in LICs, but recently have been expanded into regions with emerging market economies.

Yet, though the Fund’s CD work is sought after, it needs reform. Member states have often found value in the Fund’s CD, but felt it could be better integrated into other expectations of the Fund, such as surveillance. Members also perceived IMF advice as not well attuned to the domestic realities of countries. Hence, adding RTCs to the suite of CD’s scope of work was a welcome development.

Many developing countries are now committed to achieving UN SDGs, and the Fund’s CD is helping countries reform their tax and fiscal systems to be in line with global best practices. This is not without controversy, however, as governments have often demanded greater appreciation and sensitivity to local cultures. The IMF is entering a vital area of government policy making that will surely increase tensions, trying to push global norms while respecting member sovereignty – a recurring tension throughout Fund history.

Broadly speaking, in contrast to the IMF’s work in surveillance (chapter 3) and lending (chapter 4), the IMF’s CD work has generally been less influenced by more overtly political forces inside and outside the institution. With the IMF’s focus on issues tied to the SDGs – which include social inclusion, gender equity, and youth employment – its CD programs are pressured to move away from their technocratic roots. There is a growing minority of staff who are comfortable pushing the IMF in this direction. As discussed further in chapter 8 and chapter 10, we welcome this challenge to the institutional status quo.






Part II
Finding a Cure






CHAPTER SIX
Democratize governance and decision-making


Having outlined the main areas that limit the IMF, we now turn to potential solutions. This chapter examines key areas of reform necessary to democratize the institution. The most important issue found on the agenda of IMF governance reform involves the reallocation of quota shares and voting power. To that end, we highlight recent developments that have emerged in the long-stalled 14th General Quota Review. Specifically, the elimination of appointed EDs and the reduction of chairs of European members signify an important first step toward more democratic governance.

We are also broadly sympathetic with calls from emerging market states to reform the current quota and voting allocation formula to more accurately reflect the relative weights of member states in the world economy. Given the IMF’s growing engagement with LICs, we also suggest that provisions aimed at enhancing the voting share of poor states are in order. Moreover, we highlight the need to reform governance rules that allow the US to unilaterally veto major policy reform. As witnessed by the stalling of the 2010 quota reforms, IMF policy choices and effectiveness remain inappropriately tied to US political dynamics.


Recalibrating quota shares and voting power

Among those advocating for IMF governance reform, there is widespread agreement to prioritize recalibration of quota shares and voting power. This emphasis reflects the sentiment that the IMF will continue to face crises of legitimacy unless it creates governance structures reflective of, and adaptive to, changing political and economic realities. The fallout of the 2008 financial crisis proved a case in point, showing the current disconnect between shifting global power dynamics and IMF governance. Developing countries and emerging market countries, such as China, while given little institutional governing power, were called on by the IMF to shore up its finances and help mainly Eurozone countries (Gros, Stuenkel, Maslennikov, and Rana 2012). To meet the needs of its members, the Fund must address the potential crisis of legitimacy ensuing from having a governance structure that does not adequately reflect global economic power distribution. Thus, recalibration of quota shares and voting power in the Fund is as valid as ever.

IMF history has witnessed changes in quotas and voting power to reflect changing political and economic realities, but these tend to take a long time to materialize and require a great deal of politicking and negotiation. At the founding of the IMF, for example, the US quota share was more than 30 percent of the total votes; in 2016, US quota share was 16.6 percent. Indeed, the United States has often been the country to give up most of its quota share and voting power to allow more countries into the Fund’s governance structure. Yet the US has kept its veto power by staying above 15 percent of quotas and voting power on most issues. As with the history of quota share and voting power (see chapter 2), quota and vote changes have generally reflected political bargains rather than economic arguments.

The 14th General Quota Review was agreed upon in November 2010, two years after the global financial crisis and more than a decade after the Asian financial crisis. These crises set the stage for the reforms that would ensue. As noted in chapter 2, the general overrepresentation of European countries and the underrepresentation of emerging market economies had pushed the global conversation in favor of realigning chairs and shares.

A win for many reform activists was the introduction of a new quota formula in 2008 designed to better reflect current economic realities. The formula recognizes the growing economic weight of emerging market economies, while enhancing the voice of LICs in the organization, and takes purchasing power parity into account instead of relying solely on market exchange rates (see McLenaghan 2005). Some reform advocates, however, called for population to be used as a factor in determining the weight given to GDP. Using population as a variable for quotas would arguably help developing countries as a collective body. However, it would disadvantage less populous members of that group.9 In fact, most of the Fund’s seventy-eight less developed members are not especially populous (India is a clear exception). Regardless, this reform, or the similar “one country one vote” proposal, is not under serious consideration despite being raised by smaller countries.

Because population as a variable in quota calculations would not change representation of less populous and relatively poor countries in sub-Saharan Africa, some have argued for restoring the strength of the “basic votes.” As an equalizing measure, all members of the IMF were allocated 250 basic votes at the time of its founding, but their significance had diminished over the years from their original level of 11 percent of total votes to 2 percent in 2007 because of the entry of new members and quota increases (see Buira 2002, 2003). The 2008 quota reform increased the basic votes to 5 percent of total votes, representing a significant improvement over previous years.

Another reform idea is the double majority voting option, which requires both a majority of votes and a majority of members to pass the decisions that rely on the weighted voting role (Rapkin and Strand 2006), and could greatly enhance the voice of less developed countries. This approach is often used in decision-making situations where there is vast inequality of members’ size and weight. Neither developed nor developing countries can get their way when double majorities are instituted, and a consensual decision-making process is therefore promoted (Buira 2005: 3). However, adopting this option calls for an amendment to the Fund’s Articles of Agreement – an amendment that must stand up to a vote by the US Congress. This is a clear political obstacle, which is sure to contest the moral claims of the argument.

Attention to economic formulae in determining quotas and votes is understandable, but its importance should not be overstated. Historically at the Fund, economic calculations were used to justify decisions already made on political grounds for countries’ relative quota positioning and for ED seat allocation (see Momani 2007). Efforts to assign emerging market countries and LICs more votes and seats would involve a reduced relative share for other countries. History suggests that this kind of reform would be very difficult. Throughout the 1970s and 1980s, the efforts of Japanese policymakers to increase their quota share, for example, was met with considerable resistance from those who would lose voting shares.

One argument against reforming quotas in a more equitable manner is the basic point that the IMF Executive Board’s existing tradition of consensual voting can actually work to balance the quota inequalities among developed and less developed members. Evans and Finnemore (2001), for example, argue that consensual voting gives members with smaller quotas an opportunity to influence the Board’s final decisions, thus compensating for quota inequalities. An African ED, for example, has more influence in a twenty-four-seat Executive Board where he or she can directly influence the collective decision than if the same director only holds 1.4 percent of the voting power.



Reforming the Executive Board

With input from think tanks, academics, policymakers, and commissioned studies, many IMF reform proposals have centered on the perceived need to change the Executive Board. In particular, the Executive Board’s outdated composition and broad scope of activities have been the subject of criticism. The 14th General Quota Review led to the establishment of an all-elected Executive Board, removing the five seats held for the largest shareholders. While this reform may pave the way for consolidating European seats, it has thus far produced limited changes in the composition of the Board.

Citing the overrepresentation of European states, proponents of Executive Board reform suggest eliminating appointed seats reserved for the largest contributors, and then shrinking the size of the Board to make room for non-European countries (Truman 2006). Indeed, members of the European Union play a major role in selecting six of the twenty-four EDs. This distribution of seats in favor of Europe may have reflected relative economic and political weight in the early years of the Fund’s history, but today there is a clear economic shift away from Europe to emerging market economies. Prior to the Eurozone crisis and Brexit, the once-rising consolidation of the European Union had led some to support calls for a more consolidated European representation.

Truman (2006, 2013), for example, suggested that countries that are not members of the EU should not be constituents in groupings with an Executive Board member that is from the EU. For example, Ukraine and Israel should not be in a Belgium-led constituency. Moreover, Ireland (with Canada), Spain (with Mexico), and Poland (with Switzerland) should join EU-led constituencies. A more radical proposal would consolidate the members of the European Union, or perhaps just the Eurozone, into one seat (Camdessus 2005; Smaghi 2006; Gros et al. 2012), which would provide a means of increasing the numbers of seats for other regions. Notably, the 14th General Quota Review did have Belgium and the Netherlands – each of which had had an ED since 1945 – consolidate their quotas to take up one seat led by the Netherlands. This opened a seat for Turkey, rotating with Austria as an alternate director.

Lorenzo Bini Smaghi (2006), formerly of the ECB, argued that consolidating the chairs of euro-area countries into one seat would enhance EU power and voice on the Executive Board. German ED Fritz Fischer (1991–6) added that a consolidated EU seat would help harmonize European foreign policy. The Eurozone crisis led to the establishment of the European Stability Mechanism, which could provide the legal avenue to consolidating quotas and producing a more powerful chair at the Board (Gros et al. 2012). There is some European resistance to these proposals; some have even worried that a reduction in European influence might undermine the region’s commitment to the institution. But it is worth highlighting that if the European Union consolidated its vote under the existing quota distribution, its quota would be the largest in the Fund and the Articles of Agreement would then require that the Fund’s headquarters be moved to Europe (Henning 2006).

To ease European resistance to the idea of consolidating European seats, it may be worth considering changes to IMF decision-making rules. The Executive Board, using a simple majority, decides most day-to-day issues, but special majorities are required for important changes to governing issues. During the mid-1970s, when the US was being pressed to reduce its share below 20 percent to allocate more votes to Japan and Germany, raising the threshold required for qualified majority votes from 80 percent to 85 percent helped soften US resistance. A similar change might ease European ambivalence.

Adding another African seat to the Executive Board was another proposal brought forward but not realized in the 14th General Quota Review. By seeking a third African seat, South Africa, moreover, continues to push for a more permanent place at the Board (Gordhan 2012). In response to this reform proposal, the Fund has taken steps to ease the large constituency burden of the two African directors in place by adding more staff and another alternate ED. Woods and Lombardi have noted, however, that compared to appointed IMF officials, elected officials tend to be more technocratic and less attuned to political bargaining. If this is the case, an additional African voice on the Board will achieve very little (Woods and Lombardi 2006). These authors also have argued that developing countries and emerging market economies could improve Executive Board effectiveness by building coalitions and improving constituency chair accountability.

It has long been held that reconfiguring the Executive Board by increasing representation from developing countries would allow them to receive better treatment, such as more favorable loan conditionality agreements, better policy advice, greater loan sizes, and more recruitment of staff from the Global South (Birdsall 2003: 12). Several factors significantly weaken the key assumption of these proposals. To begin, the Executive Board is not involved in loan negotiations: while it can veto loan agreements, it does not have input into the content of the loan itself. Moreover, EDs from powerful member states do not shy away from interfering in the negotiations when geopolitical priorities are involved (Momani 2004). Debtor states must rely on private deals with their more powerful counterparts if they want to see concessions on loan conditionality. That said, debtors do not typically challenge senior staff on loan agreements, especially since their country’s status vis-à-vis the IMF can suffer as a result (Buira 2003: 232). In fact, in an IEO survey, 56 percent of developing countries’ directors admitted to self-censorship vis-à-vis Fund staff (IEO 2008a: 16).

There is also evidence that the pressures put on developing countries to liberalize their economies are not the result of efforts made by the IMF. Rather, tendencies to adopt marketoriented reforms are a coalescence of economic, political, and social domestic forces with structural, market, and ideational global pressures of globalization. The IMF is often a vehicle for developing country government officials to achieve desired reforms, as well as a scapegoat for unpopular policies (Vreeland 2003). Lastly, it is important to note that Executive Board decisions weigh much less heavily on staff recruitment than does the technocratic organizational culture of the Fund (Momani 2005). Without an Executive Board to monitor the daily activities of IMF staff, it is reasonable to expect staff advice would be less attuned to the domestic and external political context and interests of debtors and creditors (see Woods 2006: ch. 6).

One way to improve Executive Board effectiveness is for countries to send qualified officials to the Board. In interviews by Momani, directors with high status in their home countries noted that they could reach their goals at the Fund in large part because they had the political backing and institutional memory at home to know the extent of their authority. Attempts to “professionalize the director position” at the IMF by hiring mid-level officials could therefore hinder some countries’ effectiveness at the Board (Woods 2006). To maintain their influence, EDs need to have astute diplomatic skills, a broad knowledge base, and seniority. Moreover, the Board has generally responded well to individuals who can exude this level of confidence and stature.

While maintaining effectiveness on the Board by continuing to send senior officials to assume directorship, countries could also significantly improve its effectiveness by increasing the tenure of its directors. Most countries send their directors for an average of two years. The IMF, however, is an exception, as Board tenure at most other international organizations averages three years (IEO 2008a: 26). Two years at the Executive Board is not long enough for directors to learn the workings of the IMF. As one director noted, “it takes a year to become a known commodity, and the next year you pack your bags” (Momani 2010a: 179). At the same time, however, it is important that directors do not become or appear to be permanent fixtures at the Fund. It is therefore recommended that countries renew the term of their directors and have them serve for 4–6 years so that they can build the reputation and skills that can come with longer service at the Board.

Another set of important reform proposals concerns the functioning of the Executive Board. Woods and Lombardi (2006) argue that reallocating Executive Board chairs might not be necessary if improvements could be made to the constituency system, which pools votes and shares into one elected ED. These authors observe that constituency members that do not hold a chair at the Executive Board are underrepresented because chairs do not cast split votes and often reflect the wills of their own capitals. Woods and Lombardi thus recommend enhancing the capabilities of chairs and improving chair accountability to constituency members.

Yet, despite the attention given to “chairs and shares,” their importance should not be overstated. The Board, after all, rarely takes votes and usually operates on a “consensus” basis. Insiders also report that Executive Board members are often intimidated by the chair, the MD. In this context, some analysts suggest that other governance reforms may be more significant in enhancing the legitimacy of the Fund. Several of these alternatives also have the benefit of being easier to implement politically.



Non-resident Board

As Mervyn King (2006) highlighted, EDs are engaged primarily in time-consuming micro-management of IMF activities. The Board meets several times a week, leaving the directors swimming in a mass of detailed paperwork: in 2004 alone, they were given 70,000 pages of material to absorb, and generated another 10,000 pages themselves. The directors also do not typically have the political weight within their respective countries to allow them to go much beyond repeating official government positions on various issues. Indeed, they are not even accountable to national governments in the way that an ambassador is (the Fund, after all, pays their salaries) and cannot be removed.

In King’s view, the Fund would be better served by a non-resident Board (as Keynes had initially suggested) that would meet infrequently – perhaps six to eight times per year – and which could be made up of more senior officials from member governments (see also Kelkar, Chaudhry, and Vanduzer-Snow 2005). This would enable the Board to assert its authority in ways that ensured that the Fund’s strategic direction better reflected the preferences of its member governments.

A non-resident Board would of course provide the MD and staff with greater independence in their day-to-day operations. Yet this enhanced staff independence could affect perceived IMF legitimacy in key ways. On the one hand, freed of direct political oversight of day-to-day affairs, IMF staff’s ability to offer more dispassionate advice on key issues could be improved. This might bolster IMF credibility and the authority of its “surveillance” role (Fund staff would be less apt to “clientelism”) and of its prescribing conditionality role (Fund staff could resist the kind of micro-managing of conditionality by the United States that appeared to occur during the Asian crisis).10 On the other hand, without the day-to-day monitoring of the Executive Board, Fund staff might prescribe more intrusive conditionality, taking political-economy considerations less into account when devising loan programs. The Executive Board ensures that IMF staff do not prescribe conditionality that is politically damaging to member states (see Momani 2004).

Finally, a non-resident Board would have less oversight of IMF staff and daily matters at the IMF. This is critical as IMF staff are less politically tuned to devising financial packages that are sensitive to a country’s political-economy circumstances. A non-resident Board would thus make constituency-led seats less effective and arguably less valuable at the Board.



Council of Ministers

A more ambitious proposal for devising a more independent Executive Board has come from the Fund’s former MD, Michel Camdessus (1987–2000). Camdessus calls for the creation of a new IMF “Council” that could assume responsibility for strategic decision-making, meeting perhaps four times per year. He suggests that the Council (whose membership he left unspecified) could replace the IMFC, which has become more of a communiqué-writing body than a decision-making forum. Under Camdessus’ proposal, the Executive Board would remain in place, but would focus on more technical issues in ways that help to keep the management accountable. Nevertheless, a Council of Ministers would involve diminishing the role of the Executive Board.

The IEO and a G20 working group have called for activating a Council of Ministers to give strong strategic and political direction to IMF management and the Executive Board. As an apolitical body, this council would exercise oversight of the IMF’s activities by means of council consensus (except in exceptional circumstances) (IEO 2008b). The goal here is to prevent instances in which powerful Board members interfere in the analytical duties of the IMF staff for political reasons, which is said to skew negotiations between staff and debtor states. These reform proposals also attempt to limit the scope of the Executive Board to an advisory role, leaving the Council of Ministers in charge of strategic decisions and elevating the role of management into more operational issues, and could thus enhance the independent function of the Fund and give more balance to internal decision-making. Indeed, one could see how this proposal would make the Fund more legitimate to emerging economies, which have long been dissatisfied with bias in its governance structures toward powerful Western members.

A Council of Ministers, however, could also potentially enhance the capacity of IMF staff to prescribe politically intrusive conditionality – a shift in power away from the direct influence of powerful members does not necessarily signify a shift in power toward less powerful members. Creating an independent Council of Ministers might simply distance vulnerable LIC Fund members from the organization instead of improving the process (IEO 2008b: 205). LICs would have little to gain and potentially the most to lose from the proposed Council of Ministers.



