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INTRODUCTION

The IMF and World Bank are targets of endless criticism. Left-wing groups
denounce them as tools of U.S. imperialism. Antiglobalization websites accuse
them of enforcing global capitalism. Right-wing think tanks accuse the Fund
and Bank of supporting corrupt elites and governments that cripple their
economies, maul their environments, and oppress their people. In 2004 it was
revealed that even the terrorist group Al Qaeda may have planned an attack on
the institutions.

Protesters see the IMF and World Bank as bastions of capitalism and global-
ization. Some would like to reverse both processes. Others criticize the institu-
tions but see them as vital if governments are going to manage the global
economy—an alternative to unfettered capitalism in which firms and private ac-
tors compete without restraint and governments stand by and watch. So what
are the IMF and the World Bank, what do they do, and how well do they do it?

Since at least the early 1980s, the IMF and the World Bank have encouraged
countries to integrate into the world economy. Each institution presents dazzling
figures about the overall gains to be made from integration. If the world were
further to liberalize trade, the World Bank estimates, within ten years develop-
ing and industrial countries would stand to gain additional income of US$1.5
trillion and US$1.3 trillion respectively, with the gains lifting an additional 300
million people out of poverty by 2015 (World Bank 2003). The IMF highlights
the potential gains to be made by freeing up flows of money and opening up cap-
ital accounts, pointing out that net flows to developing countries tripled, from
roughly $50 billion a year in 1987–89 to more than $150 billion in 1995–97
(IMF 2005).

This vision has been translated into a determination to ensure trade liberal-
ization, privatize state-owned enterprises, open up developing countries to for-
eign investment, and deregulate labor markets in member countries. Yet
unleashing these market forces was not the core part of the original mandate of



each organization. These public sector institutions were created not to feed global
markets but to step in where markets fail and mitigate the harsh effects of global
capitalism.

The founders of the IMF and World Bank created them to help balance growth
in the world economy. They wrote charters for the institutions directing them to
protect employment and standards of living in all countries, and also to facilitate
the balanced growth of international trade, stimulate employment and real in-
come, and develop the productive resources of all member countries. In each in-
stitution these goals were to be achieved through a pooling of resources, credit
risk, and information and research capacity. Working together, governments
could overcome barriers to cooperation and mutual assistance. Politics and po-
litical influence would be kept out of institutions. Boards of proficient technocrats
would run them, and highly trained economists would staff them.

What happened to that dream? In 2000 Joseph Stiglitz controversially de-
scribed the IMF’s economists as “third-rank students from first-rate universities”
and argued that their use of out-of-date economics had forced East Asian coun-
tries and Russia to undertake the wrong economic policies and driven them
deeper into crisis (Stiglitz 2000, 2002). On the face of it, his remark suggests that
economic theory—good or bad—defines the work of the IMF and the World
Bank. Stiglitz and others characterize the institutions as technocratic agencies,
generating and applying economic knowledge. On this view a new and better
Washington consensus applied by the institutions could rectify their alleged
wrongdoing (Stiglitz 2002). I disagree.

The IMF and the World Bank are political institutions created by governments
to achieve particular purposes that have changed over time. In every decade, their
major shareholders have set clear financial and political limits on what each
agency does. Equally powerful in shaping the agendas of the Fund and the Bank
are the staff and management, who seek to protect and advance their turf. Like
most bureaucracies, these two tend to fall back on existing habits and solutions
to deal with unforeseen and unexpected problems, tailoring their solutions or ad-
vice to match available resources. What they do is not just a product of how good
their economics is or isn’t.

This book is about the relationship between political power, economists, and
borrowing governments in the work of the IMF and the World Bank. It sets out
to untangle how politics, ideology, and economics drive them. It explains why
the institutions do what they do, how they learn (or fail to learn) from their suc-
cesses and failures, and how their behavior has evolved over time. That said, I
focus specifically on the lending relationships between the institutions and their
members and not the role of either institution in monitoring, regulating, or re-
porting on relations among industrialized countries (cf. Pauly 1997).

The Globalizers

The greatest success of the IMF and the World Bank has been as globalizers. As
this book will show, they have integrated a large number of countries into the
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world economy by requiring governments to open up to global trade, investment,
and capital. They have not done this out of pure economic zeal. Politics and their
own rules and habits explain much of why they have presented globalization as
a solution to challenges they have faced in the world economy.

By the late 1990s the IMF and World Bank were particularly focused on three
different problems in the world economy. The first and most obvious was crisis
management. In East Asia and Latin America the institutions were called on to
manage and contain financial crises. A second and sometimes overlapping role
was transition. In Russia and the former Soviet republics, both the Fund and the
Bank were deployed to foster transition from centrally planned to market-ori-
ented economies. The third role shared by the institutions was development in
the poorest, often war-torn parts of the world. In Africa and in some of the least
developed countries in the world the institutions have been attempting to jump-
start development and to alleviate poverty.

In each role, the institutions have been guided by the governments that cre-
ated and run them and in particular by their most powerful member states. They
have also availed themselves of impressive resources—economists, research,
data, personnel, and lendable funds—all mainly based at their headquarters in
Washington D.C. Yet the efforts of both institutions in all their three major roles
have been widely criticized, even within their own walls. In financial crises they
have been derided for imposing harsh and ineffective conditions. In Russia and
the former Soviet republics they have been accused of fostering crony rather than
market capitalism. In respect of Africa, critics converge in accusing both insti-
tutions of contributing to an ongoing crisis of indebtedness, stagnation, and
poverty.

Evidence of failure has provoked ongoing change in each institution. Some
would say they have learned from their experiences. In the IMF in recent years
the scope and content of conditionality have been questioned and to some degree
rewritten. Operational methods have been expanded. The institution has created
an office of independent evaluation to better learn from its experiences. In the
World Bank change has been more dramatic. The institution has not only sought
constantly to improve its thinking or “development framework,” it has also gone
through several bouts of internal restructuring and reform. In both institutions
the experiences of the 1980s and 1990s have led to a rewriting of what outsiders
call the Washington consensus. The result is that the Bank and Fund now advo-
cate a set of policies that emphasize good governance and the need for sound po-
litical and legal institutions as a prerequisite for effective economic policy.

What is not clear is how far the institutions will take their learning process.
Their rhetoric increasingly emphasizes goals of equitable economic development
and poverty alleviation in borrowing countries, yet they face the same resource
constraints as before in dealing with these issues. Both institutions have paid lip-
service to a new, more participatory and inclusive formulation of policy, empha-
sizing stronger “country ownership and participation.” Taken seriously, this
approach would entail a radical change not just in the content of conditionality
but in the day-to-day work, headquarters, structure, and staffing of each of these
Washington-based institutions. Each institution has decentralized a little—the
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World Bank far more than the IMF. However, more profound changes are un-
likely to be in the minds of the most powerful member countries that control the
institutions.

Riding Three Horses at Once

This book explains why the IMF and World Bank do what they do. Neither in-
stitution fails because it is run by economists incapable of dealing with contem-
porary economic problems. Instead, three distinctive forces shape what the
institutions do and determine how effectively they do it.

First, powerful governments influence the agenda and activities of both the
IMF and the World Bank. The political preferences of the United States and other
industrialized countries provide a strong bottom line or outer structural con-
straint within which the IMF and World Bank work. In high-profile cases where
major economic or geostrategic interests are at stake, such as in Argentina, Ko-
rea, or Russia, the U.S. Treasury leaves a clear trail. But this leaves a lot unex-
plained. Competing and different interests within the United States can lead the
institutions in different directions. Furthermore, the United States does not al-
ways take a strong interest in the activities of the IMF and World Bank, such as
in parts of sub-Saharan Africa.

Beyond the bottom line set by powerful governments, the work of the IMF
and the World Bank is influenced by professional economists whose labors are in
turn shaped by a particular institutional environment. The work of economists
is vital in providing roadmaps for policymakers contemplating change. Techni-
cal work is almost always a necessary condition for policy change. But policy is
shaped by other forces. Often Fund and Bank prescriptions are based neither on
clear evidence nor on pure expert analysis or predictions. Instead they reflect bu-
reaucrats trying to square political pressures and institutional constraints.

Finally, the Fund and Bank rely heavily on relationships with borrowing gov-
ernments. Without a strong demand from member governments for loans as well
as monitoring, the institutions would have no fee-paying clients. When they work
with governments, their influence is in part persuasive and in part coercive. They
can lend, catalyze other lending, or indeed stop lending. Equally, they can define,
impose, and monitor tough conditionality on borrowers. This gives them obvi-
ous bargaining power. But the record of failed conditionality reveals that bor-
rowing governments seldom actually do as they are told (Killick 2002). The
power to enforce conditionality by withholding money or the like can be easily
dissolved by powerful political pressures to continue lending. Equally, the insti-
tutions sometimes have their own reasons for not enforcing conditionality, such
as to ensure repayment of their loans. This puts an emphasis on a more subtle,
persuasive kind of influence.

The IMF and World Bank bring potential solutions to policymakers in crisis-
ridden member countries. These solutions are backed up by the status and im-
primatur of the institutions and sometimes they tip the domestic political balance.
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Put another way, where a policymaker wishes to pursue a particular policy, Fund
or Bank conditionality can give him or her an additional bargaining chip with
which to persuade or marginalize domestic opponents particularly in the context
of a crisis. Reformists in South Korea, for example, after the financial crisis in
1997, were able to rapidly pass institutional reforms in the financial sector that
had previously been recommended by a national Financial Reform Commission
and rejected by legislators (Haggard 2000, 102). Equally, in Mexico and Russia,
as chapters of this book reveal, external pressure has played a critical role in
weighting the case of one group of policymakers against another.

The persuasive influence of the IMF and World Bank is at its height when deal-
ing with able and willing interlocutors in borrowing governments. Where gov-
ernment officials are sympathetic to the policies prescribed by the Fund and Bank,
and where these officials enjoy power and authority to implement such policies,
the Fund and Bank will succeed. Paradoxically, this success becomes more and
more difficult as policy-making is opened up to greater numbers of participants,
more interest groups, and further debate. Throughout the 1980s the Fund and
Bank enjoyed particularly secretive and insulated relations with government of-
ficials. This enhanced the institutions’ capacity to offer sympathetic policy-mak-
ers some leverage. However, by the end of the 1990s, each institution was calling
for more open and participatory processes of economic policy-making in bor-
rowing countries. This alters the bargaining power which accrued from the se-
crecy of negotiations.

Democratizing economic policy-making erodes the influence of the IMF and
World Bank but this is not a bad thing—unless you believe that the Fund and
Bank promulgate economic policies which are bound to have beneficial effects.
In fact, controversy rages as to whether the prescriptions of the IMF or the World
Bank improve the economic prospects of countries. Critics argue that they do not,
at least in part because the Fund and Bank emphasize the wrong priorities and
sequencing of economic measures. By contrast many staff within the organiza-
tions point to failure on the part of borrowing governments that lack the resolve
to implement prescribed policies.

The evidence about IMF and World Bank impact is mixed. Each institution
has undertaken rigorous studies. Up until 1990 the IMF had undertaken nearly
a dozen internal analyses as to the effects of its structural adjustment programs.
The results highlight possible successes but also instances where specific condi-
tionality was probably wrong or based on underestimations, and overall there is
little conclusive evidence of a net positive effect (Khan 1990; Boughton 2001,
614–29). Outside experts and critics have been more damning (Killick 1995,
Cornia et al. 1987).