The MD

One of the most visible ways to enhance the Fund’s legitimacy would be to modernize its procedures of selecting the MD. Since the creation of the IMF, European members have nominated the head of the Fund, while the US nominates the president of the World Bank. This process has remained unchanged, even as other international institutions have developed more transparent, merit-based, and inclusive mechanisms for selecting their heads. Fund reformers call for the selection of candidates on the basis of merit through elections and without citizenship restrictions (Ostry and Zettelmeyer 2005: 17). Even Michel Camdessus has argued for opening the leadership selection process, which would enhance organizational and external legitimacy (2005: 11).

Some, however, caution against reforming the selection of the IMF’s MD, arguing that it could lead to deadlock, as is the case in selecting the head of the World Trade Organization. Instead, Kahler (2001: 92–8) recommends “a process of restrained competition”: first, minimum qualifications are agreed upon; second, search committees establish a qualified longlist of candidates; and third, national governments narrow down the longlist to a veto-proof nomination shortlist. To initiate this change, Kahler suggests that members who want to change the status quo “withhold their support” for a candidate selected by the Europeans and the Americans in the next search for an MD, unless the process of competition and meritocracy is employed (2006: 265).

The election of the MD in the past few years has been far more competitive than in previous decades. However, it remains an opaque process that continues to privilege the appointment of a European to the post. Christine Lagarde’s appointment as MD was in theory a merit-based process that saw her secure the support of many countries, particularly China. However, the fact that a European continues to occupy the position of MD (and an American occupies the World Bank presidency) undermines the idea that the selection process is depoliticized. Moreover, some have called for the opening of deputy MD appointments, which have thus far been “reserved” for select countries (Kruger, Lavinge, and McKay 2016). A competitive and transparent process for both the MD and deputy MD positions would help usher in good governance to the IMF.



LIC representation

Quotas are an important item on the reform agenda, as they determine the amount of money members can borrow, members’ voting power on the Executive Board, and the amount members contribute to IMF liquidity (IMF 2005). The combined voting power of all sixty LICs (that qualify for the Fund’s three concessional lending facilities) is roughly 10 percent, while Group of Ten (G10) industrialized countries have 52 percent (Evans and Finnemore 2001). Hence, another governance reform proposal is redistributing IMF quotas and votes away from “overrepresented countries to under-represented countries using the current quota formula as the basis” (G20 2009).

Several factors, however, cast doubt on the idea that enhancing quotas and votes will produce meaningful changes for LICs. One often-cited benefit of increasing members’ quotas is that this gives members a higher ceiling on loan access. However, the relationship between a member’s quota and the amount a member can borrow has ceased to matter. Traditionally, members were only permitted to borrow an amount equal to their quota contributions each year, and could only draw on a maximum of 300 percent of their quota in total. But with the debt crisis of the 1980s, the financial crises of the 1990s, and again with the global financial crisis of 2008, these rules have been progressively trumped due to members’ “exceptional circumstances.” The response of critics to this excessive lending was to create an exceptional access framework whereby the Fund agreed that it would not lend to countries with unsustainable debts. However, with the Eurozone crisis (2009–) and the Greek economic crisis (2009–), this framework was modified and remodified. In its stead, the IMF agreed that it would loan money to countries with unsustainable debt if such debt was a risk to the global system (Taylor 2015).

LICs have similarly seen the benefits of overriding limits on lending. The former ESAF gave developing countries greater access to financing, which exceeded the limits of their quota contribution. Later, the PRGF allowed less developed countries to borrow as much as 185 percent of their quota in exceptional circumstances. In this instance, LICs did not have much interest in enhanced quotas, since the pool of resources that finances the PRGF facilities was not subject to quota contributions in the first place (Bird and Rowlands 2006). In response to the 2009 G20 summit in London, the IMF announced that access limits to non-concessional lending would be raised to 200 percent of members’ quota annually and 600 percent of members’ quota cumulatively. Similarly, the IMF doubled less developed countries’ limits to concessional financing. In short, quotas are no longer an indispensable requirement for reforms aimed at increasing loans to the IMF’s less developed members. Not surprisingly, then, some have suggested scrapping the quota-borrowing limitation rule entirely (Kelkar et al. 2005: 738; Rapkin and Strand 2006: 315) and subjecting access limits to balance of payments financing needs (Bird and Rowlands 2006: 170).

Finally, there is no strong evidence to suggest that enhancing quotas and voting rights for less developed countries would result in substantive changes in the core functioning of the IMF. To be sure, the economic rationale for this reform proposal has also proven to be weak, since LICs’ actual quotas and votes were not disproportionate to their calculated quotas in the first place. If one were to examine the less developed countries’ actual quota prior to the 2008 increases, one would find that a clear majority of the less developed countries were actually overrepresented in their quotas (see IMF 2004). The technical discrepancies in developing countries’ actual and calculated quotas have been the result of the Fund’s historical compromise, which allotted developing countries more quotas in order to give them a perceived “consequential role” in the Fund (see Rapkin and Strand 2006: 311). Indeed, when the Executive Board commissioned the Cooper team to redesign the IMF’s quota formula, a decrease in the relative share of developing countries’ quotas was recommended (IMF 2000).



Eliminating the US veto

The US quota (17 percent of IMF quotas in 2016) is in fact underrepresented in terms of its relative weight in the global economy, which stood at approximately 22 percent in 2013. Nevertheless, while the United States has often shifted some of its quota to other countries, the rules of IMF decision-making still allow it to maintain a great deal of power at the Fund, including its veto at the Executive Board.

The irony of the US veto, as noted by Wade and Vestergaard (2015), was that it was intended to allow the United States to lead the IMF when other countries were at an impasse. Yet, because changes to IMF quotas and Executive Board composition require US Congressional support (Nelson and Weiss 2015), many critical issues remain at the mercy of the US Congress when the rest of the world (not to mention US leadership, as was the case under Obama) has reached a consensus about the path forward. This has led some to seek ways to eliminate the US veto.

Indeed, while the 14th General Quota Review was held up at the US Congress for five years, an internal IMF staff paper looked at ways to circumvent the US Congress in order to complete the reforms. Brazil, in particular, proposed that the US Treasury Department agree to suspend its control over its voting power: this would allow the Fund to proceed with doubling its quotas, as called for in the 2010 reform package, and open an opportunity for the US administration to circumvent the US Congress, which had rejected bills put forth by Obama’s White House (Carmichael 2015). Hence, if the Obama Administration had supported the IMF reforms (without, at the same time, increasing its quota share), the US would have been in danger of losing its veto power.

While the US veto was ultimately maintained after the 2016 approval of the 14th General Quota Review (Congress finally granted its approval, possibly in response to such debate over being circumvented), this might be the time for the United States to consider changing the supermajority rules that allow it to have a veto in the first place. As Wade and Vestergaard (2015) point out, with continued ad hoc increases in quotas and voting, there may be a time when China achieves enough quotas to also have veto power. The authors speculate that it might soon be in US interests to abolish the supermajority rules. This would block China from getting veto power and allow the United States to use its structural power to influence other countries to back its vision of leadership.

Finally, as Liam Clegg (2016) notes, US informal power can also be used to override traditional IMF respect for state sovereignty. Despite the IMF’s long-held provision that the international organization would not advise or get involved in commenting on military expenditures, despite this being a large line item of many developing countries’ budgets, the US has used its structural and informal power to push debtors into opening their books. Clegg notes how the United States Congressional pressure had filtered into the US ED’s office to pressure countries into revealing and accounting their military expenditures. While many Fund critics would undoubtedly applaud this move, he also notes how the United States uses its power in many ways to circumvent the IMF rules (Clegg 2016). Moreover, this shows that the US could also use this power for more nefarious and self-interested objectives. IMF democratization would better insulate members from US pressure in the future.



Conclusion

In chapter 2, we looked at the disconnect between IMF “word” and “deed” in its governance and decision-making structure – specifically, that the ostensibly technocratic, objective, and rules-based institution often strays from these principles when it comes to its own governance. In this chapter, we highlighted several potential avenues to closing the gap, some of which are already under way following the adoption of the 14th General Quota Review in 2016. To its credit, the IMF has recalibrated its quota allocation and voting share to more accurately reflect the economic realities of the early twentyfirst century. European voting power has been reduced, while China now is the third largest member country in the institution. India, Brazil, and Russia have also seen significant gains in their voting power. Still, LICs have only managed to maintain their voting shares, not enhance them. Another area where the chasm between IMF word and deed has closed involves the elimination of appointed EDs. As of 2016, all EDs, even those from the largest member countries, must be formally elected into their position.

Yet, despite these moves, the IMF’s legitimacy continues to be undermined by its unwillingness to replace the informal process of selecting its MD. An effective twenty-first-century IMF needs to reject the “old boy” tradition of de facto European managerial leadership. This is particularly salient given the IMF’s commitment to the SDGs, which puts greater institutional focus on the Global South.

Another area of IMF governance that remains problematic involves the continued ability of the United States to unilaterally veto any IMF decision. As documented by IMF scholars, the US has politicized IMF decision-making. We are under no illusion that any nation-state given the same power, including China, would not rationally pursue similar behavior. In conclusion, we therefore offer one possible solution that would maintain Executive Board coherence: elimination of the 85 percent rule for select decisions. This would allow economically powerful states such as the United States or China to maintain appropriately large voting power, but undermine their ability to unilaterally politicize IMF decision-making.



Notes


9. Michel Camdessus (2005: 17) referred to the quota formula as flawed for not considering population as a variable.
10. King acknowledges that this reform would have to be accompanied by mechanisms to keep the MD and staff accountable. He suggests that the IEO could help in this task.






CHAPTER SEVEN
Diversify the IMF staff


In this chapter, we explore staff recruitment and its relationship to the IMF’s organizational culture. We argue that for the IMF to be effective in the twenty-first century, it must diversify its staff. We highlight, for example, the fact that the current make-up of IMF staff remains largely ideologically and professionally homogenous. Tapping into a broader field of expertise, particularly around issues tied to development and socially inclusive public policy, would help shift internal organizational culture in a manner that seriously engages with the social and political dimensions of economic policy choices. Recent academic contributions by social constructivists to the study of the IMF have helped renew debates on how to reform it from within.

Despite some positive changes in Fund recruitment policies, the Fund is still far more interested in hiring economists who are academically skilled rather than hiring those with policy expertise. Moreover, we argue that the Fund should prioritize hiring more women and individuals from developing countries. Recruitment efforts also should target individuals who have earned PhDs outside the bubble of elite universities in the US and UK. Moreover, international universities have increasingly improved their rankings over the years and it can no longer be argued that talent cannot be found at INSEAD, Tsinghua, or at Nanyang Business School. An IEO survey found that staff believed the IMF’s internal organizational culture was bureaucratized, hierarchical, conforming, and economistic to a very high degree (IEO 2006). These qualities are not, in themselves, negative and can result, for example, in positive internal communication, cohesive organization of staff, and enhanced crisis-response capacity. But these organizational traits can also lead to institutional weakness, exacerbating concerns among some borrowers that the ultimate goal of macroeconomic stability trumps the importance of socio-economic and political-institutional development. This chapter argues that a commitment to staff diversification will help break down a history of “groupthink” in the institution and facilitate more policy-relevant lending conditions and surveillance services.


The IMF’s organizational culture

The academic interest in social constructivism – in which ideas, culture, norms, socialization, and staff training are important to an understanding of international organizations and policy outcomes – is increasingly allowing scholars and observers to assess how these factors can be reformed for IMF policy outcomes. These social constructivists argue that organizations such as the IMF operate in ways that system-based explanations fail to consider (see Barnett and Finnemore 1999). The IMF, then, is a bureaucratic entity with its own internalized sets of norms, ideologies, and cultures that must be considered when studying its behavior and responses to change. IMF reform is therefore arguably slow to be enacted because organizational culture is deeply embedded in the day-to-day structure of its organizational behavior.

Organizational culture is defined as “the shared beliefs, attitudes, and values of members that determine organizational norms of behavior” (Heffron 1989: 155). The IMF has often been characterized as having a technocratic organizational culture (see Drazen 2002; Martin 2006; Momani 2005), which requires staff to play rigid roles in their hierarchically organized departments, and in which excessive attention is paid to rules, procedures, and documentation of office decisions. Reflecting on the Fund’s organizational culture and institutional priorities, IMF recruiter Robin Broadway said,


The IMF is a rather unusual and interesting mixture. I would describe it as one-quarter management consultancy, one quarter university and one half government ministry or central bank … It is a highly operational agency, proud of its ability to act quickly in times of emergency … But because of its role as an international body, the Fund is also a public sector organisation, like a government department … It operates according to rules and is a bureaucracy in the Weberian sense (and sometimes in the everyday sense also). The Fund staff have to be aware of the political dimension of their work and take into account the sometimes competing interests of its member countries. As a result, it does not always act as efficiently as a private sector corporation. Politically contentious proposals are often sent back by its Executive Directors “for further consideration” when actually there is nothing further to consider. It is “decision time” but the Directors are not in the political position to make a unanimous (or nearly unanimous) decision. (Broadway and Woodward 2007: 5)


Within the IMF, there is a strong convergence of ideas among the Fund staff. This homogeneity can at times negatively affect the efficacy of the IMF’s work, as demonstrated by several online posts by current and former IMF employees (Glassdoor 2016b):


The institutional culture is management-by-consensus, which takes a very long time and much work to achieve. If you like to act quickly, this is not the place to work.

Dominated by Europeans, a lot of discrimination, you have to be part of networks to have career advancement.

Money is always an issue. We are well-funded for our key role of surveillance, but funding is tough to come by for new or untested ideas.

Extremely bureaucratic and demanding organization which can lead to contentious work environments.

Bureaucracy, slow career advancement, conservative atmosphere.

Ultra-hierarchical, top-down to a fault, rigid.



Because homogeneity of views dominates within the Fund, this often leaves little room to explore alternative ideas, for example, on devising conditionality or means of conducting surveillance. Moreover, questioning of existing paradigms is prevented, leading to a lack of adaptability to new situations and of incentive to create or share knowledge across departments. Former staff members in an IEO report, for example, noted that “knowledge transfers across departments is seen as deficient … this manifests itself in an inadequate cross-fertilization between multilateral and bilateral surveillance, and in insufficient use of what is learned in different countries” (IMF 1999: 13).

IMF organizational culture is transmitted through recruitment of individuals who conform to the values of existing staff, and through their continuous socialization; effective socialization implies that staff working in an organization support the organization’s mandate (see Hooghe 2004). The rate of socialization is generally dependent on age and experience within and outside an organization. Needless to say, it is easier for the IMF to socialize and mold younger and less policy-experienced employees (Hooghe 2004), who are presumably easier to incorporate into the existing IMF organizational culture.



IMF recruitment of its economists

As chapter 4 describes, the application of quantitative formulae to lending agreements provides an aura of fairness and objectivity to IMF policies and helps to reduce the risk of subjective and politicized decision-making among the Board. As such, the IMF has typically recruited what Susan Strange has termed “econocrats,” staff who “are selfless dedicated missionaries with only the best interests of the world community at heart,” and are above the ugly business of international politics (Strange 1996: 162).

The IMF’s recruitment of its macroeconomists is mainly derived from its Economist Program (EP). Since the 1970s, the IMF has recruited economists to the organization through the EP, visiting approximately thirty countries to recruit from universities, research institutes, and, recently, the annual meetings of American and European economic associations. The IMF is most interested in candidates who: are below the age of 34 (the average age on entry is 29); have an advanced graduate degree in macroeconomics; possess a strong academic record (preferably a PhD); have a good command of English; demonstrate strong quantitative, analytical, and computer skills; and show an interest in, and aptitude for, working in an international organization (IMF 2015b).

The IMF conducts pre-screening interviews either at applicants’ home universities, at the IMF in Washington, DC, or via Skype. Approximately 100–25 applicants are typically chosen for interviews with a panel of senior Fund staff. Candidates are tested on “knowledge, judgement, analytical ability, [and] communication skills” (IMF 1984: 71). According to a few of those who have been interviewed by the Fund:


If you interview with the IMF: be sharp, quick, and intelligent!!! They will ask you 2 minutes about your research and then the adventure starts and you feel like you are taking an oral comprehensive exam in international finance. (quoted from Momani 2005a: 173)

First they asked me to tell them about my job market paper. Then they asked me a lot of policy questions related to or not related to my job market paper. They also asked me about recent events in the European Union and in China. (Glassdoor 2016a)

I applied online and was contacted by HR with a link for the staff Assistant online test. I could take it from anywhere as long as I had it submitted within the two weeks. It is basically an IQ test and a test on Microsoft skills. (Glassdoor 2016a)


After these interviews, approximately fifty-five candidates are recommended to the EP Committee. Candidates then submit written work to demonstrate their analytic and research skills, which is reviewed by IMF staff in various departments before offers of employment by the EP Committee are made. After 1995, the IMF added three other screening tests: a writing skills test, a meeting with former and current EP recruits, and a non-technical interview that tests interpersonal and diplomatic skills.

The typical EP recruit is young (29 years old), male, a PhD graduate, a national of an industrial country, and Americantrained in macroeconomics (Momani 2005). EP recruits remain under a two-year limited term appointment to work in two different IMF area departments. After this probationary period, they are offered regular appointments. There are, of course, some expulsions and voluntary departures, but the IMF states that compared to newly hired mid-career-level economists, the EP “graduates” adapt well to the Fund and have a low separation rate (IMF 1997).



Changes to Fund recruitment processes

From 1980 to 1983, the IMF’s role as a short-term lender arose to reflect the needs of developing countries. Hence, the Fund recognized that it also needed to hire more economists from developing countries. Yet Fund studies revealed that recruitment in developing countries was less than fruitful because graduate students and university faculties did not yet appreciate “the Fund as a viable employment alternative” (IMF 1984: 6).

Of the economists recruited throughout this period, 30 percent had academic work experience, 13 percent had public sector experience, and a few had private sector or international organization experience; in addition, 40 percent of new recruits were hired as students still in the process of completing their graduate degrees (IMF 1984). Of the EP recruits in the 1980s, 75 percent received their highest degrees from Anglo-American universities, primarily in the United States. In the 1990s, in fact, the Fund’s Recruitment Division categorized select universities as part of the “Top Twenty” – American universities, with many being Ivy League institutions such as MIT, Harvard, Princeton, Yale, and Stanford. Of the thirty-one EP recruits in 1997, 32 percent were from the Top Twenty; another 19 percent were from other American universities. The IMF’s dependence on Anglo-American institutions for its EP recruits is well documented. This began to change, however, as the Fund began to recognize that other universities can produce the “best economists” (Momani 2005).

Through to the early 1990s, the IMF had a difficult time getting its preferred candidates to accept a job offer. The percentage of accepted employment offers declined consistently, from 80 percent in 1980–3, to 67 percent in 1985–9, to 64 percent in 1990, although this improved to 78 percent by 1992 (IMF 1991b). The Fund argued this decline could be explained by a high demand for macroeconomists in academia, in institutions assisting in European economic integration, and in the transforming economies of Eastern Europe. Other factors cited included the United States’ increased restrictions on working visas, which made spousal employment more difficult. Moreover, the notoriety of Washington, DC, as the US capital of crime and the increased costs of housing in and around the city deterred prospective staff (IMF 1991b: 6). Thus, to meet increased demand for Fund services with incoming members from the former Soviet Union in 1992, the IMF nearly doubled its recruits into the EP, and nearly tripled its new mid-career hires.

The IMF had relied heavily on mid-career hires because it needed trained and ready staff, obtaining these candidates from central banks, departments of finance, and research institutes (IMF 1991a: 3). According to the IMF’s human resources department, for example:


the Fund should seek to complement its relatively younger recruits with more mature individuals who have gained experience outside the Fund in analyzing, formulating, and implementing policy responses to real world economic problems or who have a demonstrated professional expertise in areas where this is needed in the institution. (IMF 1991a: 3)



The premise behind this recommendation was to recruit more mid-career-level economists that would infuse new ideas into IMF policies, and that in turn, these individuals would return to their countries with a better understanding of Fund policies (IMF 1991a). However, despite this temporary surge in hiring mid-career-level economists, the Fund noted that by 1995 the EP would “regain its position as the most important source for the recruitment of long-serving career staff” (IMF 1994).

In the 1990s, the Fund also recognized that it needed to expand the number of female EP recruits. Gender distribution in the 1980s was disappointingly imbalanced: women constituted only 8.5 percent of all EP appointments. Despite active recruitment, women remained only 23.6 percent of the B-level economists recruited in 2015, below the targets set by the Fund (IMF 2015a). To enhance its hiring of women, the Fund focused on pre-screening female applicants, and on targeting for more female summer intern positions. The Fund aimed to have a minimum of 25 percent female EP recruits, a figure that mirrored the percentage of women graduating from leading American PhD classes (IMF 1997).

Yet, as acknowledged by the IMF MD Christine Lagarde, many developing country officials remain unresponsive to female staff members’ policy advice. Regarding the challenges women staff members face in the Fund – particularly when they work on negotiations with country officials – Lagarde responded to Momani at the 2011 IMF Annual Meetings as follows:


I was told that in some countries, in some program negotiations, and sometimes in some missions under the Article IV review, some governments ask that there be fewer women on the team, and sometimes, no women on the team. And if that was to happen, I can tell you, that I will pick up the phone, and will confront those who will ask that there be no women, or fewer women, on the team. Because I think that having the two, having the diversity, expressed in the mission teams, whether it is on a program design, or on a bilateral review, is very important. I will not suffer fools in that particular field. Indeed, some developing country officials were less accustomed to having women in powerful or comparable positions. Often developing countries’ officials could not tolerate being lectured to by women; female staff’s role as persuaders and negotiators was therefore challenged. Of course, chauvinism is a cross-cultural problem, but this was a challenge to improving gender diversification in Fund staff. (IMF 2011)


Moreover, the Fund has been accused of being an organization that does not promote gender equality and respect (Appelbaum and Stolberg 2011), although this is more often a sensational journalists’ accusation than one made by internal Fund staff. Another challenge facing the IMF in its recruitment of women is the reality that women are grossly underrepresented in economics departments at the post-secondary level as both students and professors. The field of economics has historically had difficulty in attracting women; the subfield of macroeconomics is perhaps worst off in achieving gender equality, and this reverberates in the record of low female recruitment to Fund staff.

By the late 1990s, the IMF experienced a surge in applications; candidates now wanted to work at the Fund as a springboard to future careers in other organizations, particularly large private banks. At the same time, the Fund invested in better monitoring of diversity to achieve its own internal targets for a less homogenous make-up (IMF 2005). In 2000, the IMF began its Diversity Annual Report to record its progress and challenges in meeting its internal targets, noting that in addition to an underrepresentation of women among entry-level economist staff (9.2 percent Fund-wide) and among its senior economist staff (22.9 percent), most IMF female economists were American or European. The report also found that people from the Middle East and Africa were underrepresented, irrespective of gender (IMF 2005).

The Fund also started to reach out to underrepresented individuals, using an online system to collect applications (thus avoiding internal biases), providing mentoring for new recruits who have difficulty with diversity and inclusion, discussing diversity during staff orientation, and providing diversity workshops three times a year – though it found turnout for these workshops to be disappointingly low (IMF 2005).

Starting in 2003, the IMF set up diversity benchmarks to increase the share of women and of minorities from underrepresented regions in sub-Saharan Africa, Eastern Europe, the Middle East, and North Africa. By 2009, progress had been made on Eastern European recruits, and benchmarks were added for individuals from East Asia (IMF 2005). In 2006, the IMF established a Diversity Advisor to work with Human Resources and other departments and report to management about “promoting staff diversity, improving human resources management, addressing discrimination and ensuring equal opportunities for all staff and candidates, with the ultimate goals of high institutional performance and a positive perception of the Fund as an employer” (IMF 2006). It would now prove more difficult for the Fund to recruit its preferred candidates, as IMF salaries were not as competitive as those in private markets on Wall Street or in the City of London.

In December 2007, the IMF faced fiscal pressure to lay off or offer early retirement to 500 of its 2,900 staff because of insufficient work and rising costs (see Faoila 2008). Pressured by the US Treasury to make the Fund lean before an infusion of financial resources, the IMF had one of its largest staff layoffs in its history. Many of the IMF senior staff left in the spring; the Fund faced a crisis in workplace morale. Then, with the onset of the global financial crisis in 2008, the IMF found itself in great need of filling its hollowed-out ranks.

Indeed, to date the Fund has made only modest progress in recruiting visible minorities (IMF 2009: 4). Its Annual Diversity Report 2015, however, indicates that the IMF has made some of the strongest links between the need for diversity and improved policy outcomes. The report, for example, notes how diverse staff provided “out of the box thinking” for policy solutions to member countries; provided enhanced understanding of “local, political, and cultural contexts” in policy outputs; and provided a strengthened “profile and reputation in member countries” (IMF 2015a: 4). While this is a welcome development, the IMF needs to expand its diversification in thought as well to ensure that it becomes less technocratic and more adept at meeting the needs of its clients. The Fund’s current method of recruitment continues to feed into its rigid appreciation for efficiency and organizational conformity (see Momani 2005a).



Rethinking staff recruitment and responsibilities

In this section, we discuss reform proposals to improve the IMF from the inside out. These proposals include: greater staff sensitivity to member states’ policy constraints; enhancing staff training in negotiation and diplomacy; and strengthening recruitment from developing countries.


Enhancing staff sensitivity to members’ policy environment

The IMF’s recruitment process of seeking those with strong technocratic skills at the expense of practical policy skills limits staff sensitivity to member states’ policy constraints. According to country member officials, for example, “Fund advice fails to take into account existing political constraints, or is so optimistic about the ability of the government to overcome them that it does not consider second-best policy choices that would be consistent both with the maintenance of macroeconomic stability and country-specific political realities” (IMF 2004: 12).

Indeed, the applicability of the IMF staff policy advice to the domestic political circumstances is in many cases weak. Moreover, Fund staff are frequently challenged by member state counterparts to explain how their advice would be implemented considering the political and institutional particulars of the country in question. According to external audit reports, for example, Fund staff “are apparently not as good at suggesting how the first-best [policy] might actually be implemented” (IMF 1999: 65). This technocratic emphasis may also account for why staff produce country papers that stick to quantitative issues, but shy away from members’ political concerns (see IMF 1999: 65).

One way to improve the IMF’s policy advice, considering such criticisms, is to strengthen its use of political economy analysis, including changes to staff training to reflect this. To elaborate, while Fund staff are trained to advise borrowers on what they should do, they are not adequately trained to chart a feasible policy plan on how to do it. In Africa, for example, Ngaire Woods found that IMF missions have been poorly staffed, insular, and risk-averse. She has argued that “the most difficult, irrefutable, and profoundly challenging critique for both the IMF and World Bank is that their work in fostering economic reform has ignored or wished away political realities” (Woods 2006: 161). She adds that this is further hampered by the fact that IMF staff have gone to African countries with blueprint reform models in order to save time and resources, so as to avoid having to explain domestic challenges to their superiors in Washington (2006: ch. 6).

Member state officials have long protested that Fund policy advice is inadequate in bringing in new ideas on policy implementation because policy prescriptions tend to be heavily academic, and at times impractical. Even country officials in advanced economies such as Canada have argued that IMF staff suggest often policy advice that is not congruent with the political realities and constraints of member states (see Momani 2006). Country officials had similar concerns: “some criticized the Fund’s policy advice for relying too heavily on academic, mostly theoretical, knowledge, without drawing sufficiently on practical experiences” (IMF 2004: 12).

In many ways, the IMF’s inability to incorporate a political economy component into its policy advice stems from its reliance on staffing its bureaucracy with academically inclined macroeconomists. As former IMF staff member Robin Broadway notes:


The IMF is also one quarter university. Despite being an operational organisation, it is very interested and involved in economic research. It is obviously important that the Fund stays abreast of the latest developments and thinking in the field of economics. Many of those in its entry-level Economist Program would have become university professors if they had not joined the Fund. There is a high level of professionalism and those economists who publish and turn out ground-breaking papers are highly regarded. (Broadway and Woodward 2007: 5)



The Fund must consider hiring more political economy specialists and public policy experts rather than relying strictly on fresh graduates in macroeconomics (Momani 2005). Others have suggested hiring local experts to enhance the Fund’s local knowledge base (Woods 2006). Another proposal is to reorganize the Fund’s staffing structure, assigning more staff to specific area departments to oversee borrower economies (see chapter 6). Area departments could also benefit from more staffing to assess the domestic situation of borrower states, given that many staff members have already expressed concerns about excessive workload and travel obligations.

The call to diversify Fund recruitment and bring in new ideas by hiring individuals with stronger policy experience and social science training has been repeatedly championed by those working within the Fund, including IMF management. As former MD Michel Camdessus once noted:


A change that is needed … is to broaden and deepen the culture of the staff and to reduce its “cloning syndrome.” The two central institutions [IMF and World Bank] would benefit greatly in selecting for their dialogues with officials facing the complexities of political life, staff members with national experience, or a broader culture in social studies than the one that is generally required for their recruitment. I would suggest that those in charge today of recruiting these staffs – which 15 years from now will form the backbone of the institutions – keep this high on their agenda. (Camdessus 2005)


Similarly, MD Horst Kohler (2000–4) wanted to hire fewer macroeconomists, who he believed were “unimaginative” and “did not think outside the box,” in order to include more individuals with MBAs, political-economy degrees, and former policy practitioners (Momani 2005b).

Policy inexperience has also produced a public affairs problem. As the IMF External Affairs spokesperson and US ED Thomas Dawson (1989–93) noted:


Of our 2,700 staff members, 1,500 are economists. There’s still too much of a tendency for the economists to talk to each other and their counterparts in governments but not to the rest of the world. If we think we have good advice to offer we ought to pay more attention to how it’s communicated … Before the age of transparency, when our documents were read largely by Ph.Ds., it didn’t seem to matter quite as much. But now, when our advice and our work are subject to public scrutiny, we need to make sure that it’s convincing and comprehensible. That remains a challenge. Part of the answer may lie in breaking down the “silo mentality” within the institution – the cultural divide between those who are economists and those who are not. That would help both internal and external communication. (Dawson 2006: 23)





Enhancing staff negotiation and diplomacy skills

The Fund needs to enhance the value of negotiation and diplomatic skills in its hiring processes. The insular and technocratic nature of Fund staff has preoccupied them with the technical merits of their arguments, rather than with the delivery of their arguments (IMF 1999). Staff perceive that their economic analysis should persuade country officials to change their policies; they generally do not think of themselves as negotiators or salespeople.

The IMF implicitly expects mission chiefs to have excellent communication and negotiation skills, despite its tendency to promote individuals who (while they may have excellent technical skills) have less-than-optimal communication skills. Moreover, departments need to have latitude in separating staff for failure to advance their communication and negotiation skills. As it stands, it is difficult to let staff go for poor performance or behavior. The Fund’s complex dismissal and grievances process makes staff separation very difficult.

Fund management often notes that IMF staff can get on-the-job training in negotiations and diplomacy at the ICD, while staff argue that they do not have time for these courses – excessive workloads and overemphasis on technical studies are impediments to furthering their skills. In an older Fund study on staff morale, for example, it was noted that:


There is a growing concern on the part of staff that they do not have sufficient time to think or to learn about what they are doing, and that they are living off their intellectual capital. There is a concern that they are not given sufficient time and opportunity for useful training and development. (IMF 1991a: 16)


One way to enhance an institutional culture that nurtures negotiations and diplomacy skills is to hire more on secondment or mid-career economists. Hiring mid-career economists, particularly from the finance ministries, will bring in those from the more politically astute economic professions. That said, separation rates for mid-career professionals are higher than with EP recruits. Many mid-career professionals had argued that the Fund’s conforming cultural environment makes it difficult for them to adapt (IMF 1991a). Unfortunately, many of these same problems are arguably still a concern for today’s IMF. The IMF needs to better address these mid-career staff’s concerns with intellectual development in order to improve retention rates.



Strengthening recruitment from developing countries

The IMF once had the authority to say that only it could provide the international community with economic ideas because it retained the highest-quality economists and had a monopoly on the data it collected (see Rajan 2006). But today, as Raghuram Rajan, former head of both Fund research and India’s central bank, notes, state officials are similarly staffed with high-quality economists, with comparable education and skill sets to those of IMF staff, and who have access to the same data sets that the IMF uses in its analysis (Rajan 2006). There are, indeed, good ideas now available outside the bubble of Anglo-American universities, and outside of the IMF.

A strong rationale for bringing in economists with education and training outside of Anglo-American universities is that the incorporation of local knowledge is imperative in designing strong policies. Fund critics argue that IMF staff lack local knowledge of member states’ economic, political, and cultural situations. Part of the problem, critics charge, is that IMF staff use economic theories and formulae designed in the absence of consultation with developing countries. The Fund needs intellectually diverse ideas that are more tailored to the borrowers’ domestic context. This can be achieved through hiring more economists from the developing world and expanding the number of Fund staff in local resident representative offices (see Evans and Finnemore 2001). Some senior Fund officials have dismissed hiring more developing country staff on the grounds that these people lack technical knowledge comparable to that of Anglo-American economists (Momani 2007). However, the local knowledge offered by developing world economists can be extremely valuable in improving policy implementation.

As noted, IMF economists from the developing world are underrepresented at the Fund, but perhaps more worrying is that economists trained in developing countries are even more underrepresented. Despite the diversity of nationals at the IMF, the Fund prefers US-trained economists (see Momani 2005). Developing countries have long been cognizant of this trend and have called for a broader IMF recruitment strategy. China has been one of the more vocal proponents of changing the Fund to incorporate more Chinese economists. Indeed, as the second largest economy in the world and the most populous country, China is highly underrepresented among IMF staff, and has become an IMF priority area in hiring. But again, “although China was also among the top ten countries in terms of level of education of Fund staff, only 0.6 per cent of PhDs, 1.1 per cent of Master’s degrees, and 2.6 per cent of Bachelor’s degrees were obtained from Chinese universities” (Ferdinand and Wang 2013: 899). This is in stark contrast to the nearly 80 percent of all incoming EP recruits at the IMF who have PhDs from Anglo-American universities (Momani 2005).




Conclusion

Despite a resurgence in its power and prestige following the 2008 financial crisis, many country authorities, development economists, and civil society actors remain skeptical of the IMF’s ability to positively shape macroeconomic policy outcomes in the twenty-first century. As discussed in chapters 2–5, there are multiple factors that reinforce distrust of the IMF. Along with a governance system that perpetuates powerful state meddling in IMF policy decisions, Fund lending practices have produced mixed results on key macroeconomic metrics. The IMF’s surveillance practices also have a poor track record in the prediction and management of economic crises. We argue a fundamental variable interrelated with IMF policy weakness – particularly in the areas of surveillance and lending – stems from the homogeneity of IMF staff. If the Fund fails to diversify its staff and subsequently is unable to reform its internal culture over the next several decades, the IMF will continue to underperform.

This chapter highlights that the IMF’s internal culture – characterized by hierarchy, bureaucratized silo mentality, conformity, and technocratic economism – is heavily influenced by its hiring practices. First, through its EP, the Fund narrowly defines how it should engage with macroeconomic issues. Young recruits generally have little experience outside of their highly specialized academic training. When socialized into the Fund’s economistic culture, new EP staff adopt – and reinforce – a mindset that the IMF shouldn’t engage with the political realities of its member states.

Second, even though the IMF has increased the geographical and gender diversity of its staff, the majority receive their training in elite PhD programs in the United States or the United Kingdom. As articulated by an IMF recruiter interviewed by one of the authors, this reinforces groupthink and requires serious attention: “Just because we look different doesn’t mean we think different. There is some sense that this needs to change. We are giving a lot of attention to diversity in all dimensions including intellectual diversity. We need people who think different as well.”11 As such, while the IMF should continue its efforts to recruit the “best and brightest,” it must also prioritize the recruitment and hiring of individuals who sit outside of the Anglo-American academic bubble.