The World Bank’s internal reviews are no less convincing. Lending is subject
to an annual appraisal that judges the satisfactoriness of Bank programs and
structural adjustment loans in terms of development outcomes, the impact on in-
stitutional development (improving a country’s capacity to use its human and fi-
nancial resources effectively), and the sustainability of the project over the longer
term. The results from the late 1980s up to 1997 suggest that around one third,
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sometimes more, of Bank-supported projects had unsatisfactory development out-
comes, close to two-thirds of projects were judged not to have had a substantial
impact on institutional development, and over a half were judged to have unsat-
isfactory or low sustainability. An internal Bank report in 1992 argued that a very
low Bank failure rate could suggest that the Bank “was not taking risks in a high-
risk business” (Portfolio Management Taskforce 1992, 3), indicating that the
Bank would then be doing little more than unnecessarily lending where private
sector lenders would lend. The Bank’s own rewriting of conditionality since the
early 1990s recognizes concerns about the content, appropriateness, and effects
of World Bank conditionality.

There is no incontrovertible evidence that the IMF and World Bank know
what is good for their borrowing countries. More important, there is even less
evidence that what they know translates into what they require of governments.
Overall, powerful states set the boundaries within which the IMF and World
Bank work. Within those parameters, professional economists and staff draw up
the details. They work with an eye on the political masters of the institutions and
equally with a view to promulgating their own and their institution’s interests.
They express their solutions in the language of professional economists. Once so-
lutions are defined, staff take their mission into the field. There they must coerce
or persuade borrowing governments to undertake prescribed measures. Their in-
fluence in the short term depends on local conditions and whether politicians
have an interest in using Fund or Bank resources or conditionality to bolster a
particular position or policy. Longer term the influence of the institutions is af-
fected by the perceived quality and economic impact of their advice. Each insti-
tution has evolved a particular knowledge and organizational structure to define
and undertake their respective missions.

The Fund versus the Bank

Analyzing the World Bank and International Monetary Fund together is contro-
versial. Staff members in each institution cannot bear for the Bretton Woods
twins to be described in the same sentence of a book. Although separated by just
a few meters of asphalt, the staff and management on either side of Nineteenth
Street in Washington, D.C., never cease to remind outsiders of the tremendous
cultural, organizational, and ideological gap between the institutions. Picture the
underground tunnel that joins the two buildings, permitting staff to dash from
one building to the other without having to negotiate traffic and rain. This walk-
way is aptly painted with a thin blue line—amusing because it echoes the use of
a thin blue line by UN peacekeeping forces that bravely separate warring parties.
Often the Fund and the Bank are engaged in a form of conflict with one another—
a turf war that results when each institution vies for the lead role in promulgat-
ing a particular economic reform.

There are some significant differences between the institutions. The most ob-
vious differences are in size and culture. The Fund is mostly housed in one build-
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ing. With a staff of 2,650 (in 2002), the institution prides itself on being cohe-
sive, consistent, and tightly disciplined. By contrast, the World Bank sprawls
across several buildings in Washington and has decentralized some of its opera-
tions to the field. With a staff of more than ten thousand, the organization pre-
sents itself as open, multidisciplinary, innovative, and more in touch with the
grassroots and people who drive development. These differences are widely felt
by staff working within the organizations and by their interlocutors in borrow-
ing countries. However, cutting across the differences in size and culture is the
fact that the senior staff in both organizations share a very similar training.

At the top of both institutions senior managers are overwhelmingly trained at
graduate level in economics or a closely related field in a North American or an-
glophone university. They work within a similar chain of command. Both agen-
cies are strictly hierarchical, with junior staff reporting to senior managers and
so forth up the chain of command. Only very rarely do senior staff across the
Fund and Bank differ in their views about an approach to economic policy. Of-
ten where disagreements arise, they exist within each institution as well as across
the street. When the Fund and Bank quarrel it tends to be more about turf than
substance. Their disputes are usually about which institution should take the lead
on which issue rather than about which policy should be supported.

A deeper difference between the institutions is that they were created with dif-
ferent roles. Established at the end of the Second World War, each institution was
given a distinct mandate. The Fund was charged with ensuring a stable interna-
tional monetary system that would foster equitable growth within and among its
member countries. It was expected to undertake surveillance of all members’ ex-
change rate policies and control a pot of resources from which it could lend di-
rectly to members encountering temporary balance of payments problems. By
contrast, the World Bank was created to channel investment into projects within
countries in need of reconstruction and development. The Bank would raise
money in capital markets and lend it to members at market interest rates. It would
evaluate the soundness of any project for which a member wanted to borrow,
giving technical advice where necessary. Hence a natural division was established
between the two institutions from the outset. That division has eroded sharply.

In the first place, the institutions have come to service the same pool of clients.
The lion’s share of their work is with developing, emerging, and transition
economies, and they share the same objective in their work—to foster develop-
ment in these countries. The IMF has lost most of its earlier role managing the
exchange rate system, and the World Bank never became the central force for re-
construction in Western Europe after the war. Life rather quickly brought the two
institutions into the same arena. They aggregate and analyze data from the same
countries and undertake policy-relevant research into what would improve the
economic performance of those countries.

In the second place, both institutions are primarily engaged in conditional
lending. From its first operations the IMF required certain policy reforms from
countries wishing to borrow from it. In formal terms, conditionality was held up
as necessary to safeguard the short-term use of the institution’s resources. The
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World Bank began its operations making very similar requirements of its bor-
rowers. As early as the 1940s it was stipulating overall policy commitments from
borrowers as a precondition for a loan (see chapters 1 and 2). Furthermore, mem-
bership and the completion of negotiations with the IMF were preconditions for
a World Bank loan. The debt crisis in the 1980s brought the two institutions yet
more constantly into overlap as each focused intently on structural adjustment
in debtor countries in order to safeguard its own lending and to promote an iden-
tical set of conditions defined as necessary for long-term growth.

In theory the institutions take charge of different areas of conditionality. A
concordat established between them specifies that the Bank has “primary re-
sponsibility for the composition and appropriateness of development programs
and project evaluation, including development priorities.” The Fund has “pri-
mary responsibility for exchange rates and restrictive systems, for adjustment of
temporary balance of payments disequilibria and for evaluating and assisting
members to work out stabilization programs as a sound basis for economic ad-
vance” (Boughton 2001, 997, and excellent discussion in chapter 20). Yet in prac-
tice each institution finds it extremely difficult to stay out of the other’s area of
policy, as is evidenced by the periodic attempts to rewrite the concordat dividing
responsibilities between the institutions and continual declarations of intent bet-
ter to collaborate and cooperate with each another. In essence, both the IMF and
the World Bank are engaged in leveraging loans to ensure a jointly defined pro-
ject of policy reform in borrowing countries on top of which the World Bank un-
dertakes project lending.

The overall structure of governance of each institution is very similar. Their
respective Articles of Agreement place a Board of Governors comprising national
policymakers at the top of hierarchy with the day-to-day work being undertaken
by a Board of Executive Directors who live in Washington, D.C. Their senior
managers have similar powers and duties. A constituency system is used for the
representation of members, and voting power is allocated among members in vir-
tually identical ways within each organization. The funding and resources of each
organization are differently structured, but as is explored in chapter 2, the poli-
tics of increasing their funding has brought to bear very similar pressures.

All that said, the Fund and Bank interact very differently with the outside
world. The Bank has become an extremely porous organization in which the
voices of nongovernmental organizations and civil society reverberate loudly.
One analyst describes the modern Bank as a Gulliver tied down by endless
threads of socially active groups (Wade 2001). An Inspection Panel created in
1993 permits people affected by a Bank project to bring complaints directly to
the Bank and to have the institution’s adherence to its own rules and operating
procedures scrutinized. This has made the Bank’s operating procedures and
guidelines more transparent. Equally powerfully, in the 1990s the Bank made
public the shortcomings exposed in its own investigation into its loan portfolio
effectiveness. The ensuing public debate about the Bank has expanded to engage
virtually every aspect of the Bank’s work and potential impact, including on the
environment, gender relations, people with disabilities, and so forth. Meanwhile
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the Fund has stayed relatively insulated, choosing its own pace and style for in-
teracting with civil and not-so-civil society—“a tidy disciplinarian wanting to be
respected but not loved,” to quote its historian (Boughton 2001, 996).

For all their differences of style, in the twenty-first century Fund and Bank 
officials are engaged in four principal activities: research and its dissemination;
policy conditionality and technical advice; emergency financing and crisis man-
agement; and longer-term debt relief and development financing. They share the
challenge of working with a large number of very diverse countries, and yet at
the same time each institution needs to demonstrate that it is treating all mem-
bers fairly and equally and that its advice is consistent and coherent. The record
of each institution in meeting these challenges provokes similar criticisms and 
responses.

Critics claim that the Bank and Fund have a record of unmitigated disaster.
They argue that both institutions leave poverty and failure in their wake. Their
incompetence, their subservience to the United States or to Wall Street, and their
lack of accountability to other members has led them to throw good money af-
ter bad and to support bad causes and bad governments. Certainly evidence of
failure may be found even in the Fund and Bank’s own studies and evaluations.
But “success” for these agencies is difficult to measure. They are public, univer-
sal agencies for a reason. Missing from the critics’ view is the fact that the Fund
and Bank exist in large part to go where angels fear to tread. Their task is to sup-
port countries, projects, and policies that may be risky, which take a long time
and will not necessarily attract private sector loans. They are not private bankers
or investors. They are public institutions with public purposes. If they enjoyed a
100 percent success rate and return on every loan, we would have to ask why
public institutions were needed. That said, there is a serious gap between what
the IMF and World Bank attempt to achieve and what their record shows they
can deliver.

From Political Miracle to Vexed Institutions

The book begins by tracing the creation and evolution of the institutions. The
historical record helps us critically evaluate the nature of the organizations.
Emerging out of a process of postwar accommodation and cooperation and the
searing experiences of the Great Depression and the Second World War, the IMF
and World Bank promised a way to manage the world economy in a more ra-
tional and cooperative way. Their creation was described by one of their founders
as a political miracle. Chapter one highlights several original features of the in-
stitutions, which made them relatively independent of their political creators. But
the chapter subsequently reveals the way the United States and its changing vi-
sion of global order and justice has shaped their evolution.

Chapter 2 takes us further inside the walls of the agencies to examine how the
Fund and Bank have each come to define its mission. In the 1980s they seemed
to converge in the so-called Washington consensus. But why did this happen? The
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chapter pits two competing views against each other. Economic theory as ana-
lyzed and perfected by the professional staff in each institution is one answer. But
it is unpersuasive. Economic theories are usually subservient to the needs of the
bureaucracy and the demands of the job, and the material interests of the most
powerful members of each organization. Once we take these political pressures
into account, we begin to see what blinkers and hobbles each agency, such as in
the run-up to financial crises in Mexico at the end of 1994 and in South Korea
in 1997.