Notes


11. Hibben interview of IMF staff member from Asia and Pacific Department, Washington, DC, September, 2011.






CHAPTER EIGHT
Commit to inclusive growth


The most promising, and potentially controversial, shift in IMF policy revolves around its growing commitment to inclusive growth.

A cursory reading of IMF policy documents and public statements suggests the institution has adopted several goals it sees as necessary to achieve inclusive growth. These include: reduction of severe economic inequality; addressing social and gender inequality; structural reform for economic diversification; growth that addresses unemployment, particularly among women and the young; financial inclusion; and environmental policies that address natural resource conservation and climate change. These positions stand in stark contrast to the orthodox “growth first” framework that characterized the Washington Consensus period, and broaden the IMF’s policy reach beyond traditional macroeconomic concerns. And in contrast to the “pro-poor” policy shifts that emerged between 1999 and 2008, the new focus on redistribution, gender inclusivity, and environmental degradation more seriously challenges the IMF’s long-standing normative framework, deeply suspicious of market-distortive intervention.

This internal rethinking of the IMF’s macroeconomic mandate has been further reinforced by the United Nations’ 2015 adoption of the SDGs. The seventeen SDGs replace the expired MDGs and commit the global community, by 2030, to:


end poverty and hunger everywhere; to combat inequalities within and among countries; to build peaceful, just and inclusive societies; to protect human rights and promote gender equality and the empowerment of women and girls; and to ensure the lasting protection of the planet and its natural resources … [and] create conditions for sustainable, inclusive and sustained economic growth, shared prosperity and decent work for all. (UN 2015: 3)


The IMF has strongly committed to the SDGs. According to MD Christine Lagarde, “the IMF is working with its member countries and international partners in the spirit of global cooperation necessary to achieve the SDGs. We have done so, we are doing so, and we will continue to do so” (Lagarde 2015).

As of 2017, however, there are mixed signals on how deeply the IMF is actually committed to themes of inclusive growth. NGOs, including the Bretton Woods Project, highlight a disconnect between staff position papers and public pronouncements supportive of inclusive growth, on the one hand, and surveillance and lending operations that contradict these positions, on the other (Bretton Woods Project: 2016). The same theme of inconsistency between word and deed is found in fiscal policy positions in the post-2008 period (Grabel 2011; Ortiz, Chai, and Cummins 2011). A 2016 study that analyzed the nature of structural lending in the post-2008 period also finds that despite a public position that rejects the ideology of neoliberalism, conditions tied to some IMF loans push for reforms that fall very much in line with those of the Washington Consensus period (Kentikelenis, Stubbs, and King 2016). For Kentikelenis et al., this disconnect underscores the IMF’s “commitment to hypocrisy: rhetorical commitments are overlaid with a rebranding of activities, issuing factsheets showcasing a biased and/or inaccurate assessment, or instituting new policies that are never adequately incorporated into organizational practice” (2016: 548).

We assess the issues raised by Kentikelenis et al. as the point of departure for this chapter, and argue that the IMF must fully commit to inclusive growth. We first go “micro” and trace how the norm shifts in the institution facilitated the current focus on inclusive growth. Along with the fallout of the 1999 Asian crisis and the 2008 financial crisis, our analysis finds that the 2011 Arab Spring also played a leading role in producing what constructivist scholars describe as a “legitimacy crisis” for the IMF (Moschella 2010; Park and Vetterlein 2010).

This internal crisis of legitimacy allowed IMF norm entrepreneurs to challenge and reframe deeply held norms, particularly on questions surrounding the trade-offs between inequality and efficiency. The chapter also examines how broader shifts in the epistemic community of macroeconomists tied to the fallout of the 2008 crisis opened up policy space for IMF staff to support more Keynesian-inspired monetary and fiscal policy positions. We uncover two visions of inclusive growth found in the IMF that currently reinforce its institutional hypocrisy.

Finally, we highlight that the IMF’s 15-year commitment to the SDGs offers an important window in which to close the hypocrisy gap. We argue that coalition formation between IMF staff sympathetic to fundamental reform and other supportive actors will serve as the key mechanism to institutionalize a deeper commitment to inclusive growth.


Economic trends and IMF policy formation and reform

As introduced in chapter 1, Moschella (2010) identifies academic economists and the economics profession more broadly as one key constituency that legitimizes policy choices. Similarly, Chwieroth (2010) highlights the role of economists and economic ideas in the shaping of IMF norms and policy choices:


Cycles, trends, and shifts in economic theory shape the content of [staff] expertise by helping to determine what constitutes an economic problem and how such problems are best solved. When the staff members approach their tasks, they necessarily come to rely on the content of their training to develop specialized knowledge and to form judgments about policy. (2010: 60)


Six economic schools of thought have been most influential in the history of the IMF: (1) Keynesianism, (2) the neoclassical synthesis, (3) monetarism, (4) new classical economics, (5) New Keynesianism, and (6) the New Synthesis (see table 8.1). Evidence from interviews, internal staff documents, and lending arrangements demonstrates that ideas drawn from monetarism, new classical economics, and New Keynesianism produced a highly stable framework of what constituted appropriate macroeconomic policy from the 1982 Mexican debt crisis to the global financial crisis of 2008. Since this time, evidence points to a greater influence of more traditional Keynesianism in Fund policy response. Along with calls for more flexible inflation targets, a policy of active, countercyclical fiscal response has emerged in the post-2008 period (Hibben 2016: 9–10).

With these theories in mind, we argue that the current disconnect between IMF policy word and deed highlighted by Fund critics is, in part, the by-product of a normal institutional response to a legitimacy crisis. That is, while new norms and policy positions have emerged due to the fallout of the Asian crisis, the Arab Spring, and the global financial crisis, they are not fully consolidated or institutionalized. This produces mixed messages and inconsistent policy outcomes.

Borrowing a term from Best (2004), and explored further in what follows, this inconsistency is intensified by the emergence of a “hollowed out” conception of inclusive growth broadly favored by IMF management, powerful state stakeholders, and the majority of IMF staff. This more conservative framing of inclusive growth stands in contrast to that of a minority of IMF staff. This group is broadly more sympathetic to pushing the IMF to prioritize economic and social redistribution.



Tracing the roots of inclusive growth: Fallout of the Asian and global financial crises

As explored in chapter 5, the fallout of the Washington Consensus period and the Asian crisis fostered a rethinking of IMF policy directives, particularly toward its poorest member states. At the level of IMF policy, this shift manifested in a new focus on “pro-poor” growth with the 1999 replacement of the ESAF with the PRGF. The PRGF also involved procedural reform. In conjunction with the World Bank, the Fund introduced the PRSP framework, which called for domestic stakeholder input into the design and implementation of medium- and long-term strategies to reduce poverty and increase growth.

The new focus on poverty in LIDCs’ policy directives was contextualized as follows. Macroeconomic stability achieved through prudent monetary and fiscal policy produced the highest probability of sustained growth. Growth, in turn, was considered necessary – though not sufficient – for poverty reduction and long-term improvement in development outcomes. Poor states were pressured to take an active role in targeted spending on pro-poor projects supported in part by concessional or favorable external financing. As such, an opening of balance of payments gaps was now acceptable if resources were strategically targeted (Hibben 2016: 105).



Table 8.1. Six economic schools of thought and IMF influence

Source: Adapted from Hibben, Poor States, Power, and the Politics of IMF Reform: Drivers of Change in the post-Washington Consensus, 2016: 75-6, Macmillan Publishers Ltd. Reproduced with permission of Palgrave Macmillan.
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Several IMF staff involved in these reforms noted that they represented a shift in thinking about the Polak model (see chapter 5). The primary role of debt relief was therefore no longer seen by staff as a bridge to allow for an orderly process of correcting balance of payment deficits. Rather, it was one tool to allow poor states to increase short-term balance of payment deficits that would then allow for long-term poverty reduction and improved macroeconomic and development outcomes. In this context, industrialized states and multilateral institutions also had an important role: along with increased favorable financing, the Fund argued for restructuring or partially forgiving debt to “sustainable levels” in order to grant poor states greater policy space to pursue development objectives. These states also were pushed to continue efforts to liberalize trade and to reform internal institutions in order to lower corruption and improve efficiency (Hibben 2015: 214).

While fallout from the Asian crisis pushed the IMF to rethink aspects of the Polak model and integrate a pro-poor approach, its baseline framework of appropriate macroeconomic response remained unchallenged until the 2008 financial crisis. In a 2011 speech delivered at an IMFsponsored forum on “Macro and Growth Policies in the Wake of the Crisis,” MD Strauss-Kahn (2007–11) captured the depth of concern in his opening remarks:


The last few years have not only been a crisis for the global economy, but also a crisis for economics. The Great Moderation led too many of us to underestimate macroeconomic risks … the recent experience has raised profound questions about the pre-crisis consensus on macroeconomic policies. (Strauss-Kahn 2011)


Reflecting on the crisis in 2015, IMF chief economist Olivier Blanchard (2008–15) was even more adamant that it fundamentally reshaped economic thinking:


The crisis was a traumatic event during which we all had to question many cherished beliefs … It would have been intellectually irresponsible, and politically unwise, to pretend that the crisis did not change our views about the way the economy works. Credibility would have been lost. So, rethinking, or pushing the envelope was not a choice, but a necessity. (IMF 2015a)


A key component of this “rethinking” is that countercyclical fiscal policy has been re-established as an appropriate component of macroeconomic response in the IMF. Strauss-Kahn led the charge in early November 2008. The crisis, he argued, was “what economists call a Keynesian recession” and required coordinated international fiscal expansion to stimulate demand and “avoid a global depression” (Strauss-Kahn 2008). At a November 2008 emergency G20 summit meeting, Strauss-Kahn welcomed the fact that G20 leaders emphasized “fiscal stimulus, which I believe is now essential to restore global growth” (IMF 2008). IMF staff papers during the first year of the crisis reiterated similar themes. A joint staff paper from the Research and Finance departments in December 2008 argued for a “timely, large, lasting, diversified, contingent, collective, and sustainable” fiscal policy stimulus to increase aggregate global demand (Spilimbergo, Symanksy, Blanchard, and Cottarelli 2008: 2). In perhaps the most dramatic shift in policy recommendations since the early 1980s, the paper warned against pro-cyclical balanced budget requirements and called for strong public sector involvement to help stimulate demand (Hibben 2016: 155).

Acceptance of Keynesian themes of countercyclical intervention has also been seen in the Fund’s support of “automatic fiscal stabilizers” in the post-2008 era. As outlined by Spilimbergo et al. (2008), the impact of future recessions could be ameliorated if automatic targeted tax rebates and income transfers to “low-income or liquidity-constrained households” were implemented once employment levels fell below a threshold level (IMF 2010: 15–16). Regarding monetary policy, the post-2008 period has also witnessed less support for strict inflation target rates, and a greater emphasis on monetary flexibility and employment issues, particularly with LICs. Twenty of thirty-four LIDC lending arrangements negotiated in 2010–11, for example, had inflation targets above 5 percent, as compared to ten of thirty-two under PRGF lending from 2003 to 2007. Five LIDCs also have inflation targets between 10 and 20 percent under the new lending arrangements (Hibben 2016: 154).



Inequality and redistribution enters IMF policy debates: 2008–2011

In addition to adopting a more traditional Keynesian flavor following the 2008 crisis, another key shift in the post-2008 period, particularly from 2011 forward, is the IMF’s new focus on inequality and redistribution. In this section, we examine how these themes first emerged in Fund policy debates from 2008 to 2011, and how this informs current debates on inclusive growth.

Along with delegitimizing the “market fundamentalism” of the Washington Consensus, the fallout of the 2008 crisis opened doors for internal IMF actors interested in challenging deeply held ideational frameworks guiding its policy. A series of speeches by MD Strauss-Kahn in 2010 highlighted that a new focus on inequality was emerging in the institution. For Strauss-Kahn, a new “globalization with a human face” was necessary to address the destabilizing effects of increased inequality and chronic levels of high unemployment, particularly in developing states. Hence, the IMF would have to rethink its policy positions to address these concerns (Strauss-Kahn 2010).

Initial staff debates concerning inequality can be traced to the Research Department in early 2011. Here, two working papers co-authored by Andy Berg (assistant director) and Jonathan Ostry (deputy director) focusing on sustained, high-quality growth pointed to inequality as a key variable. The first (with Jeromin Zettelmeyer also as co-author), “What makes growth sustained?” found that more equitable societies had longer periods of economic growth. As summarized by Berg, Ostry, and Zettelmeyer, “the duration of growth spells is strongly related to income distribution: more equal societies tend to grow longer” (2011: 5). The second, “Inequality and unsustainable growth: Two sides of the same coin?” more explicitly argued that sustained growth was tied to greater equality (Berg and Ostry 2011a: 3). Berg and Ostry’s findings were highlighted in the September 2011 issue of Finance and Development.12 In “Equality and efficiency: Is there a trade-off between the two or do they go hand in hand?” they first noted the growing issue of inequality and challenged the notion that redistributive policies inherently undermined efficiency (Berg and Ostry 2011b: 13–14). The article also critiqued IMF policies that ignored inequality in LICs and middle-income countries, particularly at the height of the Washington Consensus.

Constructivists highlight the key role of norm entrepreneurs within the Fund in regard to shifting ideational frames of appropriate policy choices. Berg and Ostry’s contribution to internal staff debates in 2011 arguably places them within this category. In a series of staff papers in 2012 and 2013, their work on inequality was cited as a key rationale for further investigating how the IMF should manage growing calls for redistributive policy. In 2012, the first staff paper specifically focused on the role of fiscal policy and inequality, “Income inequality and fiscal policy” (Bastagli, Coady, and Gupta 2012), was published through the Fiscal Affairs Department. Several discussion points within this document are of note.

First, like Berg and Ostry, the authors highlighted the growing problems associated with inequality and connected the issue to a series of contemporary tension points around the globe (Bastagli et al. 2012: 3). Second, the paper highlighted that “progressive taxation and redistributive transfers decreased income inequality by about one third” in developed societies (2012: 22). Using Latin America as an example, Bastagli et al. then contrasted the dynamics found in wealthy countries with developing societies. They found that high levels of inequality in developing societies were reinforced by “low tax and spending levels” and “compounded by a reliance on regressive tax instruments” (2012: 16–17). The paper concluded that developing societies can only reduce inequality by “strengthening … their capacity to use progressive tax and spending instruments” (2012: 22).



The Arab Spring and transition from “pro-poor growth” to “inclusive growth”: 2011–2016

In this section, we trace how senior IMF staff used the fallout of the Arab Spring to convince IMF management under the leadership of newly appointed MD Christine Lagarde to more proactively commit to redistributive issues. Once this coalition was formed between prominent staff and management, IMF narratives quickly shifted from a commitment to pro-poor growth to the current focus on inclusive growth. Since 2013, this shift has produced dynamics within the institution that have reframed how the IMF should address issues of inequality and employment.

As already outlined, senior staff from the Research Department (Berg and Ostry) opened up policy debates within the IMF following the 2008 crisis in regard to the deleterious effects of inequality on macroeconomic growth and stability. Following the unrest of the Arab Spring in 2010–11, the directors of the Middle East and Central Asia Department (Masood Ahmed) and the African Department (Antoinette Sayeh) ramped up discussion of inclusivity both within the institution and publicly through the IMF’s blog, iMFdirect. Sayeh, in a July 2, 2011 blog titled “Beyond growth: The importance of inclusion,” framed her critique of “growth first” models as economically and politically flawed:


An increasing number of African countries have been growing robustly for more than a decade. But while growth is a necessary condition for poverty reduction and employment creation, is it also sufficient? … In particular, a number of countries are increasingly concerned about how inclusive growth is; are the benefits well-spread or do they accrue only to the few? Inclusive growth that creates jobs and raises income matters not only because of issues of social justice, peace and political stability. Inclusive growth matters because it can start a virtuous growth circle. (Sayeh 2011)


Ahmed, in an October 19, 2011 blog, “What the Arab Spring has taught us,” was even more pointed in his critique of IMF policy in the Middle East:


IMF lending, policy advice, and technical assistance have indeed contributed to improving the economic indicators of many countries in the region. However, with hindsight, it is clear that we were not paying enough attention to how the benefits of economic growth were being shared … For economic reforms to be sustainable, their gains must be broadly shared, not just captured by a privileged few. (Ahmed 2011)


Interviewed on an IMF podcast, “More inequality, less growth?” Ostry also noted that the Arab Spring was a key point where management looked to more proactively engage with inequality issues and looked to key staff members to help frame a new approach to thinking about growth:


As the events in the Middle East began to unfold, I think the IMF’s management wanted to be engaged with the debates that were fueling this protest. But, of course, inequality issues and issues of inclusive growth are not necessarily central to the IMF’s mandate. So the question was posed, “How do we engage with these issues and still stay faithful to our own mandate?” The point that I made at some of these meetings was that macroeconomic stability and the sustainability of growth are actually central to the IMF’s mandate.13



By late 2011 and into 2012, the narrative of inclusive growth moved prominently into management discourse. MD Christine Lagarde, for example, highlighted issues of inclusion and redistribution in a December 2011 speech, “The Arab Spring, one year on”:


We all learned some important lessons from the Arab Spring. While the top-line economic numbers – on growth, for example – often looked good, too many people were being left out … Let me be frank: we were not paying enough attention to how the fruits of economic growth were being shared. It is now much clearer that more equal societies are associated with greater economic stability and more sustained growth. (Lagarde 2011)


In a May 2012 blog, “Making sure Middle East growth is inclusive,” deputy MD Nemat Shakif (2011–14) more explicitly outlined how the IMF would work to address economic and social inclusivity:


We have adapted our analytical work to face the new realities on the ground by integrating the concept of inclusive growth more systematically in our policy advice. We have also identified five areas critical to achieving more socially inclusive growth than in the past – job creation, better-targeted social safety nets, stronger governance and business environments, better access to finance, and greater trade access and integration. (Shakif 2012)


This evidence thus suggests that the consolidation of a coalition between prominent staff and receptive management concerned with redistributive issues in 2011 and 2012 provided the foundation for a shift within the IMF toward inclusive growth from 2013 forward. This is perhaps best captured in a 2013 interdepartmental report, Jobs and Growth: Analytical and Operational Considerations for the Fund, focused on employment in the post-2008 environment. According to the authors of the report, inclusive growth differs from pro-poor growth in two critical areas. First, it “entails a focus not only on one group but more generally on those parts of the population or the labor force that are excluded from the growth process or do not get the opportunity to participate in economic processes according to their potential, as for instance women” (IMF 2013: 25). Second, inclusive growth addresses issues of inequality, particularly severe inequality. What follows in the report is a highly detailed analysis of why inequality undermines inclusive growth. Variables identified include: increased potential for powerful or corrupt individuals to gain rents, underinvestment, lack of social mobility, long-term unemployment, distributional conflict, open social conflict, and macroeconomic instability and crisis (2013: 26–8).