The mission of the IMF and World Bank is not just to define economic pro-
grams. Each agency seeks to persuade borrowing countries to implement specific
reforms. Chapter 3 explores how they might do this. Each institution deploys a
mixture of technical advice and coercive power in bargaining with borrowing
governments, lending or withholding resources, disbursing or suspending pay-
ments, and imposing various forms of conditions. Yet the institutions can suc-
cessfully deploy this power only where they find and work with sympathetic
interlocutors who are both willing and able to embrace the priorities preferred
by the institutions. Willing policy-makers are produced by circumstances as well
as ideology and training. Able policy-makers (who can deliver what they
promise) are affected by the configuration of political institutions within which
they work. Where economic policy is centralized and relatively insulated from
other political pressures, the potential influence of technocrats and their advisers
in the IMF and World Bank is high, particularly in bureaucracies with high
turnover and adaptive capacity. Where legislatures, party politics, and electoral
cycles have a strong influence, the results will be messier, more subject to veto
players, and less easily influenced by the international financial institutions. This
is best seen by tracing some specific cases.

Chapter 4 examines a case where the institutions seemed successfully to ac-
complish their mission. By the 1990s, Mexico seemed completely to have ab-
sorbed the ideas of the Fund and Bank. This chapter examines why. It also draws
out what this case tells us about the conditions under which the Fund and Bank
are more and less successful in selling their ideas. Resources and the power to
leverage other investment into a country give the institutions coercive power. At
the same time, the Fund and Bank had persuasive power based on their knowl-
edge and status and the fact that they shared a mindset with specific local inter-
locutors. In Mexico both kinds of power came together to produce not just a
change in policies but a subtle reconfiguration of the institutions of policy-mak-
ing, which in turn deeply affected the implementation of reforms. However, once
democratization began in earnest in Mexico, the power and scope of the tech-
nocrats with whom the IMF and World Bank had a special relationship declined
sharply, as did the influence of the international financial institutions.

A very different case is that of Russia. The influence of the IMF and World
Bank in the former Soviet Union in the 1990s was always more limited. Having
leapt into helping to transform the Soviet economy, both the IMF and World
Bank soon found that lending for macroeconomic stabilization and specific pro-
jects was futile in the absence of a much broader project of systemic transfor-
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mation. The result was mission creep or an expansion of their operations beyond
their formal remit. Adjustment conditionality was augmented with deep institu-
tional reform and measures to strengthen and modernize state capacity. The IMF
and World Bank were soon engaged in producing standards and benchmarks in
areas such as the rule of law, anticorruption, popular participation in policy-mak-
ing processes, social protection, and poverty alleviation. Staff in both institutions
negotiated conditionality in areas in which they had no formal training or ex-
pertise. The impact on the Russian economy was seldom what the institutions in-
tended. As chapter 5 details, the absence of prerequisite institutions combined
with political, social, and economic forces to produce what the head of the IMF
referred to as crony capitalism and a team of World Bank researchers described
as state capture and corruption.

The experience of the IMF and the World Bank in Russia fostered an ongoing
very public, rancorous debate about the institutions. Yet in many respects their
mistakes in Russia were much less significant and damaging than those made in
a different and much more vulnerable part of the world. Chapter 6 explores the
involvement and adaptation of the institutions in sub-Saharan Africa. Some deep
failures in countries in that region have led each institution profoundly to ques-
tion the approach and priorities in dealing with the least-developed countries in
the world economy. Within the Fund and Bank a new approach is now being fos-
tered. However, the revised mission in Africa is challenging—not just to how the
institutions do their business but equally to what the institutions are.

The conclusion outlines the case for rethinking the objectives, methods, struc-
ture, and governance of the IMF and World Bank. In the twenty-first century both
institutions face demands to be more democratic and accountable. Their present
structure reflects their historical origins as technical, sovereignty-respecting or-
ganizations. They were created to work among states not within them. Today
they are more politically intrusive. Their roles take them deep into policy-mak-
ing within countries, and most especially in the developing world. The mission
of the Fund and Bank needs rethinking, as does the way they undertake it. In a
world which puts a premium on democratic values of representation and ac-
countability, the challenge explored in the final chapter is how new demands can
be balanced within the older structures of power and influence.

A Few Choice Cases

In the contemporary study of international relations there has been surprisingly
little attempt to examine power, decision-making, and bargaining within the in-
ternational financial institutions, although an earlier wave of scholarship opened
up precisely these questions (Knorr 1948, Kindleberger 1951, Matecki 1956,
Cox and Jacobsen 1973, and for a useful survey, Martin and Simmons 1998).
This book brings to bear theories that help to illuminate the way power and in-
fluence work within the international institutions and in their relations with
countries attempting economic policy reforms.
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Students of the institutions have generally assumed that U.S. influence is al-
ways dominant and focused on explaining the outcomes of U.S. strategic choices
(Thacker 1999, Stone 2002). Others have examined the formal structure of prin-
cipal-agent relations in which the United States participates within the institu-
tions (Martin 2000, Gould 2004). What these analyses do not focus on is how
each institution does what it does and with what consequences for people and
politics in the countries it most affects

Power and influence are exercised both formally and informally in each insti-
tution. Some institutional constraints that shape the actions of the IMF and
World Bank can be analyzed as formal systems of incentives (Vaubel 1986). Oth-
ers are better construed as norms (Finnemore 1996). Building on previous analy-
ses, this book argues that the work of the Fund and Bank is constrained by scarce
resources, by the operational habits and norms, as well as by concrete incentives.
The senior management and staff have an interest in ensuring that each institu-
tion maintains a key role in the global economy. This requires constantly taking
on new roles. However, in the face of a new challenge, their response will be
shaped by previously tried solutions and operating rules and procedures. The lat-
ter serve to protect each institution from external attack, as well as to ensure min-
imum standards of quality and coherence in the actions of staff and consultants.
These institutional features powerfully channel the work of economists within
each agency.

I began this book because I wanted better to understand how small or poor
countries could best advance their case in dealings with international institutions
which seem apparently to be run by very powerful states. That required dissect-
ing the interplay of power, influence, and ideas in each institution and carefully
tracing the politics of their interactions with borrowing countries.

In studying the institutions I have used three kinds of sources. The official doc-
uments of the institutions have been used wherever possible. For the contempo-
rary period this has been made easier by the opening up of disclosure and archives
policies in each institution. Previously, official documents had to be obtained ei-
ther through member governments or through unofficial channels. Official doc-
uments often reveal very little about the politics of negotiations and the informal
channels of influence that often shape decisions within the Fund and Bank and
their impact on borrowing countries. For this reason a second vital source has
been extensive interviewing and contact with officials in the IMF and the World
Bank as well as with their interlocutors from countries including Mexico, Rus-
sia, Turkey, Venezuela, Peru, Jordan, Uganda, South Africa, Indonesia, Malaysia,
Argentina, South Korea, Japan, the United Kingdom, the United States, Canada,
and Italy.

A third source on the workings of the institutions themselves has been the rich
secondary literature documenting and analyzing the history of the IMF and the
World Bank. The early period of the institutions has been dissected and analyzed
by a host of scholars in history, economics, and international relations (see chap-
ter 2). Their institutional histories have been documented from within (and just
outside) their own walls. There is a long tradition of excellent official and semi-
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official histories of the IMF (Horsefield 1969, De Vries 1976, James 1996). These
sources are bolstered by more recent contemporary accounts of specific crises
(Blustein 2001). The latest official history by James Boughton is a remarkable
feat of scholarship and good writing and an indispensable source. Likewise the
World Bank is well served by detailed and revealing histories, including the frank
and insightful early volume by Edward Mason and Robert Asher (1973) and the
more recent compendious and richly detailed study coauthored and edited by De-
vesh Kapur, John Lewis, and Richard Webb (1997).

In studying the relationship of the IMF and the World Bank with borrowers I
have focused on three areas of the world: Mexico, Russia, and sub-Saharan
Africa. These areas were chosen because in Mexico the Fund and Bank claim to
have played a major role in facilitating reform—they, ostensibly, had successful
influence. In Russia the institutions are often cast as having had no impact in spite
of their vigorous efforts. In Africa the institutions are widely criticized as having
failed to catalyze economic growth and development or even to support the kinds
of institutions that might lead to development—they are said to have had a neg-
ative influence. These different impacts make these areas significant for heuristic
reasons. An exploration of each illustrates how the IMF and World Bank inter-
act with and affect domestic processes of economic policymaking. They point to
the conditions under which the international organizations have more or less im-
pact on borrowers. They illuminate the political and institutional implications of
reform. In each case a variety of sources is used.

In respect to Mexico the process of policy reform is studied from 1982 through
to the present day and a separate case is presented on the December 1994 cur-
rency crisis. Several sources are used to reconstruct the process, politics, and
mechanisms of influence, limits, and impact of the IMF and the World Bank.
First, a rich literature on the politics of adjustment and economic policy reform
not just in Mexico but throughout Latin America has been used. This includes
studies written both inside and outside of Mexico in Spanish and in English. Sec-
ond, official documents have been used, including government accounts and re-
ports, and documents exchanged between Mexico and the IMF and the World
Bank. Third, extensive interviews were undertaken throughout the period 1992–
95 with key members of the Mexican government involved in the reforms as well
as with Fund and Bank officials with whom they were negotiating and who were
overseeing the process (see chapter 4). Finally, contemporary news sources were
consulted in conjunction with interviews to assist in correcting for hindsight and
post-facto justifications.

In respect to Russia the role of the IMF and the World Bank from 1990
through until the end of the 1990s is examined. As with Mexico, the sources used
include a rich secondary literature on the process of transition in the former So-
viet bloc, official documents, interviews with key players, and contemporary
news sources. I traveled to Moscow in 1996 to conduct interviews for a docu-
mentary about economic reform in Russia. This permitted me to record inter-
views with a number of key politicians and advisers. In subsequent research I also
benefited greatly from collaborations with Nigel Gould-Davies, whose fluency in
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Russian and familiarity with Russian sources contributed enormously to our
joint work on the IMF and economic reform within Russia, and with Russia an-
alyst Alexander Zaslavsy.

In respect to sub-Saharan Africa I have relied heavily on the extensive sec-
ondary literature about individual countries as well as the region as a whole. Two
strands of work have been particularly useful. The first is a strand of political
science that has focused on the political economy of Africa, exploring the rela-
tionship between interest groups, governments, institutions, and policy-making
across the different countries of the region. In this literature the Fund and Bank
are hardly remarked on but the scholarship serves to provide a useful and rigor-
ous framework for understanding the domestic sources of policy. The Fund and
Bank are much more central in the vast and diverse scholarship in development
economics addressing the causes and consequences of economic failure in Africa.
This ranges from fairly orthodox economic analysis to more radical and eclectic
approaches. Finally, I have also used the compendious range of documentation,
research, and analysis kept within the IMF and World Bank on their members in
sub-Saharan Africa. Overall I must underscore the extent to which I am deeply
indebted to librarians, archivists, officials, and policymakers all over the world
for their patience and forbearance in assisting me in this research.
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Chapter 1

WHOSE INSTITUTIONS?

Within the IMF and World Bank several thousand economists do their best to
collect, analyze, and interpret data in a professional way. Their training and qual-
ifications in economics and finance are deemed essential to the task of advising,
lending, and giving technical assistance to countries. The managers and staff in
each organization take seriously their job of guiding and educating member gov-
ernments in an impartial way, using their expertise to enhance the scope for every
country to benefit from a more integrated world economy. Furthermore, each in-
stitution was created with a degree of independence from any form of political
control or influence. So why have the IMF and World Bank long been depicted
as a “US-serving control instrument over the economic and financial policies of
other countries, especially the so-called under-developed countries” (Furtado
1959)?

It is easy to see the U.S. influence in the institutions. They were created within
the United States mainly by that country and that is where they are headquar-
tered. In general their policies have reflected U.S. economic and strategic inter-
ests, particularly in opening up markets in all parts of the world. Yet it would be
wrong to assume that there is one set of U.S. interests shared by all parts of the
U.S. government and translated into official policy, which in turn determines
what the IMF and World Bank do in member countries. One can almost hear
U.S. officials who have worked with the agencies crying “if only.” More impor-
tant, if we stop at the observation that in general the United States dominates the
institutions, we write off the possibility that other countries or views might in
some way influence the work of the IMF and World Bank.

This chapter examines the actual influence of the United States in creating the
IMF and the World Bank and in shaping their subsequent evolution. Doubtless,
the United States has had an enormous influence over both institutions. But as
this chapter reveals, competing views within the United States are an important
factor in understanding that influence. So too, as later chapters will elaborate,



competing ideas within other governments and within the institutions themselves
affect what they do. In small but significant ways, within the political parame-
ters set down by the United States, the IMF and World Bank are influenced by
factors other than U.S. mercantilism.

U.S. Power and the Creation of the IMF and World Bank

Two serious problems faced policymakers in the last stages of the Second World
War. First, Europe had been devastated by war and needed to be reconstructed.
Second, the “beggar thy neighbor” economic policies of the interwar years had
led to disastrous outcomes. Countries tried to devalue their way out of crisis,
strangling production in other countries through cheap exports and trade pro-
tectionism. The result was catastrophic. The challenge for economic officials
meeting at Bretton Woods in 1944 was to gain agreement among states about
how to finance postwar reconstruction, stabilize exchange rates, foster trade, and
prevent balance of payments crises from unraveling the system. This was ex-
pressed at the time by U.S. official Harry Dexter White:

No matter how long the war lasts nor how it is won, we shall be faced with three
inescapable problems: to prevent the disruption of foreign exchanges and the col-
lapse of monetary and credit systems; to assure the restoration of growing trade;
and to supply the huge volume of capital that will be needed virtually throughout
the world for reconstruction, for relief, and for economic recovery. (IMF Records
Office April 1942, cited in Mason and Asher 1973, 15)

Two rather different plans for the postwar economic institutions were tabled
at Bretton Woods.1 On the one hand, the British plan was for an agency to which
states would clearly delegate monetary powers. It would be an automatic clear-
ing union to which all countries would contribute and in which no currency had
a special place. A new supranational unit of account would be created. Trans-
fers to countries in deficit would be virtually automatic. No policy conditions
would be attached. This would apportion burdens of adjustment equally on
deficit and surplus countries (Keynes 1971–89, vol. 25; Block 1977; Van Dor-
mael 1978).

By contrast the Americans planned an agency over which the United States
would retain considerable control and from which it would derive considerable
benefit. The new international institution would use the U.S. dollar and gold as
its core unit of account. Transfers would be made among countries on a discre-
tionary basis. Indeed, ultimately the institution would have the power to set down
conditions for loans from the institution. Although formal authority would be
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delegated to the new institution, discretionary powers would permit the United
States to influence exercises of that authority (Gardner 1969).

The two plans shared similar economic reasoning but differed along the lines
of the political preferences and needs of their promulgators (Gardner 1980,
Hirsch 1969, Boughton 2002). Britain was a debtor wanting to protect itself from
the impact of U.S.-imposed trade liberalization and to place some costs on long-
term surplus creditor states (James 1996, 39). The U.S. was determined to liber-
alize trade, thereby opening up the closed markets of European empires, to
proscribe manipulated exchange rates, and to lay down conditions for U.S. in-
vestment in West European reconstruction (U.S. commentary in Horsefield 1969,
136). As a capital-exporter unlikely to need to borrow from the IMF, the United
States was keen to lay down conditions on any country wishing to use the IMF
(Dell 1981).

The United States prevailed on a number of issues at Bretton Woods. This was
unsurprising. The United States was in a classic hegemonic position. It emerged
from the Second World War with greater economic, political, industrial, and mil-
itary strength than any other country. Its exports dominated world trade. Rudi-
mentary national income accounting, which was just beginning at the time,
highlighted the extraordinary fraction of global real income being earned by the
United States. Furthermore, the timing of Bretton Woods minimized the input of
other states. As one economic historian writes, “The United States required an
international agreement and wished to secure it even while hostilities in Europe
prevented enemy nations from taking part in negotiations and minimized the in-
volvement of the allies on whose territory the war was fought” (Eichengreen 1989).

On one theory the United States was able to prevail because it alone among
Western allies could propose and design new supranational institutions. Other
weaker states in the system would “acquiesce because they know that the win-
ners are in a position to proceed without them” (Gruber 2000). The choice faced
by weaker states in this theory is a simple one: whether they want to be “in” or
“out” of the new club. Their desire to keep the old regime becomes irrelevant
since it is no longer available. For this reason even where cooperation is not in
their interests, weaker states will bow to the agenda set by a hegemon, whose
agenda is in turn shaped by domestic political calculations (Gruber 2000).

In reality, once the Bretton Woods regime was established, at some level it is
true that all other states had the choice to opt into a powerful new economic bloc
or to be excluded from it. At one point in negotiations, UK representative John
Maynard Keynes wrote that the Americans “plainly intend to force their own
conceptions through regardless of the rest of us. The result is that the institutions
look like becoming American concerns, run by gigantic American staffs, with the
rest of us very much on the side-lines” (Keynes 1971–89, vol. 26, 217). How-
ever, this statement does not capture Keynes’ broader view, nor does it capture
the way American policymakers themselves perceived their power.

In the above quotation, Keynes was commenting on news he had just received
from U.S. Secretary of Treasury Vinson that the United States wanted to situate
the IMF and World Bank in Washington D.C. Keynes was extremely vexed by
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this decision and later wrote that it “appeared that it was primarily a personal
decision of Mr Vinson supported only by the Federal Reserve Board (which
would find itself strengthened against the New York Federal Reserve Bank by the
Washington location), and not supported on its merits by the rest of the Ameri-
can Delegation” (Keynes 1971–89, vol. 26, 222). More generally, the private and
public papers of Keynes highlight the opposite: that Keynes believed there was
give and take on the U.S. side in negotiations on the structure and role of the IMF
and the World Bank.

United States policymakers did not uniformly perceive their own position as
all-powerful. Their papers and records show that they believed they had to ne-
gotiate and concede issues (Van Dormael 1978, Gardner 1969, Block 1977). For
example, the United States proposed a scarce currency measure that could have
forced it to take actions not in its interest when running a surplus (see article VII
[3] of the Articles of Agreement of the IMF). In a memorandum written in Feb-
ruary 1944 Keynes described this action as “a signal mark of their courage, of
their fair-mindedness and of their sense of responsibility to the other nations of
the world” (Keynes 1971–89, vol. 26, 402). More broadly the structure and
scope of the institutions produced by the Bretton Woods negotiations reflect the
U.S. desire to compromise and negotiate. As will be discussed below, in both the
IMF and World Bank all member states have some voice, and as technical agen-
cies the institutions possess a significant degree of autonomy from member states,
including the United States.

The question posed is why the United States, faced with a number of self-in-
terested options, agreed to the Bretton Woods proposals? The fact that the United
States was in the position of a fairly unbridled self-interested hegemon does not
help us to sort out what John Ikenberry documents as the “range of postwar or-
ders that were surely compatible with an American interest in an open world
economy” (Ikenberry 1992, 290; Kindleberger 1977). Indeed, the United States
could easily have produced and promulgated a much more modest postwar pact
that involved no international clearing union, no contributions by members, and
no issue of new currencies. In other words no supranationalism and no delega-
tion to international agencies. Such a plan was proposed by other countries at
the time (James 1996, 43; and Horsefield 1969, 97–102). Yet in the final Bret-
ton Woods agreements, the United States agreed to delegate a limited degree of
authority to the IMF and World Bank.

For institutionalist theorists delegation to new institutions should be expected.
States construct and shape institutions to advance their own goals (Keohane
1984; Koremenos, Lipson, and Snidal 2001a and 2001b), but these goals are de-
fined in an enlightened way. A hegemon will agree to some constraints because
international institutions enlarge its choices and the possibilities for mutual ad-
vantage among states (Haggard and Simmons 1987). For this reason coopera-
tion results in delegation to multilateral institutions that can prescribe, proscribe,
or authorize behavior even of the hegemon. In negotiations creating such insti-
tutions even the most powerful states will cede some ground in order to ensure
the participation of other states. These realities will be traceable in the design of
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the institutions, their voting and decision-making structures, their financial ar-
rangements, and their degree of discretion in the exercise of their functions.

But not all features of institutional design are due to concessions to other
states. Liberal theorists focus instead on domestic political constraints faced by
states creating institutions (Moravcsik 1998). In this respect, the go-it-alone the-
ory discussed above is a liberal one. It proposes that a powerful state will dele-
gate power to international organizations as a response to domestic political
exigencies. In essence, U.S. negotiators would use their go-it-alone power to cre-
ate institutions the design of which would reflect their need to ensure domestic
approval and lock in a particular set of preferences. Certainly there were domestic
advantages for the U.S. Treasury and State Department in creating the IMF and
World Bank—to some degree in so doing they could wrest control from other
agencies over international issues, or as Keynes wrote during the negotiations,
they could use the Fund and the Bank to “pass on their impending headaches to
be treated by the new institutions” (Keynes 1971–89, vol. 26, 229). However,
the liberal explanation is not without problems.

More generally the liberal argument would be that the U.S. Treasury needed
to ensure a regime that would bind or persuade domestic detractors and succes-
sors, present and future, including the U.S. Congress. Here the evidence is not so
clear. As historians Mason and Asher document, when the Articles of Agreement
for the Fund and Bank came before the U.S. Congress for ratification, the Con-
gress tried to make it clear that any loans “for programs of economic recon-
struction and the reconstruction of monetary systems, including long-term
stabilization loans” should be made by the Bank and not the Fund (Mason and
Asher 1973, 25). Yet this was not what U.S. negotiators pushed for, and the Bret-
ton Woods negotiations produced an IMF that would come to make stabilization
loans and a Bank initially empowered to make such loans only as an exception.

The U.S. Congress was yet more concerned to ensure that the executive di-
rectors of each institution would not be international civil servants but would be
answerable to their own governments (Mason and Asher 1973, 34). Yet this ar-
gument had already been made by the founders of the institutions for other rea-
sons (Keynes 1971–89, vol. 26). Furthermore, in both institutions the final result
was a Board of Executive Directors who would have dual roles as international
civil servants, paid by the Fund or Bank and working for the organizations, as
well as being answerable representatives of their own governments.