In 2014, two staff papers posted on the IMF’s new IMF’s Work on Income Equality website further developed the themes already noted. Using an updated data set, Ostry, Berg, and Tsangarides concluded that their 2011 findings that “lower net equality is robustly correlated with faster and more durable growth” were strengthened (2014: 4). Most important perhaps for IMF policy debates going forward, Ostry et al. also found little evidence that mild or even large-scale fiscal redistribution undermines growth. As such, they argued for a more aggressive focus on reducing inequality (2014: 26).

The Fiscal Affairs Department also circled back to the issue of redistribution with its work on a highly publicized IMF policy paper, Fiscal Policy and Income Inequality. The paper, as noted in chapter 5, broke ground on several fronts. Fiscal policy, it argued, along with its role in addressing macroeconomic stability and market failures, should be used to redistribute income. While decades of IMF taxation policy championed consumption-based taxes, the paper also argued that the IMF should more seriously consider personal income tax, corporate tax, and taxes on inheritance and gifts (IMF 2014).

Hence, since 2014, inclusive growth has moved to the center of IMF policy discourse. As demonstrated in a 2014 speech on the theme of “inclusive capitalism,” Lagarde views an IMF focused on issues of redistribution as essential to the long-term success of capitalism itself:


Fundamentally, excessive inequality makes capitalism less inclusive. It hinders people from participating fully and developing their potential … A greater concentration of wealth could – if unchecked – even undermine the principles of meritocracy and democracy. It could undermine the principle of equal rights proclaimed in the 1948 Universal Declaration of Human Rights … if we want capitalism to do its job – enabling as many people as possible to participate and benefit from the economy – then it needs to be more inclusive. That means addressing extreme income disparity. (Lagarde 2014)


Initial staff advocates now more forcefully lobbied for a commitment to inclusive growth. In a November 2015 blog, “Tackling inequality in sub-Saharan Africa could yield mileage on growth,” African Department director Sayeh reported that “growth in sub-Saharan African countries could be higher by close to one percentage point per year if inequalities – both income and gender – were reduced to the levels observed in the fast-growing economies of Southeast Asia” (Sayeh 2015). As such, Sayeh concluded that “Sub-Saharan Africa’s growth record over the last decade or so has been impressive, but less so its record on the inclusiveness front. I believe our work shows how countries can reverse these premises: With growth slowing down in the region, it is more than ever time to make more progress on inequality.”

The theme of inclusive growth was also addressed in the IMF’s Annual Report in 2015, which noted that “creating jobs and fostering inclusive growth have become increasingly important themes in the work of the IMF over the past five years” (IMF 2015b: 15). Moreover, 2015 witnessed strong IMF support for the newly adopted SDGs, which tied in themes of redistribution. A 2015 IMF policy paper, for example, described how the Fund plans to support the SDGs through work in three areas: sustainable growth, inclusive growth, and environmental sustainability. Policies tied to sustainable growth include support for economic diversification and infrastructure improvements. Inclusive growth involves addressing income, gender, and financial inequality. Environmental sustainability focuses on reduction of energy subsidies and “building resilience to climate-related events” (IMF 2015c).

Regarding policy positions focused on themes of inequality in advanced economies, a 2015 IMF staff policy paper established that the following variables were associated with increased income inequality: decline in unionization, erosion of the minimum wage, lower top marginal tax rates, and financial deregulation (Jaumotte and Buitron 2015). In its conclusion, the authors argued that in cases where high inequality “hurt society by allowing top earners to manipulate the economic and political system … there would be grounds for policy action; our results suggest that higher unionization and minimum wages can help reduce inequality” (2015: 27).

IMF documents and blogs from 2016 demonstrate that themes tied to inequality and inclusive growth are deeply influencing IMF policy through various avenues, including

Article IV surveillance. In a February 17, 2016 blog titled, “How the IMF supports inclusive growth in the Middle East and Central Asia,” IMF mission chiefs to Egypt (Chris Jarvis) and Tunisia (Amine Mati) argued that the IMF is living up to the discourse of inclusivity:


Inclusive growth is a key part of our reports and analysis and a key focus of our policy advice. The IMF is among the leaders in analysis of inclusive growth issues. Our papers on jobs, growth and inequality, and gender, clearly highlight the importance of these issues to our work. We conducted a diagnosis of inclusive growth issues for each country – highlighting disparities in employment across groups or regions, preferential treatment of certain sectors or activities, or lack of access to basic services. And we have tailored our policy advice to these challenges in our Article IV surveillance reports, our discussions with governments, and the design of the reform programs we support. (Jarvis and Mati 2016)


Returning to the dynamics of the accusation of hypocrisy leveled at the IMF by critics, this slightly defensive tone seeks to reassure skeptics of the Fund’s commitment to redistributive and equity issues. This suggests that the norm of inclusive growth and its focus on redistribution is not fully or consistently embraced within the IMF. Such defensiveness also points to growing tension within the institution on how far the IMF is ultimately to confront deeply held norms wary of market-distortive intervention in order to address distributional issues and achieve inclusive growth. This was expressed publicly in the summer of 2016 when Finance and Development published a controversial article penned by Ostry, Loungani, and Furceri. In their article, “Neoliberalism: Oversold?” Ostry et al. argue that economic benefits of privatization, austerity, and capital account liberalization “were oversold,” and that these policies increased inequality in a manner that undermined sustainable growth. The authors conclude that, in certain cases, targeted state intervention is necessary and effective for reducing inequality and increasing growth.



Conclusion

The 2008 financial crisis and the Arab Spring challenged the legitimacy of IMF macroeconomic policy positions and the “growth first” strategies embedded in its institutional culture. In these windows of opportunity, internal norm entrepreneurs sought to reframe policy debates concerning the relationship between growth and redistribution. Coalition formation between prominent staff sympathetic to redistributive issues and management served as the key mechanism through which these debates moved from policy discussion points to a commitment to inclusive growth (Hibben 2015).

Our analysis, however, also suggests that two understandings of inclusive growth have emerged in the institution since 2011. The first is a broadly conservative approach unwilling to challenge norms wary of market-distortive practices, and which instead draws from broadly technocratic solutions. Returning briefly to chapter 5, the IMF–EU partnership focused on CD and SDGs serves as a good example. Through the strategy of “Collect More – Spend Better,” reforms that enhance the capacity of collecting and administering regressive consumption taxes will be ostensibly spent in a redistributive fashion in areas including health and education. This will produce inclusive growth and help the world meet the SDGs. This vision stands in contrast to that of a minority of influential IMF staff including Berg and Ostry. In this framing of inclusive growth, the IMF should take a more active macroeconomic stance that progressively taxes income and capital, and avoids unnecessary austerity and inequality. This approach also is sympathetic to structural reforms focused on gender inclusion, the strengthening of labor rights, and unionization in some cases.

If the IMF adopts and commits fully to this vision of inclusive growth, it will begin to close the hypocrisy gap and arguably rebuild more effective global governance. We also see the other areas identified in chapters 6 and 7 as interrelated to the potential success of this vision. Governance reform that enhances the voice of middle-income and poor states, along with diversifying IMF staff, will provide greater opportunities to build internal coalitions that will push the institution to commit fully to an inclusive growth model that promotes greater economic and gender equality, financial inclusion, and economic practices that reduce environment degradation.



Notes


12. Finance and Development is a quarterly publication of the IMF and is self-described as “publishing analysis of issues related to the international financial system, monetary policy, economic development, poverty reduction, and other world economic issues.”
13. The podcast is available here: https://soundcloud.com/imf-podcasts/more-inequality-less-growth?in=imf-podcasts/sets/inequality.






CHAPTER NINE
Enhance multilateral partnerships


Systemic trends in global governance and the global economy point to a higher likelihood that the IMF will need to increase its collaboration with other IOs and NGOs. Moreover, we argue that the fallout of growing critiques of the IMF, from the late 1990s to the Asian crisis and on to the international financial crisis, has led to powerful calls to increase inter-institutional coordination.

In the fall of 2008, the global financial system went into cardiac arrest. What began as a series of failures involving obscure US investment vehicles quickly unleashed chaos across the US financial sector. The crisis soon went global, as investors began to reassess the sustainability of the rapid credit growth that had occurred throughout the developed world in the preceding half decade – particularly in the US, the UK, and the Eurozone periphery. Before long, even emerging market economies were drawn into the crisis. While the immediate cause of the crisis was the collapse of the US shadow banking system and the housing market bubble it had spawned, these were also symptoms of broader flaws in the financial sector. There was, above all, a misplaced degree of intellectual deference to the presumption of the inherent efficiency of system coherence.

The international financial crisis exposed significant gaps in the global financial architecture. The severity of the crisis spurred policymakers to undertake calls for increasing knowledge sharing, working across institutional boundaries, and strengthening coordination. The G20 and many governments called for the IMF to be a part of efforts to improve global policy coherence among and across international economic and financial institutions. Some even noted that the international financial crisis might have been prevented or minimized had there been better communication and transparency of financial flows between states and markets.

In this chapter, we argue that the IMF must commit to more consistent collaboration(s) with other IGOs and NGOs. Most pertinent to the IMF’s work with emerging market and low-income states is its relationship with the World Bank. Indeed, while there are efforts to work on joint projects, a surprising degree of mistrust and poor communication exists between the two institutions. Greater institutional attention to building bridges between the IMF and World Bank is thus in order.

We also support the initial signals sent by the Fund to the new AIIB. Despite political risk due to US misgivings, the Fund should seek to build a meaningful relationship with the AIIB. Referring to the Fund’s surveillance role, we highlight the IMF’s increased integration with the G20 and its work with the FSB as positive steps in the post-2008 period. Finally, we discuss how the Fund can better engage with NGOs that have grown in global importance in the past two decades.



Collaborating with the World Bank

Created together at Bretton Woods, New Hampshire, in 1944, the IMF and World Bank were meant to have separate but complementary roles in the global financial order. The IMF’s mandate was to focus on short-term balance of payment lending and the fixed exchange rate regime. The World Bank was to secure financing for reconstruction and development projects.

By the 1960s, however, these operational lines began to blur. In the 1970s, the IMF became heavily involved in the Latin American debt crisis; during the post-1982 Mexican crisis the Fund was again helping poor countries stabilize economies with high inflation and balance of payment deficits. Soon after, the Washington Consensus package of reforms and conditionality increased the Fund’s involvement in almost all developing regions. This raised tensions between the IMF and World Bank, each accusing the other of mission creep into its areas of traditional work.

While the Executive Boards pushed for greater IMF–World Bank collaboration, staff of both organizations tended to resist this (IMF 1986: 8, 9–11, 20). To clarify each organization’s roles, papers were drawn up to prevent “tripping over each other’s feet when they were responding to the same fire alarms” (Boughton 2001: 1003). In 1989, the “IMF–World Bank Concordat” was meant to create clearer guidelines for each institution’s responsibility. The IMF’s primary areas now involved “public sector spending and revenues, aggregate wage and price policies, money and credit, interest rates, and the exchange rate” (IMF 1989). World Bank areas included “development strategies, sector project investments, structural adjustment programs, policies which deal with the efficient allocation of resources in both public and private sectors, priorities in government expenditures, reforms of administrative systems, production, trade, and financial sectors, the restructuring of public sector enterprises and sector policies.” If conflict occurred between the Bank and IMF around conditionality negotiations, “the institution which does not have the primary responsibility, except in exceptional circumstances, yields to the judgment of the other institution” (IMF 1989).

Poor states also were concerned with issues of cross-conditionality and pushed against Bank–Fund collaboration. To prevent cross-conditionality, the PFP became the guiding document for coordinating lending conditionality on poor countries. The PFP would be used by both institutions in the Fund’s ESAF. Despite the PFP, an external review of the ESAF criticized the IMF’s inability to monitor the impact of short-term conditionality requirements. In response, the external committee suggested that “the appropriate way to … better design … short term stabilization programs is for the Fund to formally request the Bank identify which groups among the poor are likely to lose from specific aspects of the program” (IMF 1998: 28). Moreover, the committee noted that the “building of genuine detailed liaison would require major institutional change” (1998: 34). Thus, while country officials had first welcomed the PFP “as an instrument of a genuine three-way dialogue between the government, the Fund, and the Bank, it had become a rather routine process whereby the Fund brings uniform drafts (with spaces to be filled in) from Washington” (1998: 36).

In response to criticism of the PFP, the IMF replaced the ESAF with the PRGF, which required recipient states to draft PRSPs. PRSPs are reports designed by member states, domestic stakeholders, the Bank, and the Fund; they outline specific policy reforms to reduce poverty and promote growth. PRSPs, still in use today, are used for several lending programs, including the ECF, debt relief through the enhanced Heavily Indebted Poor Countries (HIPC) Initiative and the Multilateral Debt Relief Initiative (MDRI). Implicit in the adoption of PRSPs was increased Bank–Fund coordination:


The staffs of the Fund and Bank will need to cooperate closely and seek to present the authorities with a coherent overall view, focusing on their traditional areas of expertise in line with past agreements between the two institutions. The Fund staff will take the lead on … promoting prudent macroeconomic policies; structural reforms in related areas, such as exchange rate and tax policy … The Bank staff will take the lead in advising authorities in the design of poverty reduction strategies, including … poverty assessments … reforms that assure more efficient and responsive institutions, and the provision of social nets; and in helping the authorities to cost the priority poverty-reducing expenditures. (IMF/World Bank 1999)



The PRSPs would coordinate “the establishment of an environment conducive to private sector growth, trade liberalization, and financial sector development” (IMF/World Bank 1999). The PRSPs also set limits on IMF influence on the design of specific World Bank poverty reduction programs. Although “the Fund staff will need to interpret the work of the Bank … the Fund staff will not attempt to supplement or substitute for Bank work in poverty analysis or the development of social policies.” Finally, according to the PRSPs, IMF and World Bank staff would co-write Joint Staff Advisory Notes (JSANs) to evaluate the strengths and weaknesses of specific PRSP design and implementation.

Another key area of increased IMF–Bank collaboration since the late 1990s involves financial sector issues. In reaction to broad-based critiques of how the IMF and World Bank handled the Asian crisis, the two institutions created the FSAP in 1999. After the 2008 crisis, the FSAP became mandatory for twenty-nine states with “systemically important financial sectors.” Every five years, it assesses the stability and potential weak links in member states’ financial sector. The IMF has sole responsibility for developing these FSAPs. In emerging and developing economies, tasks are divided between the Fund and the Bank. For all other states, the FSAP remains voluntary. The IMF’s primary role includes issues related to financial stability, while the Bank focuses on financial sector development and improvement.

The 2010 assessment of the Joint Management Action Plan (JMAP), which was initiated in 2007 to look into Bank–Fund collaboration, also highlighted that despite improved collaboration, several key areas require attention. These include greater information sharing and trust building, managerial attention to improve collaborative programs, and reforms to allow greater mobility between the IMF and the World Bank (IMF/World Bank 1999: 24).



Challenges to IMF–World Bank collaboration

The Bretton Woods organizations are often viewed as having a symbiotic relationship, but it is perhaps more accurately conceptualized as that of rival siblings, each with its own organizational culture, worldview, and baggage (see Dreher 2009).

Collaboration between the IMF and the World Bank has at times been fraught with difficulties. An external review, known as the Malan Report, recommended areas where collaboration between the IMF and the Bank needed to be strengthened. Three areas were identified: “1) Improving coordination on country work, including through new procedures for country team coordination; 2) Enhancing communication between staff … working on common thematic issues, including by sharing information through new electronic platforms; and 3) Improving incentives and support for collaboration on policies, review, and other issues, including by taking collaboration into account in performance assessments” (IMF/World Bank 2007b).

However, as the two institutions have very distinct organizational cultures, we suggest that this can result in organizational cultural clashes (see Momani and Hibben 2015). Not surprisingly, then, over their nearly seven-decade history, IMF–World Bank cooperation has not come easily despite the increase in the intensity of IMF–Bank coordination since 1999.

It is useful to understand the relationship between the IMF and the World Bank as characterized by multiple layers of contradictory tendencies. At one level, the institutions are complementary entities charged with managing the global economic order. Some would view this as having cultural proximity. For example, the IMF and World Bank are similar in many respects, traveling to joint missions, attending similar conferences, sharing economic data, sharing a common library, and are located across the street from one another in Washington, DC (Driscoll 1994: 1–2).

A baseline set of beliefs that frame policy choices is also found in both institutions. These include that: (1) material gain is maximized only if there is rational and efficient allocation of scarce resources; (2) the best mechanism to establish efficient allocation of scarce resources is through market mechanisms; (3) a liberal international environment underwritten by the rules of free trade and comparative advantage will produce the most favorable conditions for development; and (4) management of the global economy and development is a rational process that is ultimately tackled through technocratic adjustment of incentives and/or institutions that improve market performance (David 1985).