Neither institutionalists nor liberal theorists explain why such an innovative,
multilateral plan emerged at Bretton Woods. Several more modest kinds of in-
ternational arrangements would have fulfilled the modestly enlightened interests
of key states. Yet something more daring emerged from a debate between British
and American officials. As Keynes declared in 1944: “The proposals go far be-
yond what, even a short time ago, anyone could have conceived of as a possible
basis of general international agreement” (Keynes 1971–89, vol. 26, 15). The
“political miracle” that occurred at Bretton Woods requires more explanation
(Gardner 1985). Without new ideas from both the United States and the United
Kingdom—ideas, principles, and beliefs about what was possible, legitimate, and
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might be effective—the creation of supranational economic institutions in 1944
would never have been on the agenda.

Certainly, policymakers drew on existing precedents. The proposed World
Bank built on an existing private sector experience of bond markets. The pro-
posed IMF built on a history of cooperation among central bankers to maintain
the gold standard prior to its collapse, with banks giving temporary, conditional
loans to each other to prevent devaluations. Previously, some cooperation had
occurred under the auspices of the Bank for International Settlements (BIS), es-
tablished in 1930 to foster international monetary and financial cooperation and
to act as a bank for central banks. Other cooperation had been led by private sec-
tor actors (Bordo and Schwartz 1998, Eichengreen 1996, Schloss 1958). During
the interwar period, the League of Nations had coordinated emergency balance
of payments loans with funds provided by private bankers, again with condi-
tionality attached (Pauly 1997, Gisselquist 1981, Clarke 1967). However, at
Bretton Woods policymakers sought to go further. Keynes himself noted that if
all went well the IMF would “furnish a truly international body for consultation
and cooperation on monetary and financial problems which would serve the pur-
pose which some had hoped, but had been disappointed, from the BIS” (Keynes
1971–89, vol. 26, 221).

In the event, forty-five countries agreed to create two new supranational in-
stitutions. The International Monetary Fund and the International Bank for Re-
construction and Development would “facilitate the expansion and balanced
growth of international trade” and “facilitate the investment of capital for pro-
ductive purposes” (see article I, respectively, of IMF and IBRD Articles of Agree-
ment). The IMF would be guardian of a new system of international monetary
cooperation, underpinned by stable exchange rates and a multilateral system of
payments. The IBRD would facilitate international investment so as to raise
“productivity, the standard of living, and conditions of labour” in all member
countries, as well as assisting in a smooth transition from a wartime to a peace-
time world economy (WB Art 1).

These institutions were dreamt up by economists on either side of the Atlantic.
Representing the United Kingdom was the famous economist already cited
above, John Maynard Keynes, who had been at the Paris Peace Conference of
1919 and written eloquently about its failures (Keynes 1920). The bold economic
theories of Keynes influenced not only the Bretton Woods conference but several
decades of economic policy thereafter. The input of Keynes and the British into
the Bretton Woods settlement has been traced carefully by historians of the time
(Boughton 2002, Gardner 1969, Van Dormael 1978, Eichengreen 1989, Iken-
berry 1992).

The United States was mainly represented by Harry Dexter White who shared
Keynes’s belief that governments could and should foster growth in times of stag-
nation, indeed he had watched approvingly as Roosevelt implemented such poli-
cies in the New Deal. In the late stages of the Second World War, White began to
project this view into a new vision of international economic management (James
1996, 39). Initially the World Bank was central to this vision, a new agency that
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would create credit to ensure reconstruction and growth in an impoverished
world economy. In an excellent historical analysis of White’s position and the
politics of the Bretton Woods negotiations, James Boughton concludes that
White’s personal convictions were vital in framing U.S. preferences and support
for creating multilateral institutions in the face of isolationist and hegemonic in-
terests expressed in the U.S. Congress (Boughton 2002, 20).

Underpinning the positions promulgated by White and by Keynes were do-
mestic debates about how to structure the postwar world economy (Ikenberry
1992, Block 1977). Different agencies and actors in each country pressed for dif-
ferent kinds of settlements. It was neither clear nor obvious which position would
prevail. In the United Kingdom there were shifting divisions on trade and whether
or not the imperial preference system should give way to a free trade regime.

In the United States, as historians of the period have carefully documented,
the State Department led by Secretary Cordell Hull was fixated on ensuring free
trade and free capital movements in a multilateral system (Penrose 1953, Pollard
1985, Gardner 1964). Meanwhile, U.S. economic planners and New Dealers
wanted no international diversion from their primary goal of fostering full em-
ployment and social welfare within the borders of the United States (Block 1977,
Gardner 1980) Furthermore, “lurking behind American wartime debates was a
domestically minded and tightfisted Congress” (Ikenberry 1992, 305).

The resolution of different plans and goals in the United States and the United
Kingdom was not the simple product of power politics or functional exigencies.
The design of the new institutions was equally shaped by the new ideas on the
table. But this requires further explanation, for ideas do not triumph and shape
negotiations purely by dint of their rationality or technical or moral value (Woods
1995, Keck and Sikkink 1998). Rather, a particular set of ideas prevailed because
of their resonance among key participating governments and within the societies
over whom they governed.

The focus on a new kind of international monetary arrangement at Bretton
Woods neatly sidestepped the intransigent coalitions that had formed to cham-
pion various trade arrangements. For free traders, the new arrangements were an
indirect way to ensure the expansion of world trade. For internationalists, the in-
stitutions were at least a step in the direction of global engagement. As Fred Block
puts it, the Bretton Woods institutions offered idealistic internationalists a way
to institutionalize U.S. commitment to the world economy. Ironically in so doing
these left-wing idealists created institutions that strengthened the hand of their
domestic economic policy opponents—the so-called “business internationalists”
(Block 1977, 37).

The specific elements of the framework agreed at Bretton Woods embodied
variants of all contending groups’ beliefs (Ikenberry 1992, 317). In this way it
bridged the gap between the U.S. State Department and U.S. Treasury (Block
1977). Ideologically, for Keynesians the new regime transposed Keynesianism to
the world economy, paving the way to multilateral government intervention to
foster growth, employment, and equity. The innovative postwar settlement also
represented a set of ideas and solutions that resonated within societies. War-
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weary populations not only needed new investment and economic growth, they
also needed a new vision of international economic relations and management
(Ruggie 1982, Hall 1989). This social need helps to explain the rapid public ac-
ceptance of the Bretton Woods plan. Indeed, in his study of four news publica-
tions in the United Kingdom and United States, Ikenberry has noted how quickly
public opinion swung around to a consensual acceptance of the new institutions
(Ikenberry 1992).

In summary, the Bretton Woods settlement reflects more than a compromise
between the national interests of a very powerful United States and a less pow-
erful United Kingdom. The negotiations embodied large-scale new ideas about
international economic governance, which were perceived as necessary and at-
tractive not just by individual statesmen but by the war-weary public they were
serving. American negotiators doubtless had more power to wield than their col-
leagues from other nations. The remainder of this chapter examines to what ex-
tent that power was wielded so as to ensure that the United States retained
authority over the institutions through voting rights, funding, and control over
mandates.

Independence in the Original Design

The original governance structure of the IMF and the World Bank was unlike
other institutions set up in the 1940s. The voting structures in both institutions
were deliberately unequal or “weighted.” Each member was apportioned a
quota. The quota translated a country’s economic weight and significance in the
world economy into a share of contributions and votes (and in the IMF, access
to resources). This made the United States the largest initial contributor and gave
it the largest individual share of votes.

The man charged with calculating the first allocation of quotas in 1943 has
described how he was told by the U.S. secretary of the treasury to “give the United
States a quota of approximately $2.9 billion; the United Kingdom (including its
colonies), about half the U.S. quota; the Soviet Union an amount just under that
of the United Kingdom; and China somewhat less. White’s major concern was
that our military allies (President Roosevelt’s Big Four) should have the largest
quotas, with a ranking on which the President and the Secretary of State had
agreed” (Mikesell 1994).

Later in 1944, Keynes reported that the United States had made it clear that
whatever the formula used for IMF quotas: (1) the aggregate must not exceed $8
billion (2) the Russians must have 10 percent (3) the Chinese must come fourth
in aggregate amount (4) the aggregate voting power of the British Common-
wealth must not exceed that of the United States (Keynes 1971–89, vol. 26, 69).
These requirements reflect the extent to which U.S. political “bottom lines”
would shape the institutions.

That said, the voting structure of the Fund and Bank also involved an equal-
izing principle. Basic votes were allocated to enshrine a principle of equality
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among member states. These votes were allocated to all states regardless of size
or contribution. The historical record shows that U.S. negotiators believed they
had to compromise to meet some of the aspirations of other states and that such
compromises were vital if the organizations were to be effective. For example, al-
though Harry Dexter White originally proposed that the United States take 61
percent of quota, he modified this to less than 30 percent and concurred in the
allocation of basic votes, expressing his rationale in the following terms:

To accord voting power strictly proportionate to the value of the subscription
would give the one or two powers control over the Fund. To do that would de-
stroy the truly international character of the Fund, and seriously jeopardize its
success. Indeed it is very doubtful if many countries would be willing to partici-
pate in an international organization with wide powers if one or two countries
were able to control its policies. (cited in Gold 1972, 19)

The historical context helps to explain this reasoning. In 1944 a concept of
equality among states was coming to prominence (Broms 1959). Indeed it would
be enshrined in 1945 in the universal membership and voting of the United Na-
tions General Assembly. In the IMF and World Bank it was recognized in an al-
location of “basic votes.” As Joseph Gold explains:

The authors of the plans for the Fund and the negotiators felt that the bold step
of weighting the voting power of members in a major international organization
according to quotas, which in the main reflected economic and financial factors,
should be combined with the political consideration of the traditional equality of
states in international law. The basic votes were to serve the function of recog-
nizing the doctrine of the equality of states. (Gold 1972, 18)

In a similar spirit, in 1955, when the quotas of small developing countries looked
too small the Fund decided to double their quotas and to set up a minimum
quota—dubbed the “small quota policy” (Gold 1972, Lister 1984). These mea-
sures ensured that smaller, weaker states had a share of votes that exceeded their
economic weight and gave some indication of their status as members of a com-
munity of states.

Voting power was not the only element of institutional design that would de-
termine U.S. influence over the institutions. Yet more important was the finan-
cial structure created for each organization. Other agencies created at the end of
the Second World War were designed dependent on regular subscriptions or levies
from member states. Hence in the United States payments to the United Nations
and its agencies would have to meet with regular congressional approval. This
process has given the United States considerable political influence over these or-
ganizations (Righter 1995, Rivlin 1996). However, the original financial struc-
tures of the IMF and the World Bank made them relatively immune from
pressures exerted in the process of maintaining regular funding.

From the start the IMF was funded by members’ subscriptions of capital,
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which formed the IMF’s core assets. As is still the case, each member country
holds a portion of its quota in the Fund in “reserve assets,” meaning gold or U.S.
dollars. Naturally this confers an advantage on the United States as core currency,
an advantage gained late in the negotiations at Bretton Woods when by “sleight
of hand” an amendment ditched the principle of equality of all currencies in fa-
vor of the dollar (James 1996, 50). Furthermore since 1968 the United States and
all other creditors have been remunerated for providing this credit (Boughton
2001, chap. 17, 53). The key point here however is that quota holdings estab-
lished core assets that would automatically be kept at the IMF, meaning that the
institution would not need to supplicate members for contributions.

The World Bank (IBRD) was founded with four sources of funds: paid-in cap-
ital, retained earnings, repayment of loans, and borrowing on the world capital
markets. Members contributed capital stock proportionate to their quotas. A
small portion is actually paid-in capital subscription, which comprises a very
small proportion of the Bank’s funds. The other portion may be called in only to
meet the obligations of the Bank in extremis. The result is a set of guarantees pro-
vided by member states that permit the Bank to raise money in financial markets
by selling AAA-rated bonds and other debt securities to pension funds, insurance
companies, corporations, other banks, and individuals around the world.

In essence, the Bank borrows from the markets at the lowest market rates, ben-
efiting from the credit ratings of its rich shareholders. It then lends the funds to
developing countries at higher rates, which generates net income and covers the
institution’s administrative and lending costs. From the outset the Bank has not
been limited by a hard budget constraint. It sets its own lending rates and, as a
result of the income it generates, compared to other public agencies it has always
been able to “employ more staff at higher average salaries, hire more consultants,
commission more country studies, hold more seminars, issue more publications,
and provide its functionaries better creature comforts” (Kapur et al. 1997, 1165).

Neither the IMF nor the World Bank would have to court and await the 
approval of governments, parliaments, or the U.S. Congress for its operating
budgets. Once created, both agencies were relatively free of influence exercised
through their finances by their largest contributors. Indeed the United States was
turned down when it proposed in 1947 that the Bank lend exclusively to West-
ern Europe for reconstruction, in exchange for a larger U.S. contribution. The
proposal was rejected at least in part for fear that this would turn the institution
into an American rather than a multilateral organization (Kapur et al. 1997, 76).
Nonetheless, time and expansion would later erode some of the financial auton-
omy of the IMF and World Bank.

The autonomy of the World Bank and IMF has been affected not just by their
voting structures and finances but also by their mandate and the degree of dis-
cretion granted to their expert staff. This is very clear from the original and sub-
sequent debates about conditionality in and among the member states of each
institution.

Regarding the World Bank, the original debate focused on whether the new
Bank would be able to lend for “programs and projects” as the United States pro-
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posed or simply for “specific projects” as the British urged (Mason and Asher
1973, 24). Harry Dexter White argued for the United States that the Bank would
have wider discretion if it could lend more broadly and insisted on inserting a
provision for more general loans under “special circumstances” (Baum and Tol-
bert 1985, citing White’s congressional testimony). The end result was that the
institution’s loans and guarantees shall “except in special circumstances, be for
the purpose of specific projects of reconstruction or development” (article III, sec-
tion 4 [vii]). In the early years of the Bank the focus on projects proved useful. It
helped to reassure lenders in New York. It ensured Bank loans had a finite qual-
ity to them. It permitted the Bank to avoid political and sovereignty issues. Per-
haps most significantly, it required the Bank to build up technical expertise and
a staff who could undertake high-quality project work (Kapur et al. 1997, 8).
Still, it bears noting that the Bank’s first four loans went to Western European
countries to finance imports that in no sense could be considered project oriented
(Mason and Asher 1973, 2).

The debate at Bretton Woods about the IMF centered on conditionality.
Keynes had originally proposed a scheme in which an international credit union
would oversee transactions that were automatic. The new regime would be rule-
based and would not require the supervision of a large trained and expert staff.
This was true delegation as institutionalists would describe it. By contrast, the
United States advocated an institution with wide discretion and what Keynes re-
ferred to as “grandmotherly” control over member countries (Dell 1981). In the
discretionary regime, the IMF would be able to impose conditions on any bor-
rower so as to increase the probability of swift repayment. Keynes feared that
this would give the United States too much control over the use of the Fund’s re-
sources.

In the end American negotiators insisted that the new institution have control
over the use of its resources. Key agencies within the United States believed that
Keynes’s idea of automaticity had to be vanquished. Yet the United States was
unable to persuade other states to accept an explicit statement about condition-
ality. The result was ambiguity in the Articles of Agreement of the IMF. How-
ever, as historian Harold James found in the archives of the Federal Reserve and
the National Advisory Council on International Monetary and Financial Prob-
lems, U.S. agencies were convinced that automaticity had been defeated (James
1996, 56). Soon after the Bretton Woods agreements were signed on 10 June
1944 the U.S. Treasury issued “Questions and Answers on the International
Monetary Fund.” Although this was not an internationally agreed document, it
was soon treated as a source of authoritative interpretation (Horsefield 1969).
By the 1950s the United States had succeeded in enshrining conditionality in the
heart of the IMF’s lending, even though the articles were not formally amended
until 1969 (De Vries 1976, 1:256–57). Within the World Bank conditionality, al-
beit of a de facto kind, was also introduced at a very early stage (Baldwin 1965;
Kapur et al. 1997, 81).

The outcome in respect of conditionality produced a regime in which a highly
trained and expert staff in the IMF would supervise the use of resources by mem-
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ber countries, proposing to the board that conditions be applied to loans so as
to ensure that Fund resources were swiftly repaid. In the World Bank, project
lending would require technical expertise, and the institution’s soft budget con-
straint meant that it could hire the best and build up status and a reputation for
high-quality project work. The Bank’s lending structure meant that “extra vet-
ting, extra analysis, and extra technical assistance” could be conducted and the
cost simply added into the body of a government’s borrowing and covered by
markup pricing (Kapur et al. 1997, 1163).

In both the IMF and the World Bank, technocrats would guide the lending dis-
cretion imbued in the institutions. Lending proposals in each organization would
be prepared by the staff in negotiation with the prospective borrower. From the
outset this meant that the Fund needed to develop and transmit knowledge about
macroeconomic policy, and the World Bank needed to do the same in respect of
project lending. Each institution had an important role as developer and trans-
mitter of expertise. The staff and management of the institutions would play a
vital role in this.

The staff in the Bank and Fund, unlike the staff of UN agencies, would not be
hired according to country quotas. Rather, the managing director of the IMF and
the president of the World Bank would appoint staff in order to secure “the high-
est standards of efficiency and of technical competence” paying “due regard to
the importance of recruiting personnel on as wide a geographical basis as pos-
sible” (IMF, art. XII; WB art. 5). This expert staff would be immune from po-
litical influence, owing their duty entirely to the institution and to no other
authority. Every member government would refrain from all attempts to influ-
ence the staff in the discharge of these functions (IMF Article XII, section 4;
World Bank Art V, section 5).

The head of each organization would oversee the staff. He or she would be
formally appointed by the Executive Board. Informally, however, it was agreed
that the World Bank president would be from the United States and the manag-
ing director of the IMF would not be. For this reason the top post of the IMF has
always been held by a European with the United States getting to select the first
deputy managing director (Kapur 2000, Kahler 2001).

Overall the institutions were formally expected to work with countries re-
gardless of political calculations and without taking politics into account. The
Articles of Agreement of the Bank explicitly state:

The Bank and its officers shall not interfere in the political affairs of any member;
nor shall they be influenced in their decisions by the political character of the mem-
ber or members concerned. Only economic considerations shall be relevant to
their decisions, and these considerations shall be weighed impartially in order to
achieve the purposes stated in Article I.2
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In the IMF there is no such explicit injunction, although the Articles of Agree-
ment provide that in “surveillance” the Fund must “respect the domestic social
and political policies of members” (art. IV, sect. 3).

In summary, the original design of the IMF and the World Bank did not give
the United States control over the institutions even though it used its dominant
position to shape them. The voting structure enshrined a basic principle of equal-
ity and reflected economic and geostrategic power. The financial structure of each
institution gave it relative autonomy from its members. The discretion accorded
to each institution in respect of lending conditionality certainly gave the United
States a measure of influence but it also cast a large role for an expert staff of
technocrats to advise the board in each institution as to how to use this discre-
tion and as to what conditions to impose.

The Purse Strings Are Pulled

Since their original creation, both the IMF and the World Bank have become
more beholden to their most powerful member states and more susceptible to di-
rect U.S. influence. The system of basic votes that initially provided a modicum
of restraint on their weighted voting structures was soon diluted. By the end of
the twentieth century basic votes that had once constituted more than 10 percent
of total votes had dropped to represent less than 3 percent of the total votes in
each institution. Weighted voting took over.

Adding to the power of large vote-holders is their capacity to veto. This arises
in respect of decisions requiring a special majority of 70 or 85 percent of votes.
Holding 17 percent of votes, the United States alone can block any board deci-
sion requiring 85 percent. It is the only member with an individual capacity to
do this. Other countries and groups of countries could join together to do the
same even though they tend not to in practice. For example, Germany, the United
Kingdom, and France hold 15.89 percent of votes and together could effect a
veto. However most other countries are grouped within constituencies whose
voting power cannot be split. For this reason, developing countries as a group
cannot in practice vote together in the Executive Boards of the Fund and Bank
because they are spread across over a dozen constituencies some of which are
represented by the European country within the group (Rustomjee 2005). Like-
wise the countries of the European Union cannot vote as a group, although some
have proposed that the IMF should be organized so that they could (Mahieu,
Ooms, and Rottier 2003).

The significance of a veto power has increased over time as the number of de-
cisions requiring a special majority has increased. Originally very few decisions
required a special majority. However, the United States has compensated for a
declining overall voting power—from 33 percent to 17 percent—by expanding
the requirement for special majorities from an original nine categories of deci-
sion to some sixty-four (Gold 1977, Lister 1984).

Even more than voting power, a significant erosion of the original indepen-
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dence of the IMF and the World Bank has taken place as their need for funds has
increased and new mandates and facilities have been added.

The World Bank’s Expansion and IDA

In the period 1968–81 under the presidency of Robert McNamara the World
Bank discovered to what degree it could expand. In the latter four years of the
McNamara presidency, lending expanded more than threefold in real terms, the
professional staff of the organization rose fourfold, and the administrative bud-
get increased 3.5 times in real terms (Kapur et al. 1997, 16). In part this expan-
sion was funded by new money raised in private markets with successful bond
offerings being made in Canada, Switzerland, the United Kingdom, Germany, the
Netherlands, Belgium, Italy, and Sweden (Kopper 1997). In part, the expansion
was also facilitated by the use of a relatively new arm of the Bank called the In-
ternational Development Association (IDA).

The International Development Association was opened in 1960 to give loans
at highly concessional rates to poorer developing countries. These loans are made
from a special fund donated by governments whose agreement is required for pe-
riodic replenishments. As a result, the IDA has opened up a new channel through
which the Bank can be directly influenced by its wealthier government members,
and in particular the United States.

Initially the largest contributor to the IDA was the United States but this has
changed over time. The largest contributor to the IDA through 2005 was Japan,
which contributed 22.07 percent of IDA’s resources, with the United States in sec-
ond place at 21.74 percent, followed by Germany (11.84 percent), the United
Kingdom (8.08 percent) and France (7.23 percent) (IDA 2005). On the basis of
these figures, one would expect to find significant donor leverage over the orga-
nization. However, none has been so effective as that of the United States. In 1967
the United States agreed to an increase in replenishment for the IDA, providing
its increased contribution was tied to procurement to relieve the U.S. balance of
payments difficulties—a demand that led to the creation of the IDA deputies who
would make decisions on how the Fund was used (IDA 2001, 3). In subsequent
replenishments the United States altered the rules on funding and on burden-shar-
ing in the IDA (IDA 2001).