We found, however, that despite these cultural similarities, there is broad consensus among analysts of the IMF and the World Bank that these institutions are culturally divergent. Driscoll frames these differences foremost as a result of divergent institutional mandates: “the Bank is primarily a development institution; the IMF is a cooperative institution that seeks to maintain an orderly system of payments and receipts between nations” (Driscoll 1994). Structurally, the institutions also “look” different. The IMF consists primarily of elite trained economists and financial experts who primarily work at headquarters in Washington, DC. The World Bank, in contrast, is made up of staff from a diversity of professional backgrounds who work in over forty offices across 120 countries. The Bank is also larger (about 10,000 staff members as compared to 2,400 for the IMF), and is made up of other major organizations: the International Bank for Reconstruction and Development (IBRD), the International Development Association (IDA), and the International Finance Corporation (IFC) (Driscoll 1994: 2–3).

As IMF historian Boughton has put it, the IMF “is a tidy disciplinarian (both toward itself and others), physically small, nearly devoid of humor, and more interested in gaining respect than in being loved. The other [the Bank], of course, is a culture apart” (2001: 996). The IMF has been described as more formal, hierarchical, and procedural, with elitist staff; the Bank as informal, fluid, and with do-gooder staff. This sentiment was captured by a senior IMF staff member in his description of a joint meeting with Bank officials: “there were three people from the Fund and twenty-five people from the Bank … We had already had a view that we had worked out before the meeting. The Bank staff, with twenty-five people, had twenty-five and a half to twenty-six viewpoints.”14

A 2001 joint Bank–IMF study of collaboration also highlights differences in the “cultures and work styles” of the two institutions. According to this study, the key variable that explains these differences is distinct core mandates that produce long-term versus short-term time horizons. The Bank, focused on development, “normally requires long-term support for structural, social, and institutional changes that are often complex and likely to take time to implement” (IMF/ World Bank 2001: 5). The IMF, in contrast, “typically requires quick action (especially in crisis situations) and shorter-term lending.” This produces differences in how the institutions conceptualize the time needed for member states to undergo adjustment.

Finally, it needs to be noted that given the increase in IMF and World Bank collaborative efforts, the implications of distinct organizational cultures intersecting on policy outcomes need to be illuminated. For example, member countries, particularly less powerful states, are often obliged to meet IMF and World Bank directives, and rarely challenge staff on the merits of their recommendations or advice. Studies have shown that when the IMF and World Bank communicate mixed signals to members, this can lead to “concerted pressure” (Feinberg 1988: 555), conflicting demands and advice, strains on borrowers’ bureaucratic capacity, and “duplication of conditionality,” all of which generally have a negative effect on borrowers (Bradlow and Grossman 1995: 12, 29; Dreher 2009). A 2007 external review of Bank and Fund collaboration highlighted similar themes: “The cost to members of poor collaboration is significant: Bank and Fund resources and those of member countries are wasted; poor and conflicting advice is given; and there will be gaps in meeting the needs of members” (IMF/World Bank 2007a: 6).



Collaborating with the AIIB

The AIIB is an international financial organization, created by the Chinese government, that boasted more than fifty-seven member states at its launch in early 2016. By some accounts, the Chinese government was surprised by the number of countries that wanted to sign on as founding members (see Perlez 2015). The AIIB proclaims itself to be a “modern knowledge-based institution, [that] … focus[es] on the development of infrastructure and other productive sectors in Asia, including energy and power, transportation and telecommunications, rural infrastructure and agriculture development, water supply and sanitation, environmental protection, urban development and logistics” (AIIB n.d.).

The AIIB members are primarily from the Asian region and are located along the route of China’s “One Belt One Road” (OBOR) initiative, and this is no coincidence. The OBOR seeks to use rail, road, highways, energy transmission and distribution networks, and maritime routes to connect China and its neighbors to the West, via East Asia, central Eurasia, and Europe. The initiative appears to target ports and existing, as well as emerging, global cities for investment and infrastructure linkages. The OBOR also seeks to connect some of China’s more underdeveloped western provinces with countries such as Iran, Pakistan, Kazakhstan, and Afghanistan and with the rest of the world. China recognizes that these markets have large and untapped populations that could be an important source for Chinese exports and investments (Callaghan and Hubbard 2016). It would be safe to argue that the AIIB would be the funding arm of the OBOR foreign policy promoted by the Chinese. The AIIB is indeed a form of “soft power” with China’s western neighbors, or its version of a Marshall Plan (Gallagher 2015).

Although the AIIB has been accused of trying to supplant the Bretton Woods organizations or undermine the liberal democratic world order, it is better seen as a complementary organization. As Perlez (2015) notes, the AIIB is focused solely on funding infrastructure projects, such as airports, bridges, and roads, whereas the World Bank’s chief mandate is poverty reduction. Moreover, the developing countries and Asia face a shortage of capital available to finance and invest in infrastructural development. Nevertheless, the AIIB has a broader membership base than the ADB, and has greater potential to raise financial resources.

The US and Japan were unsupportive of and even hostile to Chinese efforts to create the AIIB. The US went so far as chastising the United Kingdom in 2015 for joining the AIIB. This rare and public display of a US–UK rift gave further indication of US frustration with the very founding of the AIIB in the first place. Many have cried foul at US interference with and intransigence toward the AIIB. After all, the US claims to champion the liberal capitalist system, and yet here it is objecting to allies joining a bank that will help expand and develop emerging market economies for the good of the free market (Lim 2015). Moreover, as Joseph Stiglitz (2015) reminds us, it is more often the lack of proper infrastructure that is holding many developing countries back from fully participating in the global free market than it is tariff barriers. Clearly the US sees the AIIB as a challenge to the Bretton Woods system, despite many arguing that it is in fact complementary and not competitive with the IMF. Liao (2015) also notes that the AIIB Articles of Agreement are similar to those of the Bretton Woods organizations. Nevertheless, the impetus to create the AIIB can be traced to Chinese grievances with the global economic order.

It is clear that some of China’s drive to create the AIIB is linked to the slow pace of reform at the IMF and World Bank to give China and other emerging market economies more voice and vote on the Executive Board (see chapter 2). The AIIB rules state that 70 percent of its capital must come from Asia. With Japan out of the AIIB, it is reasonable to expect Chinese dominance of the AIIB for a considerable time ahead. This could change though, as Liao (2015) explains, because China has also given founding members equal voting rights that allow other states to incrementally gain more power in the organization with added investment of capital. This is China’s version of multipolarity, and it is on its terms.

The desire to create the AIIB also stems from China’s frustration with IMF conditionality that has followed what China feels is dogmatic prescriptions (Liao 2015). That said, the AIIB cannot compete with the Bretton Woods organizations in scale of capital resources or in staff capacity. On capital alone, the AIIB is dwarfed by either the IMF, the ADB, or the World Bank. On staffing, the AIIB will and should hire globally to acquire the kind of local knowledge and expertise that will be needed to have sound economic advice and assessment of creditworthiness. As Ben Wang, China analyst at the Eurasia Group, noted, “AIIB will be hiring experienced development professionals from around the world, many from the World Bank itself, and … the Chinese preparatory committee for AIIB is chaired by a former ADB vice-chairman, while his deputy was also a former Chinese delegate to the World Bank” (quoted in Bermingham 2015). Indeed, the AIIB would be wise to learn from the IMF’s and World Bank’s failings on staffing issues by ensuring AIIB staff engage with socio-economic, environmental, and humanitarian issues and have intellectual diversity, and by creating procedural rules that allow new ideas to flourish in the new organization (see Malkin and Momani 2016).

Finally, some have speculated on the implications of this move for enhancing China’s future leadership in global economic governance institutions (Kai 2015), while others have outright characterized the multilateral bank as a key indicator of US decline (Mahbubani 2015). The AIIB is still in its infancy. If the United States retreats from global affairs and becomes more isolationist under a Donald Trump Administration, China may in fact be on its way to claiming some moral leadership in the global economy. Indeed, it was notable that China’s President Xi took the stage at the 2017 World Economic Forum to deliver a speech defending economic globalization and international cooperation on issues that threaten global prosperity and growth. This was contrasted with the populist-nationalist tone of the Trump Administration that claims an unfair advantage built into the global economy’s rules of the game, rules that have paved the way for the US’s dominance. Xi heralded the OBOR as an ambitious foreign aid program that will bring investment, economic growth, and open trade routes for developing markets. He declared that China is open to trade and welcomes the world to take advantage of its market, the largest developing economy in the world; just at a time when the US is expected to raise protectionist barriers and renege on free trade agreements.



Collaborating with the FSB

The systemic nature of the 2008 crisis spurred intensive efforts toward improving global cooperation in financial governance. In April 2009, the newly convened G20 leaders’ forum established the FSB (Griffith-Jones, Helleiner, and Woods 2010: 6). According to a G20 communiqué, “major failures in the financial sector and in financial regulations and supervision were fundamental causes of the crisis” (G20 2009). The FSB was thus created to share best practices between regulators and enhance requirements for macroprudential oversight.

The FSB was built on the framework of the Financial Stability Forum (FSF). Founded in 1999, the Forum was created in the aftermath of the Mexican and East Asian financial crises as part of a broader set of reforms intended to improve the “international financial architecture.” Alarmed by the rapidity with which the crises arose and spread, the G7 became interested in creating an organization that would detect, address, and solve financial crises before they occurred (Donnelly 2012: 262). However, the organization failed to live up to expectations (Helleiner 2010). Hostility on the part of the Bush Administration limited the institution’s ability to take a leading role in identifying and responding to financial sector vulnerabilities, and the exclusion of many emerging market countries undermined its legitimacy (Blustein 2012). Without a clear mandate, the Forum’s activities were limited to promoting better regulation and encouraging policy change (Baker 2010).

While there are key differences between the Board and the Forum, one major contrast stems from the circumstances of their creation. During the 1990s, the stresses brought on by financial crises in developing economies led the industrialized world to respond with the FSF, a body made up exclusively of representatives of developed states. The intent was to standardize international best practices that would then be exported to the developing world. Financial instability, in short, was viewed as emanating exclusively from developing states, not from the “sophisticated” financial systems of developed states. The events of 2008, however, demonstrated the myopia of these assumptions. A result of the regulatory failings of the developed world, the crisis created an impetus for a body whose expertise was more diverse, and which incorporated a greater portion of the world’s major economic powers. With this in mind, the Forum was refashioned as the Board at the G20 London Summit in 2009.


Structure, operations, and EWEs

Compared to the FSF, the FSB is a more formalized and empowered body, able to undertake a more proactive role within the international regulatory system. The FSB’s original Charter, which outlines the mandate of the organization and the duties of its member states, was amended at the G20 Los Cabos Summit in June 2012. Per Article 1 of the Charter:


The Financial Stability Board (FSB) is established to coordinate at the international level the work of national financial authorities and international standard setting bodies … in order to develop and promote the implementation of effective regulatory, supervisory and other financial sector policies. In collaboration with the international financial institutions, the FSB will address vulnerabilities affecting financial systems in the interest of global financial stability. (FSB 2012b)


The creators of the Board also sought to address some of the legitimacy problems that have plagued the FSF. In addition to the twelve original national jurisdiction members of the Forum, the FSB incorporated another twelve, reflecting the diverse nature of the global economy. Moreover, the Board attempts to incorporate more states through the use of consultative members incorporated into “Regional Consultative Groups.”15

There are currently four standing committees: the Standing Committee on Supervisory and Regulatory Cooperation (SCSRC), the Standing Committee on Standards Implementation (SCSI), the Standing Committee on Budget and Resources (SCBR), and the Standing Committee on the Assessment of Vulnerabilities (SCAV). The SCSRC maintains contact with important financial institutions in order to ensure “consistency, cooperation, and a level playing field across jurisdictions” (Arner and Taylor 2016: 58). The SCSI carries out peer reviews of member states’ regulatory practices. The SCBR deals with matters pertaining to the organization’s financial governance. Finally, the SCAV examines possible threats to financial stability.

To this end, one key practice undertaken by the SCAV is the carrying out of Article 2(h), the EWE. The rapidity of financial activity and the sprawling nature of the financial system have created a situation whereby crises could arise from unexpected areas at unexpected times. The EWE thus leverages the analytical powers of the IMF and the FSB to scan for systemic dangers (IMF/World Bank 2010: 4): the IMF investigates macroeconomic and macro-financial risks, represented by financial flows within and throughout regions, while the FSB investigates vulnerability and regulatory failures that may create major stresses. Policymakers argued that the greater regulatory expertise of the FSB – obtained through their direct engagement with domestic regulatory and supervisory agencies – would complement the traditional expertise of the Fund on macroeconomic issues and macro-financial linkages.

Perhaps unsurprisingly, the decision to construct the EWE as a joint initiative between the IMF and the FSB has generated some questions on how governing international finance can work across international organizations and their member states. The Fund’s surveillance capacities were enhanced in the aftermath of the 2008 crisis. Hence, some stakeholders have questioned the inclusion of the FSB within the EWE.16 Indeed, given the size and breadth of the Fund’s human resources, the value-added provided by FSB involvement in the EWE has been questioned.

The reasons for the FSB’s involvement in the EWE are political and practical. On the political side, IMF and government officials highlighted the FSB involvement in the EWE as part of a broader drive for inclusive policy and decision-making processes following the 2008 crisis. In this formulation, the inclusion of the FSB was primarily intended to dilute the role of any one player, particularly the IMF, in the EWE.17 Several officials also indicated that there was a practical value in the inclusion of the FSB. According to one FSB official, “the FSB’s value is that the core central membership that you have, specifically central banks, banking supervisors and market supervisors … [the FSB brings] an idea of what’s going on because supervisors at central banks have all of these data and sometimes quite confidential data.”18 The FSB therefore brings a qualitative perspective to the econometric analysis produced by the IMF, and provides access to data that might otherwise be missed. The very fact that the Fund, as “the principal institution dedicated to promoting global stability, missed the most devastating crisis since the 1930s” (IMF 2011) underscores the need to broaden the intellectual base utilized in conducting global surveillance.

Learning from financial crises in the late 1990s and early 2000s, the G7 developed a series of coordinated international financial standards that would have hopefully averted another crisis. Specifically, the G7 asked the IMF (with the assistance of the World Bank) to monitor country compliance with the FSAP and the Reports on the Observance of Standards and Codes (ROSCs).19 In the usual politicking, however, many countries insisted that the process be voluntary, which ultimately made the exercise futile as global economic heavyweights such as the United States delayed or refused to commit to an FSAP – an obvious oversight since the US was the epicenter of the last international financial crisis. Indeed, it has been noted that the failures of these international financial standards rested on the fact that disclosure was voluntary and that many emerging market economies had no ownership of the standards, as they had not been part of the decision-making process. The hope of an expanded G20 is that the new members will add legitimacy to the process and have a greater stake in mutual coordination.

In some respects, the G20 is entrusting both the IMF and the FSB to not only help coordinate information sharing and provide oversight, but to also provide the technocratic weight of their staff to keep national and market interests in check. The reality, however, is that neither organization will be immune from external politicking, particularly when powerful members intervene to challenge IMF and FSB analyses. Moreover, imagine the uproar of legislatures, unions, banking, or business interests at the mention of regulatory changes at the national level coming from either the FSB or the IMF. Of course, neither organization has the power to challenge country sovereignty.

One pillar of the G20 reforms has been to initiate the EWEs in 2009 as a method of detecting global financial risks, identifying vulnerabilities, and encouraging appropriate policy responses. Yet the EWEs have not been subject to rigorous external review. We therefore begin with an overview of the origins of the FSB and outline the EWE process. We then identify a series of challenges which have undermined the efficacy of the EWEs. We note that the advantages accruing from the joint nature of the Exercise have not been fully realized. A series of recommendations is proposed to generate greater implementation of EWE findings among national policymakers.



Mapping the EWE

The IMF and FSB each conduct the EWE twice per year, beginning two to three months before the Spring and Fall Annual IMF and World Bank Meetings.


THE SPRING AND ANNUAL MEETINGS OF THE IMFC

At the Spring and Annual Meetings, the FSB and IMF provide a fifteen-minute presentation of the EWE to a restricted list of the IMFC. According to an IMF source with intimate knowledge of the Exercise, “the IMFC is properly scared when the List is presented.”20 Indeed, part of the objective is to startle policymakers and make them realize that severe vulnerabilities, which they likely had not considered, could actually happen. Yet not all major risks are included in the final presentation due to the country-specific nature of some risks and the national affiliations of IMFC members. For instance, euro-exit is a topic which the IMF works on as a contingency, but is excluded from the Exercise and the List. The IMF and FSB do not produce formal documents for the presentation: due to its market-sensitive content and the purportedly serious consequences which could result from a leak, the EWE is a confidential production.

The presentations can, at times, be contentious. For instance, they use a traffic light analogy to indicate the severity of potential EWE risks; these risks are given either a green, amber, or red color code. Whereas green indicates “everything is OK,” amber indicates “approach with caution,” and red indicates “trouble.” This practice can be embarrassing for IMFC members whose countries receive a red color code. For example, the List may include warnings about fiscal problems which may bear greater costs than policymakers had originally thought. Moreover, the fact that IMFC members receive heavily weighted information in a span of thirty minutes can be a source of tension.

There is no formal opportunity for the IMFC to discuss the contents of the presentations once the presentations are complete. Rather, IMFC members must communicate the contents of the presentations back to their jurisdictions to mitigate domestic risks and insulate themselves against external ones. When asked why there is no document for the IMFC members to circulate (i.e. to ensure a sound feedback mechanism), FSB staff emphasized that the purpose of the Exercise is to provide a forum for “structured dialogue.” In addition, there seems to be trepidation (among some but not all) that a formal publication could rile markets and realize the risks outlined in the Exercise.