Furthermore, U.S. influence exerted through IDA replenishment negotiations
has gone further than the institution. Even though the IDA itself accounts for
only about 25 percent of IBRD/IDA total lending, there have been several in-
stances where the United States has used threats to reduce or withhold contribu-
tions to the IDA in order to demand changes in policy, not just in the IDA but in
the World Bank as a whole. For instance, during the late 1970s the Bank was
forced to promise not to lend to Vietnam in order to prevent the defeat of that
round of the IDA budget (called IDA 6 in World Bank jargon). In 1993, under
pressure from Congress, the United States linked the creation of an Independent
Inspection Panel in the World Bank to its contribution to IDA 10. As one writer
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put it: “With the Congress standing behind or reaching around it, the American
administration was disposed to make its catalogue of demands not only insistent
but comprehensive on replenishment occasions” (Gwin 1997, 1150). This was
played out again in 1999 when both houses of the U.S. Congress passed bills re-
ducing the U.S. contribution to IDA 12, citing not just their own budgetary pres-
sures but the World Bank’s decision to continue working on a loan to China even
after the United States had voiced disagreement with the project (Wade 2001).

Further strengthening U.S. leverage in IDA replenishment negotiations has
been a condition that was applied during negotiations in 1977: that all other
members could reduce their own contributions pro rata by any shortfall in U.S.
contributions (see IDA 1998, 29). Although this pro-rata provision ensures an
evenly shared burden across contributors, nevertheless it also magnifies the im-
pact of any U.S. threat to diminish its contribution: for if the United States does
so, all other contributors can follow suit.

Finally, the World Bank group has also become more porous to political pres-
sures through an increase in the use of trust funds. In order to increase their ca-
pacity to lend, the Bank has steadily increased its use of cofinancing and trust
funds. By the financial year 1999, these arrangements had come to amount to
nearly half of World Bank disbursements, reflecting a 17 percent increase in trust
fund disbursements.

Both trust funds and other forms of cofinancing give a much more direct con-
trol over the use of resources to donors whose Trust Fund Administration Agree-
ment with the Bank governs how the funds are used (See “Operational Policies,”
World Bank, The World Bank Operational Manual at www.worldbank.org). It
bears noting, however, that this does not mean that Trust Funds have become a
conduit of exclusively U.S. influence. Indeed, the U.S. contribution in 1999 was
less than those of the Netherlands and Japan, and it was not initially a contrib-
utor to the HIPC Trust Fund—the Bank’s largest—which means initially it did
not exercise direct influence over that fund. Overall, however, the growth of trust
funds and cofinancing arrangements signals an increase in bilateral and selec-
tively multilateral control over Bank lending and a decline in straightforward del-
egation to the Bank.

The IMF’s Expansion

In the IMF political influence by the United States has been greatly enhanced by
the process of increasing the institution’s resources. At least every five years the
quotas determining contributions to the Fund are reviewed (see table 1.1 below,
which summarizes the increases). Any increase in quota requires a special ma-
jority (85 percent) of votes on the Executive Board and hence the United States
has an individual power to veto such decisions. Furthermore, within the United
States an increase in resources allocated to the IMF requires congressional ap-
proval. For this reason, at each quota review the Fund is subjected to particular
scrutiny by U.S. political actors and pressure from them. In the 1990s this trans-
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lated into attempts by Congress to influence Fund conditionality over issues such
as worker rights, the role of the private sector, human rights, and military spend-
ing with significant successes (Geithner 1998).

In the second half of the 1990s, negotiations took place in preparation for the
45 percent increase in quota agreed by the Fund’s Executive Board in September
1997. The U.S. Congress approved the increase only on the condition that an In-
ternational Financial Institution Advisory Commission be created to recommend
future U.S. policy toward the IMF as well as the World Bank and other multi-
lateral economic organizations. In November 1998, the so-called Meltzer Com-
mission was established and reported to Congress in early 2000.

The report of the commission established by the U.S. Congress took a differ-
ent line from the U.S. Treasury on many issues. Indeed, it launched several at-
tacks on the U.S. Treasury and its policy toward the IMF: accusing Treasury of
“circumventing the Congressional budget process” by using the Exchange Stabi-
lization Fund to assist Mexico in 1995; of “commandeering international re-
sources to meet objectives of the U.S. government or its Treasury Department”;
and of leading the initiative to create contingency credit lines in the IMF that were
“so poorly designed that, to date, no country has applied.” In the first two of
these criticisms, the Treasury is being accused of laying claim to U.S. policy in ex-
actly the way Keynes suggested in 1946, vesting authority in the IMF so as to
wrest control over economic policy away from Congress and other agencies.

In its attacks on the U.S. Treasury, the commission’s report highlights differ-
ences of view and different bases of power that exist within the U.S. government.
It is not obvious that such differences diminish U.S. influence by making its ob-
jectives less clear or more diffuse. Indeed, a recalcitrant Congress may even en-
hance and magnify U.S. influence in two ways. First, it has created a separate and
additional channel of communication with the Fund and the Bank: indeed, one
of the first acts of the new managing director of the IMF appointed in 2000 was
to meet with the head of the Meltzer Commission to discuss the recommenda-
tions that had been made in the latter’s final report. Second, the fact that every-
one is aware that a feisty U.S. Congress needs to be brought on board can give

30 T H E  G L O BA L I Z E R S

TABLE 1.1
Increases in the IMF quotas

Date Increase in quotas (%)

February and April 1959 (Special Review) 60.7
1965 (Fourth General Review) 30.7
1970 (Fifth General Review) 35.4
1976 (Sixth General Review) 33.6
1978 (Seventh General Review) 50.9
1983 (Eighth General Review) 47.5
1990 (Ninth General Review) 50.0
Tenth General Review No increased proposed
1998 (Eleventh General Review) 45.0
2003 (Twelth General Review) No increase proposed



the U.S. Treasury and its officials within the IMF extra leverage and a credible
threat to hold over other shareholders and Fund officials.

Although the main source of financing of the IMF is through quotas, the in-
stitutions’ resources have been increased by other means. In the 1960s the Fund
needed access to more resources because of a weakening in the U.S. position (De
Vries 1976, 376) and a growing need to offset international capital movements
(Gold 1977, 25). If quotas had been increased at the time, both Germany and
France would have increased the size of their quotas (Gisselquist 1981). Instead
in 1962 the IMF established the General Arrangements to Borrow (GAB). Under
the GAB the institution could borrow up to SDR 6 billion from ten industrial-
ized countries (and as of 1964 from Switzerland) to help finance drawings from
GAB creditors.3 In 1977, for example, it was used, along with a bilateral bor-
rowing from Switzerland, to finance standby arrangements for Italy and the
United Kingdom (De Vries 1985, 192–93).

In 1983 the GAB was reviewed and extended. The Latin American debt crisis
had strained the Fund’s resources and under the revised arrangement the institu-
tion could borrow up to SDR 17 billion plus an additional SDR 1.5 billion un-
der an associated arrangement with Saudi Arabia. These resources would now
be used to lend to nonparticipants in the GAB—as indeed they were in July 1998
when the GAB was activated for the tenth time in its existence to finance an
Extended Arrangement for Russia (see chapter 5). At the same time the New
Arrangements to Borrow (NAB) were put in place after the Mexican financial cri-
sis in 1994 in order to double the credit available to the IMF under the GAB. The
NAB would henceforth be the first recourse for the Fund when it needed addi-
tional resources. Credit could be provided by some twenty-five members and in-
stitutions participating in the NAB. The new arrangements have been invoked
just once to finance a standby arrangement for Brazil in December 1998

Scholars differ in their view of the impact of the GAB. Robert Solomon argues
that in the 1962 agreement European negotiators took the opportunity to express
their newfound power relative to the United States, insisting on procedures under
which they as lenders would have the chance to make decisions (Solomon 1977,
43). However, the GAB also gave the United States a chance to increase the re-
sources of the IMF without increasing the quotas of its allies Germany and France.
Moreover, as Eric Helleiner argues, the GAB met the needs of a larger U.S. and
UK agenda to create the necessary conditions for freer capital movements. The
GAB-resourced IMF would be in a position to offset increasing capital movements
as financial actors in London and New York and major multinationals began to
compensate for the restraints of national capital controls by increasing their par-
ticipation in international capital markets (Helleiner 1994, 96).

A clearer sense of the rise of other major creditors in the IMF is to be found
in the financing of the institution’s activities in the 1970s and early 1980s. Dur-
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ing this period both Saudi Arabia and Japan greatly enhanced their formal posi-
tion. Saudi Arabia became the largest lender to the IMF after contributing the
lion’s share of resources for a special IMF lending program (oil facility) created
in 1973–74, a second oil facility, and then a supplementary financing facility cre-
ated at the end of the 1970s (Boughton 2001, 885, 889). These contributions
made Saudi Arabia one of the largest two creditors in the Fund, thereby permit-
ting the country to appoint its own executive director to the IMF rather than re-
main in a constituency with other countries. Eventually after long negotiations
with the institution, the country’s quota was also radically increased to reflect its
status as the largest lender to the Fund (Boughton 2001, 890). Japan, which also
became a major creditor of the IMF also eventually increased its quota after a
long and bitter struggle to do so (Ogata 1989, Rapkin and Strand 1996). Al-
though both Japan and Saudi Arabia shifted up the ranks in terms of their quota
size and formal voting power, there is very little evidence that either country has
used that formal power to push a particular agenda or to limit or constrain other
members of the IMF. Japan’s leadership on reviewing the Fund Board’s policy for
appointing the managing director in 2000 surprised many and did not lead to
any substantive change in the status quo. More influentially, Japan pushed in the
1990s in the World Bank for a study of the reasons for growth in East Asia, fa-
cilitating a controversial debate on the same (Wade 1996). Yet these are excep-
tions to a general picture of members deferring to the United States.

In summary, although autonomy was built into the original financial structure
of the IMF and the World Bank, both have become more porous to U.S. influ-
ence as they have expanded. In particular since the 1980s every increase in IMF
quotas or replenishment of the Bank’s IDA has been accompanied by negotiations
with a U.S. Congress using the opportunity to threaten to reduce or withhold the
funds, being yet more prepared than even the executive agencies—Treasury and
State Department—to set down special preconditions for U.S. contributions. As
a result, in the IMF and the World Bank other shareholders and officials within
the institutions have grown used to placating not just the powerful departments
of State and Treasury, but also a demanding U.S. Congress.

Missing from the story of political encroachment thus far have been the other
large shareholders such as Japan and the European countries, particularly Ger-
many, France, and the United Kingdom, each of whom has its own representa-
tive on the boards of each institution. Occasionally these members have pushed
a particular issue, and these instances show that several other industrialized coun-
tries do have a significant voice in each institution, and certainly a larger voice
than all other non–U.S. members. Examples include not only Japan’s champi-
oning of the East Asian Miracle study within the World Bank but also the push
by France, Japan, and the UK’s push for debt relief for the poorest countries.
These examples, however, do not diminish the pattern of overall U.S. dominance.

Particularly puzzling is why European countries, especially since monetary in-
tegration, have not pooled their voting power or coordinated their positions more
systematically to increase their voice. One reason mitigating against European
collective action is the fact that most European countries are spread across dif-
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ferent seats and constituencies (Bini Smaghi 2004). Another reason is that they
have found themselves on different sides of key debates. For example, when the
United Kingdom and France helped lead a new debt relief initiative in 1996–97,
Germany sided more with the United States than with its European partners (see
chapter 6).