However, a discussion of the presentations does occur during a breakfast meeting, which takes place the morning after the IMF and FSB present their Lists to the IMFC. The breakfast is very informal, highly confidential, and exceptionally exclusive. The attendees include only IMFC heavyweights, but attendees do not read notes, and there are plenty of interjections. Past attendees have stated that the private, informal discussion held at the breakfast meetings is just as important as what happens at the formal IMFC meetings, if not more so.




Challenges to the EWE

At the level of policy processes, there is significant room for improving the EWE. Indeed, at present the institutional design, execution, and implementation of the EWE can challenge the efficacy of the Exercise. To address these challenges, the EWE processes must confront five core issues pertaining to coordination, capacity, consultation, and feedback, which will determine its future success.


COORDINATION/COLLABORATION

One of the most testing aspects of the policy processes surrounding the preparation of the EWE concerns the level of coordination and collaboration between the IMF and the FSB. According to the FSB, many conference calls and in-person meetings occur when the IMF travels to Basel and when FSB staff travel to Washington. Moreover, the FSB states that the two organizations provide each other with feedback to ensure that their messages are complementary, and that they are conveyed clearly and appropriately.

Although official documentation stresses a high level of collaboration, our research indicates that cooperation levels are lower than official pronouncements suggest. Lower levels of coordination undermine the “value-added” provided by the joint nature of the EWE process. As already noted, the case for IMF and FSB involvement in the EWE was premised on combining the differentiated but complementary mandates and skill sets of each organization, in order for them to work together in ways that advance a more comprehensive understanding of the risks and vulnerabilities in the global economy.

The importance of IMF–FSB collaboration is highlighted in the 2010 EWE Methodological Toolkit, published by the Fund. The Toolkit points to the comparative strength of the IMF on macroeconomic issues and macro-financial linkages. The

FSB, in contrast, possesses stronger expertise on microprudential issues pertaining to the financial sector and individual financial institutions, given FSB involvement with domestic regulatory and supervisory bodies. The FSB has also been more proactive than the IMF on macroprudential issues, such as the regulation of Systemically Important Financial Institutions (SIFIs), which link the activities of individual financial institutions to the broader stability of the financial system (see Jacome and Nier 2012).

An additional advantage of FSB–IMF collaboration in the preparation of the EWE stems from the constraining nature of the Fund’s international legal obligations. As outlined in its Articles of Agreement, the IMF is not permitted to share information between member states. Thus, while the IMF conducts excellent bilateral surveillance, the organization has struggled to leverage this expertise into its assessments of system-wide challenges, which stems from the inherent difficulty of “connecting the dots” between country-specific risks and vulnerabilities, and the constraints placed upon Fund officials in effectively conveying this information.

Beyond such legal barriers, there is increasing doubt as to whether risks to the system can be discerned by aggregating country-level data – the IMF’s approach – given the risk of committing the “fallacy of composition.” The FSB would sidestep the Fund’s legal restrictions by allowing national officials to share information about their national economies, while at the same time inquiring about perceived economic problems elsewhere. Together, the two organizations would be better able to paint a clearer picture of the global economy, including the extent and nature of systemic risks and vulnerabilities.

Furthermore, in the final stages of the EWE process – the drafting and presentation of the final product – significant coordination is needed, but underutilized. The IMF and FSB prepare their separate EWE lists and EWE presentations.

Hence, with stronger inter-organizational coordination between the IMF and FSB, we suggest that the IMFC would be presented with a more holistic picture of global economic risk. Moreover, location matters: the clustering of international organizations within key cities such as Washington, Geneva, and New York can help improve inter-organizational coordination. In the case of the EWE, the physical distance between the IMF in Washington and the FSB in Basel has potentially impeded coordination between the two bodies.



ORGANIZATIONAL CAPACITY

As a body with no more than forty full-time staff members, the FSB is dwarfed by the IMF’s 2,400 employees. Fund staff interviewed for this study expressed concerns regarding the FSB’s capacity. When asked about the division of labor between the two organizations, one IMF official pointed to a widespread perception that the Fund is undertaking most EWE-related work. Others went further, suggesting that the IMF could complete the EWE without the FSB. It is possible that the IMF’s (mis)perceptions of the FSB have contributed to a general reluctance to cooperate. One former government official noted in an anonymous interview that there continues to be “huge suspicion in the IMF and huge displeasure with the rise of the FSB. The IMF felt that they should play this role.”21

Doubts regarding the rigor of the FSB’s EWE process stem from the perception that staff resources (FSB staff dedicated to the EWE is comprised of only two or three individuals) are too limited given the expansive nature of the EWE. Thus, while praising the efforts and output of FSB staff, interviewees noted that the majority of the Board’s work – oriented toward financial sector reform, which prioritizes baseline risks and current reform efforts – essentially limits staff ability to carry out the EWE’s diagnostic work.



CONSULTATION

As part of the EWE, the IMF conducts external “consultations with market participants, academics, think tanks, and country authorities … [to] … take stock of risk perceptions in a timely way” (IMF 2010: 15). With respect to such consultations, the document is vague, providing little in the way of detail on who is being consulted, how often consultations are conducted, and what the consultation process entails. Although we obtained information from an IMF official with first-hand knowledge of such consultations, it became clear that the scarcity of information about consultations was correlated with their apparent lack of formality, regularity, and structure.

When they do occur, external consultations are generally ad hoc, informal, and limited in scope. Robust and relatively systematic consultations with significant financial institutions could be a beneficial undertaking, because these institutions are globally connected and (presumably) understand the level and nature of their connectivity/exposure. To date, however, these types of consultations have yet to occur.



ORGANIZATIONAL CULTURE DIFFERENCES

The IMF is a universal membership organization possessing a large staff of highly trained economists and a senior management able to undertake independent initiatives. The FSB, in contrast, is a member-driven organization with a skeleton staff charged primarily with supporting the initiatives of its member states. Partially as a result of these structural differences, the two institutions possess distinct organizational cultures, which, in the context of the EWE, can potentially challenge coordination. IMF staff tended to view the EWE as an opportunity to demonstrate their analytical capacity, both individually and organizationally. Conversely, the culture of the FSB is consensus-based and generally risk-averse, and is reflected in the cautious approach the organization takes in the preparation of the EWE.

Difficulties stemming from cultural differences between the organizations are compounded by a lack of clarity as to the ultimate purpose of the EWE, following the 2008 financial crisis. Disagreement persists regarding whether the Exercise should focus exclusively on tail risks or impending risks.

Despite the largely separate preparation of the IMF and FSB on the EWEs, national-level policymakers indicated that there is often little direct contradiction between the findings of the two organizations; disagreement results primarily from differences in emphasis stemming from the expertise of each organization. Policymakers further noted that areas of divergence often proved helpful in highlighting intractable policy problems and showcasing different perspectives. The IMF and FSB should therefore highlight areas of productive divergence, with the aim of spurring greater dialogue among national policymakers.



PRESENTATION/FEEDBACK LOOP

The relevance of the EWE is contingent on its ability to generate traction with national-level officials responsible for advocating and implementing policy change. As noted, the primary mechanism through which the findings of the EWE are transferred to these officials is the semi-annual presentations to the IMFC. It is assumed that those who attend the EWE will brief their country officials at home.

The brevity (thirty minutes) of the EWE presentations, however, coupled with the complexity of the content and schedule constraints of IMFC meetings, may limit the ability of IMFC members to absorb the information, and share it with their government. Transmission of the EWE presentation may also be too dependent on technical acumen and knowledge of financial and macroeconomic phenomena. Beyond competence, political considerations may lead to self- censorship and interpretive bias that hinder the impact of the EWE.

Challenges stemming from an anemic feedback loop from the EWE to national-level policymakers are to a large extent attributable to the lack of a formal document outlining the key EWE findings. Although the official rationale for not publishing the results of the EWE emphasizes the market sensitivity of the issues under consideration, many interviewees from the public and private sector rejected this line of reasoning and suggested political reasons. As they pointed out, information that could be considered “market-sensitive” is regularly published in various national reports as well as the IMF’s WEO, GFSR, and FM.





Recommendations to improve collaboration with the FSB

The EWE, conducted jointly between the FSB and the IMF, was established as part of a broader call to improve national-level intelligence regarding the character of systemic risk following the 2008 financial crisis. Nevertheless, weaknesses in the policy process through which EWE findings are generated and presented may undermine the efficacy of the Exercise. We suggest several ways to improve the collaboration between the IMF and the FSB during the EWE process so that joint gains accruing from the complementary expertise of each institution may be leveraged.

We thus recommend several organizational and coordination reforms to help further improve the EWE process. First, the international financial and political community would benefit from a clarification of the purpose and scope of the EWE. Debate continues on whether the Exercise should focus exclusively on tail risks, impending risks, or some combination of both; such uncertainty regarding the nature of the EWE-identified risks is likely to further undercut the ability of its reports to gain traction among high-level policymakers. The FSB and IMF should therefore jointly produce a public terms-of-reference document that would outline the purpose, scope, and methodology of the Exercise, and should clarify the responsibility of each institution in the preparation of the EWE.

Second, we recommend that the FSB establish a liaison office in Washington dedicated to establishing more robust coordination between IMF staff and the FSB secretariat, while bolstering its capacity, in a similar way to the World Health Organization. The resources necessary to establish a liaison office in Washington are likely to be relatively modest, and the presence of a full-time member of the FSB secretariat in Washington would improve coordination between the two organizations, both in the preparation of the EWE and in other areas of mutual concern. This could be facilitated after the G20 fulfills its promise, made at the Cannes Summit in November 2011, to “strengthen the FSB’s capacity, resources and governance” (FSB 2012a: 1).

Establishing the FSB as an independent legal entity is an important step in bolstering its organizational capacity; however, member states have expressed little interest in developing the body into an organization of comparable stature to the IMF. As part of this CD process, the size of FSB staff devoted to preparing the EWE should be expanded beyond the current two or three officials.

Third, the presentation of the outputs of the EWE to the FSB Plenary Committee must be formalized. Unlike the IMFC, the Plenary includes representatives from domestic agencies with significant domestic regulatory responsibilities, such as the US Securities and Exchange Commission and the UK Financial Services Authority. Moreover, formalizing the presentation of the EWE to the FSB Plenary would mainstream the Exercise into the broader discussion dialogue on vulnerabilities, and encourage the IMF and the FSB to integrate the Exercise within their ongoing work.

Fourth, the level and diversity of consultation with outside stakeholders in preparations of the EWE must be increased. Given its advantages in staff capacity, the Fund should take the lead in broadening the consultations undertaken in the preparation of the EWE. There also appears to be a strong bias in favor of consultations within developed countries, particularly the United States. Greater emphasis should thus be placed on consultation with market participants and academics as well as authorities within emerging market countries. Ideally, a formalized system of consultations should be established to ensure balanced inputs from developed and emerging market countries.

Finally, we recommend that the IMF and FSB should create a publication to showcase the core EWE findings. Our consultations with public and private sector actors suggest that objections to publishing EWE findings premised on their ostensibly market-sensitive nature are not sufficient to preclude the creation of such a publication. Consequently, the Fund and the FSB should coordinate to produce a short document summarizing the core findings of the EWE, either as a stand-alone publication or as a section within the IMF’s Global Financial Stability Report.



Collaborating with NGOs

As an integral part of the global financial and monetary architecture, the IMF should seek to promote the best possible practices in its engagement with CSOs. Citizen scrutiny of government policies can be a healthy means of promoting government accountability and transparency, and is a cornerstone of good governance. As the IMF and other international financial institutions have called on governments to practice good governance, NGOs have called on global institutions to similarly promote engagement and accountability with member states’ citizens. The IMF has already determined that successful financial programs are predicated on country ownership. When combined with members’ sound economic policies, citizen-led accountability mechanisms can deepen good governance and ensure that economic recovery and growth are enjoyed by a broad spectrum of society.

In the past decade, the Fund has made great strides in strengthening its outreach activities. In keeping with findings of academic and external studies, IMF staff have been increasingly more open to consult with a wider variety of stakeholders than in previous years. Some of this has been attributable to a more humbled staff after the international financial crisis and to a modest cultural shift in IMF staff toward listening to outside ideas and views. There remain, however, some opportunities to further improve on staff strategies for engaging with NGOs.

Despite the observation in numerous interviews with IMF staff that many had not been aware of the Guidelines for Staff Relations with Civil Society (IMF 2003), there appears to be a genuine interest and desire among staff to improve program design and to reach out to a broad spectrum of stakeholders. It was observed that many Fund staff, however, may not have the requisite toolkit and internal organizational support to carry out an effective engagement exercise: time demands on staff are extremely high; necessary training is not given to staff; staff should not depend on learning from the experiences of more senior staff.

To facilitate engagement, we recommend that the IMF increase its organizational support to facilitate engagement with NGOs. Such a move would be welcomed by many staff. In what follows, a number of tools and internal Fund support are recommended to aid IMF staff in preparing for an effective engagement. In response to IMF staff wanting clearer direction on whom to engage with, the IMF must invest in providing its staff with a centralized database of credible and useful NGO partners.


Recommendations to improve collaboration with NGOs

In the Fund tradition of providing staff with enhanced professional development, we urge the IMF to provide a training course for its staff on NGO engagement. An in-depth training seminar would be akin to existing training provided on media relations and a course for Resident Representatives on stakeholder analysis and engagement with NGOs. The proposed training course would provide staff with the requisite toolkit for effectively engaging with CSOs. We advise that such training begin with staff sent on missions and then be expanded to all area department staff. These training seminars would promote a more versatile and readily deployable IMF staff, enhancing the experiences of both the staff and NGOs during public outreach and engagements.

As noted, time demands on IMF staff are high and career growth and advancement in the Fund are valued among ambitious staff members. Having ambitious staff who want to advance up the ladder is of course a valued trait in any successful organization. There remains, however, a view that there are inadequate organizational incentives to reward IMF staff who are effective at engagement with NGOs and who take on Resident Representative assignments. Moreover, there is a view that effective skills in NGO engagement and public outreach are key traits of a successful mission chief. Part III of the 2013 Guidelines seeks to demonstrate the IMF’s commitment to staff mobility within the organization by not only rewarding expertise in their area of work, but also rewarding their skills in engagement with NGOs. The latter would demonstrate a genuine IMF commitment to staff that engagement with NGOs is a valued trait in professional development and promoting a learning culture within the Fund.

Engagement with NGOs is prioritized to include all countries where financing arrangements are sought, but we advise strongly that the Fund expand this to all Article IV missions. As the events of the 2008 financial crisis demonstrate, it is best to be prepared in getting a full picture of domestic contexts before crises hit: the IMF needs to better prepare to not only assist in times of crisis, but also to listen and provide advice before troubles become accentuated. Expanding engagement to be a regular part of Article IV Consultations in all countries, even when these countries do not have a financial arrangement in place, is admittedly a heavy investment of Fund time and resources. It is, however, a decisive means for the IMF to get local feedback on and context for member countries’ economic conditions that may not be apparent in macroeconomic data retrieved from government officials.

Many NGOs continue to find engagement with Fund staff to be either ceremonial, rushed, an afterthought, or too technical. Providing NGOs with one month’s advance notice of potential in-country meetings, as well as providing them with the required publicly available documentation (such as previous Article IV Consultations), could help both parties have more fruitful and effective meetings. As noted by numerous NGOs, ensuring that IMF staff avoid the use of jargon and technical lingo in IMF–NGO engagements is a valuable tool for ensuring successful engagements. These skills are not necessarily taught in the IMF staff’s core expertise as macroeconomists, and we therefore recommend that this be a critical part of the ICD’s professional training and development course on NGO engagement. To assist NGOs in improving their technical competency, the IMF could also provide NGOs attending the IMF Annual and Spring Meetings with brief courses on macroeconomic and technical issues.

The IMF values detailed documentation of its activities. Fund staff often note that this is both an asset and a burden. On the one hand, documentation of IMF activities is an organizational indication that an activity is valued; on the other hand, documentation of activities is a time-consuming process that can be frustrating for staff with already heavy time demands. Finding a balance between these organizational goals is important. In terms of IMF–NGO engagements, the lack of consistent, mandated, and structured means of reporting on NGO engagements is an indication to Fund staff that this is an exercise that is secondary to consultations with country officials. Moreover, without knowing where to access references to previous NGO engagements, IMF staff are missing out on important means of knowledge-sharing across time and place. Hence, we recommend that this access be standardized, with clear sections entitled “Engagements with NGOs” and clear components such as dates, means of communications, summary of discussions, and names of participants. These should be standard elements included in Article IV reports and in Back to Office Reports.

The Fund has invested in a number of activities, initiatives, and programs to promote better engagement with NGOs, such as inviting NGOs to Annual and Spring Meetings. Yet many of these efforts are unknown to NGOs and to the broader public. Consequently, the latter part of the 2013 Guidelines provides further information to NGOs on what resources are available to them. This section also expands some of these resources to promote IMF–NGO engagement best practices.

Several NGOs have commended opportunities to engage in informal meetings with IMF staff teams working on particular countries. These, however, are currently ad hoc and not universally applied; we thus recommend that these meetings be expanded by soliciting the interest of NGOs attending Annual and Spring Meetings to attend country-specific or thematic roundtable conversations. Moreover, the Annual and Spring Meetings provide an excellent opportunity to engage NGOs, but there are still many events that are out of bounds for them. Hence, the 2013 Guidelines recommend that NGOs be allowed to attend selected delegation meetings, press briefings, and open Executive Board roundtables.

Complementing the list of reputable NGOs to be devised by an independent consultant will be an invitation to NGOs from larger databases to join the IMF’s list of interested NGOs. NGOs should also be given the opportunity to discuss IMF documents in the public domain with relevant Fund staff. An interactive NGO webpage hosted on the IMF website would help triage these requests and serve as a one-stop shop for information on IMF–NGO consultations, how to attend, and necessary background information. This would also alleviate popular misperceptions that the IMF does not meet with NGOs, and would keep NGOs accountable to the public.



Conclusion

Global economic challenges will continue to be a relevant part of our world. The IMF has historically seen itself as a leading international economic organization that covers monetary, fiscal, and exchange rate policies. As the Fund mandate has crept into areas of inclusive growth and tackling global poverty, it has also competed for space with organizations such as the World Bank and other regional banks. On financial flows, the G20 created the FSB and empowered it with more resources and tools to help predict and diagnose faults in the financial system. In this era, the IMF simply cannot do it alone, but is it prepared to collaborate with other organizations? Moreover, as the creation of the AIIB demonstrates, the IMF’s powerful members do not always see eye to eye on how the global economy should be governed. Certainly the AIIB could be a valuable contributor to providing IMF members with added capital for important infrastructure projects. But just as the history of the failed Asian Monetary Fund demonstrates, the IMF’s most powerful backers may not want to see other organizations spring up and compete with the Fund’s supremacy in governing global lending.
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CHAPTER TEN
Closing the hypocrisy gap


In 2016, the United States, the bedrock of the post-World War II global liberal order, was swept by the right-wing nativism of reactionary anti-globalization and subsequent presidential election of Donald Trump. This follows other victories for the populist and nativist right in advanced economies. The successful Brexit campaign in the summer of 2016 shook an already weakened European Union. Buoyed by events in the United States and United Kingdom, the rise of nationalist parties in Germany and France could result in a disturbing new alliance of powerful right-wing nativist governments across the Global North by the end of 2017. These trends also reinforce a resurgent Russia and China, both with little interest in the liberal political values enshrined in seven decades of post-World War II, and US-centered, multilateralism.

The IMF thus stands at the center of a critical moment. Its resurgent power following the global financial crisis gives the political forces of liberal multilateralism a crucial voice to push back against the current wave of reactionary nativism. However, as we document in this book, its many contradictions weaken its legitimacy and strengthen the enemies of liberalism.

It is in this spirit that we conclude our investigation into what’s wrong with the IMF and how to fix it. We first summarize our findings of the major problems found in the Fund. Here, the key theme that emerges is a consistent gap between IMF word and deed that reinforces distrust of the institution in issues of governance, surveillance, lending, and CD. We argue, however, that this is not a conscious effort of duplicity perpetuated by a nefarious IMF. Rather, the Fund’s hypocrisy is the outgrowth of different tendencies and tensions within the resurgent institution. While the IMF is not consciously sending mixed signals, the inconsistency it exhibits undermines its legitimacy and emboldens its critics on the left and the right.

This is particularly crucial given the IMF’s new focus on issues of economic and gender equality and environmental degradation. If the IMF fails to truly commit to issues tied to inclusive growth or help deliver positive results on issues tied to the SDGs, cynicism toward the institution and the values it represents will be reinforced. The chapter thus outlines our recommendations on how the IMF can close its hypocrisy gap and offers a roadmap forward for achieving this goal.


What is wrong with the IMF? The hypocrisy gap between word and deed

In chapter 1, we established that the fallout of the 2008 financial crisis reversed the decline of the IMF. Now nearly a decade out from the crisis, the IMF has re-established itself as a powerful player in global governance. This resurgence is expressed most directly by an upsurge in activity and initiatives tied to its formally mandated areas of surveillance, lending, and CD. Along with strong support of the United Nations’ SDGs, the IMF is also engaged with other IGOs, including the G20 and World Bank. In addition, bilateral partnerships and work with the EU around CD signify a confident institution that is interested in proactive engagement and leadership. We note three other encouraging, but unresolved, themes that could serve to substantially reform the institution.

First, under the leadership of Christine Lagarde, the IMF recognizes that there are multiple headwinds in the twentyfirst century that threaten liberal multilateralism. In response, the Fund has resolved to address several underlying issues that fan the flames of resurgent protectionism and reactionary nativism now sweeping the globe. This translates into an institutional rethinking of how deeply the IMF steps into areas that traditionally it has kept at arm’s length. Such commitment to a “multilateralism for the twenty-first century” serves as one component in a broader shift toward more engagement with social dimensions of macroeconomics. This stands out most clearly in the IMF’s central role and support of the UN’s SDGs. Issues related to equality, gender inclusivity, and environmental degradation have moved from the fringes of the institution to centerpieces of its agenda.

The third theme we highlight includes the small steps the IMF had undertaken to increase the voice of poor and underrepresented states in its governance through the 14th General Quota Review. We argue that full commitment to these themes serves as a template to restore IMF legitimacy at a time when its global leadership is desperately needed. Heightened expectation, however, also produces higher risk. If the IMF fails to effectively address the issues it has identified as necessary for reform, the broader liberal order will come under increased threat from reactionary politics.

As examined in chapters 2–5, there are multiple areas where the IMF’s track record of a gap between word and deed reinforces distrust of the institution. In chapter 2, we focused on the IMF’s governance and showed that there is disconnect between an institution that champions a rules-based and objective engagement with its member states and the current state of internal Fund governance. Foremost, developed economies, particularly the United States and European states, enjoy disproportionate power in governance relative to their declining share of total global economic influence. This is most problematic with the unique position that the United States holds: it remains the only member state that can unilaterally block IMF decisions. Questionable “old boys’ club” rule making around governance was identified. We highlighted, for example, the unwritten rule that the head of the IMF is always European to stress how the IMF undercuts its legitimacy among its member states in the Global South. We also are concerned that up-and-coming member states read the informal signals at play in the institution and respond in kind. The quid pro quo for China in the creation of the third deputy MD position in exchange for support of the initial election of MD Christine Lagarde in 2011 serves as a cautionary example of what the IMF should avoid in future governance reform.

In chapter 3, we shifted focus from IMF governance to surveillance. We found several areas where a history of institutional bias toward wealthier economies translates into poor institutional performance. This is most egregious in regard to the IMF’s poor track record in predicting and preventing crises, born of a highly fragmented system of surveillance unable to effectively analyze interconnections between member state economic policy choices and broader regional or global spillovers. This undermines confidence in the IMF’s so-called macroeconomic expertise.

As with the Chinese critique of IMF surveillance, we argue that the IMF’s surveillance shortfall is tied in part to a disproportionate amount of institutional time and energy devoted to middle-income and poor states’ bilateral surveillance, which comes at the expense of effective multilateral surveillance. Chapter 3 also highlighted that there is a history of bias in the IMF toward powerful states when they undergo bilateral surveillance, particularly the United States, and that these biases undermine effective multilateral surveillance. An example of this was the Article IV Consultations of the US prior to the 2008 crisis that saw no warning signs of financial instability.

We are happy to report that the IMF’s 2014 Triennial Surveillance Review has recognized some of these weaknesses, particularly in bilateral surveillance, and has offered some corrective action. A commitment to evenhandedness, greater communication between staff and country authorities, and the recognition that staff involved in Article IV Consultations must develop a deeper understanding of the political and economic realities of the country in question are all welcome developments that could help increase the legitimacy of, and trust in, the IMF. Another key finding from chapter 3 is that low-income states welcome IMF surveillance, a stance not shared by emerging economies and advanced economies. LICs also have much higher levels of trust of the institution and its staff. While we have no direct causal evidence to support our analysis of this intra-institutional divergence, we hypothesize that increased trust between IMF staff and LIC authorities is a by-product of increased collaboration and communication tied to the PRS process and concessional lending operations.

IMF short-term lending and conditionality, arguably the most controversial policy area of the institution, were the focus of chapter 4. Drawing from constructivist-inspired studies of the IMF, we identified four key norms that have evolved in the institution, and how the interplay of these norms has shaped macroeconomic and structural conditionality tied to short-term loans. We also noted that these normative frameworks, even those formed nearly seventy years ago, still impact current policy choices.

First, architects of the IMF, including John Maynard Keynes, specifically argued against conditional lending. This changed quickly once the IMF came online – ever since, the majority of IMF lending adopts some form of conditionality.

Second, while the IMF has Keynesian roots, it quickly distanced itself from activist monetary and fiscal policy intervention, particularly to correct short-term economic contraction. As such, price stability, rather than a focus on employment, became the primary concern of IMF staff when analyzing countries in balance of payment crisis.

Third, the Polak model, developed initially in the 1950s, focused staff attention on the level of domestic consumption relative to economic output and pushed states to adopt deflationary policies to correct balance of payment deficits. As the IMF expanded short-term lending to developing countries in the 1950s and 1960s, policy advice consistent with inflation management and the Polak model was integrated into conditionality.

Fourth, a broad-based ideological move to the right in the economics profession in the 1970s and 1980s expressed itself in the IMF’s adoption of Washington Consensus reforms. This was expressed both in deflationary conditions tied to macroeconomic outcomes, and in the emergence of structural reforms that championed privatization and liberalization.

We highlighted how the institution’s predisposition to homogenous thinking, combined with the ideological move to the right, produced a “one size fits all” liberal market policy package with subsequent poor results. Although we stand nearly two decades out from the end of the Washington Consensus period, norms tied to this ideological framework remain in the institution. At the same time, fallout from the Asian financial crisis of the late 1990s and the 2008 financial crisis infused the IMF with competing ideas of appropriate macroeconomic response and how deeply the Fund should engage in development and social outcomes relative to its policy objectives. These competing ideas produce some of the current disconnect between IMF word and deed.

Another area where IMF talk and policy diverge involves the use of structural conditionality. While the IMF’s public narrative distances itself from structural conditionality, it remains a key component of IMF lending practices. As we discuss further in what follows, structural conditionality on its own terms is not problematic. Rather, it is the nature of the structural reforms in question that must be critically assessed to see if they produce effective macroeconomic and development outcomes. We find, for example, that the IMF’s lending record in LICs is characterized by consistently better outcomes on a series of economic and development metrics than are Fund operations in emerging and middle-income states.

The IMF’s third core activity, CD, is often overshadowed by more public controversies tied to surveillance and lending. In chapter 5, we highlighted that CD suffers least from institutional hypocrisy. In addition, we also see this branch of Fund activity as perhaps the most critical in ultimately pushing the IMF in a more effective direction. This is particularly salient in relation to the Fund’s support of the SDGs. CD programs are described by the IMF as a key mechanism to achieve widespread inclusive growth and financial inclusion and are focused primarily on issues of fiscal policy.

A tension point we uncover in our analysis involves two different visions of how CD should help achieve the SDGs. The first is born of a 2015 partnership between the European Union and the IMF and offers a more conservative and technocratic approach. In the “Collect More – Spend Better” strategy, reforms tied to CD will increase “domestic revenue mobilization” and ostensibly produce a stable taxation system with greater revenue for effective public spending.

A second approach is critical of the “Collect More – Spend Better” strategy as it remains tied to consumption-based regressive taxation, and seems disinterested in creating and implementing tax systems that progressively tax corporations and the wealthy. As we documented in chapter 5, some staff within the IMF’s Fiscal Affairs Department offer a more radical approach to the relationship between the SDGs and fiscal policy – namely, that CD should support the effective design and implementation of progressive taxation systems.



How to fix the IMF: Recommendations to close the hypocrisy gap

In chapters 6–9, we investigated how to fix the IMF, and in so doing, close the hypocrisy gap and increase the legitimacy and effectiveness of the institution. We began with governance reform in chapter 6, and argued that the IMF must democratize governance and decision-making. Thus, we identified several areas where the Fund is moving in the right direction, but at a pace, we argue, that is slower than necessary. With the adoption of the 14th General Quota Review in 2016, voting power on the IMF’s Executive Board more accurately reflects the distribution of global economic power. China, for example, now has the third most votes of any member state in the institution. While Europe as a region has lost some of its voting power, India, Brazil, and Russia have gained. Low-income states, which make up one third of the states in the IMF, managed only to maintain their roughly 10 percent of total voting share. The 15th General Quota Review, already in progress, offers an important opportunity to further balance voting share in a manner that gives greater voice to poor and middle-income states. Another area that we support is the new requirement that all EDs, even those that represent one state at the Executive Board, must be formally elected into their position.

These are positive steps, but are not enough to resolve blatant bias in IMF governance in favor of Europe and the United States. As such, we call for the elimination of the tradition of de facto European leadership of the institution. There is no rationale for this informal rule; keeping it is frankly an embarrassment for an institution that champions meritocracy over privilege. Another area of the IMF’s governance that does not stand up to the principle of shared multilateral governance involves the fact that the United States alone can veto an IMF decision. There is clear evidence that the US has a track record of politicized IMF decision-making (although we are under no illusion that any nation-state given the same power would not rationally pursue similar behavior). This institutional rule is also particularly troubling in the new reality of 2017, with a reactionary and protectionist US president in office.

In chapter 7, we called on the IMF to diversify its staff. More specifically, this chapter highlighted that the IMF’s internal culture, characterized by hierarchy, bureaucratized silo mentality, conformity, and technocratic economism, is interrelated with its hiring practices. Through its EP, for example, the IMF reinforces a pattern of narrowly defining how the institution should engage with macroeconomic issues. Young recruits hired by the IMF generally also have little experience outside of the highly specialized areas of their academic training. When socialized into the Fund’s economistic culture, new EP staff adopt – and reinforce – a mindset that the IMF shouldn’t engage with the political realities of its member states. While the Fund should be commended for increasing the geographical and gender diversity of its staff, the majority of staff economists receive their training in elite PhD programs in the United States and the United Kingdom.

As such, while the IMF should continue in its efforts to recruit the “best and brightest,” evidence from this chapter underscored that it must prioritize the recruitment and hiring of individuals who sit outside of the Anglo-American academic bubble. This could include, for example, more staff trained in Chinese, Indian, or African PhD programs. If the Fund fails to diversify its staff and subsequently is unable to reform its internal culture over the next several decades, we maintain that the IMF will continue to underperform in mandated areas of surveillance, lending, and CD.

Staff diversity is particularly salient in the institution’s new commitment to concerns tied to inclusive growth and the SDGs, the focus of chapter 8. We call on the IMF to fully commit to inclusive growth. So, what does “full commitment” look like in the institution?

The post-2008 period is characterized by the emergence of new initiatives that challenge long-standing norms within the institution. A focus on inclusive growth, for example, stands in stark contrast to the orthodox “growth first” framework that characterized the Washington Consensus period. With its focus on themes of redistribution, gender inclusivity, and environmental degradation, inclusive growth seriously challenges the IMF’s long-standing normative framework wary of market-distortive intervention. It is therefore not surprising that two understandings of inclusive growth have emerged in the institution since 2011.

The first is an overall conservative approach that draws from broadly technocratic solutions. This vision stands in contrast to that of a minority of influential IMF staff housed primarily in the Research and Fiscal Affairs departments. In this understanding of inclusive growth, the Fund should present a more active macroeconomic stance that progressively taxes income and capital, and which avoids unnecessary austerity and inequality.

Perhaps the most important aspect of this framing of inclusive growth is support of structural reforms focused on gender inclusion, the strengthening of labor rights, and even unionization in some cases. We support the second vision and also advocate for a more systematic way to measure progress toward the SDGs and inclusive growth. We also see the other areas we identified in chapters 6 and 7 as interrelated with the potential success of this vision. Governance reform that enhances the voice of middle-income and poor states, along with a more diverse IMF staff, would provide greater opportunities to build internal coalitions that would push the institution to commit fully to an inclusive growth model that promotes greater economic and gender equality, financial inclusion, and economic practices that reduce environment degradation.

Finally, in chapter 9, we highlighted that the IMF must step up its collaborative work with other IGOs tied to its mission and the NGO community. Systemic trends in both global governance and the increasingly interlinked global economy point to the higher likelihood that the IMF will need to increase its collaboration with other IOs and NGOs. We commended the IMF for its work with the G20 and its FSB, and argued that the Fund should continue to deepen ties with both. On development issues and the new SDGs, the IMF’s relationship with the World Bank is crucial. Here, organizational cultural differences between the IMF and World Bank need to be recognized so that proper incentives and measures are instituted to ensure institutional best practices. We also urged the IMF to forge stronger ties with the new AIIB. While we expect this relationship to have growing pains, we maintain that a healthy tension could emerge between the two institutions that ultimately makes each better in its respective area of expertise. Collaboration with NGOs serves as the final, and critical, relationship that must be enhanced for the IMF to increase its effectiveness and legitimacy.



Conclusion

Many of the recommendations we highlight to fix the IMF will not come easily. How, then, do we move forward with IMF reforms that will close the hypocrisy gap, particularly in the context of global reactionary politics?

Recent studies of IMF reform undertaken by Hibben (2015, 2016) and Clegg (2012) offer a starting point to organize for effective reform. Hibben (2015, 2016) identifies two tiers of actors tied to IMF processes of policy formation and change; so-called “primary actors” include powerful states, IMF staff, and the MD. “Secondary actors” include the US Congress, NGOs, and less powerful states. In cases of LIC reform, Hibben found that some form of coalition was necessary either between two primary actors, or between a primary actor and a secondary actor. Key here is that no actor, even the powerful United States, could go it alone. Coalition formation was always necessary. Hibben also found that the size of the coalition increased its leverage for policy change. Applied to our concerns, strategic coalition building between sympathetic actors serves as a first step to begin fixing the IMF.

Clegg (2012) identifies two blocs of powerful states in the IMF in the post-2008 period. The US and Germany represent the “minimalist” bloc and have less interest in pushing the Fund toward development issues. France and the United Kingdom, in contrast, have consistently supported development initiatives in the post-2008 period and thus serve as more logical coalition partners for reform. Clegg (2013, 2014) also highlights the unique role of the US Congress in IMF reform efforts. The Congress can pass mandates that direct the secretary of the Treasury to instruct the US ED to pursue specific policies. This offers another leverage point for coalition formation and subsequent reform.

If the IMF’s power in global governance can be combined with effective reform, the liberal political and economic project it supports will not only survive, but thrive. The alternative, we fear, will only reinforce the ascendant winds of reactionary politics on a global scale. In sum, if ever there was a time when the world needed an effective and reformed IMF at the center of what Christine Lagarde describes as a “new multilateralism for the twenty-first century,” that time is now.
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