The Pressures of the Cold War and Beyond

Soon after the IMF and World Bank were created, U.S. priorities changed. Insti-
tutionalists may well have expected the existence of the new institutions to have
constrained or locked-in U.S. preferences (Morrow 1994). In the short run this
did not occur. By 1945 Britain was no longer a partner in creating the postwar
regime but a supplicant seeking loans from the United States. At the same time
the Cold War was beginning (Yergin 1978). The United States shifted its focus to
geopolitical rather than economic security. The Anglo-American Loan Agree-
ment of 1946 and the Marshall Plan of 1947 sidelined the IMF and World Bank.
The U.S. dollar rather than gold took center place in the international monetary
system. The United States argued to “postpone the Fund until more favorable
conditions have been developed for its operation” (Williams 1947, 257). The
World Bank was sidelined as the agency of reconstruction in Western Europe.
The Marshall Plan was used to rapidly build up that region’s economies and
strengthen political alliances with the United States (Milward 1984).

Where the World Bank was used, its work became inextricably linked to the
geopolitical imperatives of the Cold War. In 1948 when Yugoslavia broke from
the Soviet bloc, the World Bank stepped in with loans. This fulfilled the advice
of George Kennan, the architect of the U.S. containment strategy that the West
should offer the country “discreet and unostentatious support” (Kapur et al.
1997, 103). In Nicaragua, the World Bank supported the Somoza regime with a
disproportionate number of loans while that country offered the United States a
convenient base for prosecuting the Cold War in Central America. This included
the training and launching of the 1953 overthrow of Guatemalan president Ja-
cobo Arbenz, who was seen as a Communist sympathizer. It also included the
1961 Bay of Pigs invasion of Cuba (Lake 1989).

In the Middle East, Iran was heavily supported while it offered an important
way to contain Soviet-sympathizing Iraq. Indeed in the period 1957–74 Bank
lending to Iran amounted to $1.2 billion in thirty-three loans (Kapur et al. 1997,
500). In Indonesia after General Suharto assumed power in March 1966, the Bank
immediately began a very close and special relationship with the country. The very
substantial levels of corruption, the regime’s human rights record, and its failure
to meet World Bank conditions regarding the state oil company Pertamina were
all overlooked. Rather more important in explaining the Bank’s relationship with
Indonesia was the backdrop of U.S. strategic concerns about Southeast Asia and
communist insurgency (Green 1990). In this case, as in so many others, loans were
used to support and win allies in the Cold War against the USSR.
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In fact, U.S. administrations were required by law to ensure that any assis-
tance to which they contributed met U.S. geopolitical needs. The U.S. position
on the uses of foreign assistance was clearly spelled out in the Mutual Security
Act of 1951 (U.S. Statutes at Large, no. 373, tit. 5, sec. 511[b]): “No economic
or technical assistance shall be supplied to any other nation unless the President
finds that the supplying of such assistance will strengthen the security of the
United States.” This philosophy (opposed at the time by many NGOs in the United
States: see Ruttan 1996, 67) shaped U.S. bilateral programs, including the Eco-
nomic Support Fund, the Military Assistance Program, the Development Assis-
tance Program, and the Food for Peace Program (or PL 480) (Ruttan 1996). It
also shaped U.S. preferences and policies toward the World Bank and the IMF.

The new, more political calculus ran directly counter to the original design of
the World Bank, whose Articles of Agreement explicitly state that “the Bank and
its officers shall not interfere in the political affairs of any member; nor shall they
be influenced in their decisions by the political character of the member or mem-
bers concerned. Only economic considerations shall be relevant to their deci-
sions, and these considerations shall be weighed impartially in order to achieve
the purposes stated in Article I” (art. IV, sect. 5). Yet, as we will see below, eco-
nomic and technocratic considerations were not and could not be written out of
the institution’s work.

The IMF was less centrally involved in the Cold War until the late 1970s. In-
deed, in 1961 the Economist described the managing director of the IMF as “Mr
Krushchev’s secret weapon” on the grounds that the IMF’s stabilization programs
under the new Polak model (discussed in greater detail in chapter 2) were so harsh
that they risked creating social eruption (James 1996, 142). More seriously, the
main clients of the Fund up until the end of the 1960s were industrialized coun-
try members: an analysis of countries drawing funds from the IMF 1966–71 re-
veals that the largest users of Fund resources ($8 billion of $11.7 billion) were
eight industrial members (the United Kingdom, United States, France, West Ger-
many, Canada, Belgium, Italy, Denmark) most of whom stayed within their gold
tranche and therefore were not subject to conditionality (with the exception of
standby arrangements for the United Kingdom and France) (De Vries 1976, vol.
1, 311).

In the later years of the Cold War the IMF’s work became much more entwined
in the security priorities of the United States. Indeed, one scholar models the loans
of the IMF as a direct reflection of U.S. preferences, asking which set of U.S. pref-
erences determined their loans (Thacker 1999). Strom Thacker’s simple macro-
economic model tests two hypotheses about IMF lending to developing countries
between 1985 and 1994. The first hypothesis is that IMF loans are used to re-
ward friends of the United States; this is labeled the “political proximity” hy-
pothesis. The second hypothesis is that loans are used to reward friendly
overtures toward the United States and are withheld in order to punish unfriendly
behavior; this is called the “political movement” hypothesis. A third hypothesis
is mentioned but a priori rejected. This hypothesis is that specific economic in-
terests drive U.S. policy, as argued by modern political economy or neo-Marxian
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scholars. Measures of U.S. exports and foreign investment are used to test this
view, but Thacker rejects it summarily, although accepting that a subtler model
specification and further research would be needed to untangle the cross-cutting
nature and impact of these interests (Thacker 1999, 58).

What kinds of results emerge from such a statistical testing of U.S. influence?
Thacker’s results suggest that during the Cold War his “political movement” hy-
pothesis had the strongest support. In other words, realignment toward the
United States improved a country’s chances of receiving a loan from the IMF re-
gardless of that country’s starting position. Statistically this proved stronger in
the tests than the simpler “political proximity” hypothesis, at least until the end
of the Cold War (1985–89). This is interesting because it counters our expecta-
tion that being an ally of the United States would lead directly to more access to
IMF loans.

Since the end of the Cold War, however, Thacker argues that his results sup-
port the idea that both proximity to the United States and overtures toward the
United States have strongly influenced IMF lending. Thacker interprets this find-
ing as evidence that the United States is using IMF loans in “playing the realign-
ment game as vigorously as ever and is rewarding the allegiance of those who
stay close without necessarily moving any closer” (Thacker 1999, 64).

The study is thought-provoking, but two limitations in respect of our purposes
must be noted. By assuming that the United States speaks with one voice and con-
trols the IMF, the model does not set out to investigate the multiplicity of voices
within the United States and the limits of that country’s influence. It ignores the
role played by other members of the organization and the staff and management,
which varies case to case. As this book will describe, the senior staff and Execu-
tive Board are always aware of the preferences of the largest shareholder with in-
terests in a particular loan or country. However, this does not translate directly
into the United States either calling all the shots or not, or having loans reflecting
U.S. priorities or not. In cases where the United States has no particular interest
at stake, other countries play an influential role. Where no large shareholder has
particular interests, or indeed they are deadlocked, the staff and management are
highly influential.

The other problem with testing U.S. influence is that U.S. preferences are not
always clear or obvious. Within the model described above, U.S. interests and
preferences are assumed to be revealed by key votes in the UN General Assem-
bly. Thacker admits that these are not an ideal measure of political motivation.
Indeed, key votes in the General Assembly are used for a variety of diplomatic
effects, which do not necessarily match the preferences pursued (usually by the
U.S. Treasury) in the IMF. In Thacker’s study General Assembly votes are used
to distinguish “political proximity” from “overtures to the United States.” For
example, IMF loans to Hungary, Yugoslavia, and Romania are all presented as
reflecting moves by these countries toward the United States in the 1980s, while
the lack of loans to Czechoslovakia and Poland reflects the opposite. This rea-
soning does not bear up under close scrutiny. Certainly Poland reflected a polit-
ically charged decision within the IMF. However, to say that Romania was
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moving towards the United States in the 1980s is contentious, and in respect 
of Czechoslovakia the argument is not valid. Czechoslovakia was not a member
of the IMF and therefore ineligible for any kind of loan regardless of political 
circumstances.4

Using a larger data set and a wider measure of U.S. preferences, Edwards
(2003) makes the following findings, which add to the picture of where and how
U.S. influence affects outcomes. First, there is only very limited, weak evidence
that states adopting UN voting positions close to that of the United States are un-
der Fund programs longer. Once other measurements of U.S. preferences are in-
cluded, being a U.S. ally does not increase the duration of a state’s stay under an
IMF program. To quote Edwards, “There is no indication that US influence gives
states in this sample beneficial treatment from the IMF” (Edwards 2003, 20).
Nonetheless, other evidence shows that U.S. influences affect the punishment in-
terval of countries that breach their commitments under IMF programs (Stone
2002). Edwards also finds no significant difference between U.S. allies and ad-
versaries in terms of their performance or their propensity to cheat on their pro-
grams. Finally, what Edwards does find in terms of political influence is that states
with higher voting power in the IMF seem to be permitted to run consistently
higher deficits (Edwards 2003).

The findings from correlations between U.S. preferences and IMF lending pat-
terns suggest that U.S. influence is significant in the institution but that it is dif-
ficult precisely to track. One important factor behind these studies is the question
of how clear U.S. preferences are and what happens when there is no clear uni-
tary set of U.S. geostrategic priorities that might define the work of the IMF and
World Bank.

The Limits of Geopolitics

Bureaucrats and politicians within the United States do not always share the same
view of what U.S. policy toward a particular country should be. Furthermore,
even if they share the same goals, they will not always share or even have a view
as to which instruments would best achieve those goals. India and its relations
with the United States, the IMF, and the World Bank in the 1960s and 1970s of-
fers an intriguing example.

By the early 1960s India was by far the largest borrower from the World Bank,
having borrowed a total of US$2.55 billion by 1971, which was more than the
next two largest borrowers (Pakistan and Mexico) combined (Mason and Asher
1973, 195). Similarly in the period 1966–71 India was the largest developing
country user of IMF resources, ahead (in order of borrowed amounts) of South
Africa, Colombia, Chile, Yugoslavia, Turkey, Indonesia, Philippines, Peru, Cey-
lon, and Egypt (De Vries 1976, vol. 1, 330–32).
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India’s geostrategic relationship with the United States during the 1960s and
early 1970s was an ambiguous one. In 1964, the U.S. Congress had failed to ap-
prove aid for a public sector steel plant at Bokaro and Indian prime minister
Nehru turned to the Soviet Union for support instead. The following year, the
United States had suspended its aid to both India and Pakistan when the two
countries went to war. Further to these tensions, India was consistent and vocal
in its opposition to the U.S. engagement in Vietnam. In 1971 the United States
suspended aid to India in the wake of the Bangladesh crisis, supported Pakistan,
and sailed the U.S. aircraft carrier Enterprise into the Bay of Bengal. India’s then
prime minister Mrs. Gandhi concluded a treaty of mutual defense and support
with the Soviet Union leading to a sharp cutoff in U.S. flows of aid to India.

Throughout the tumultuous geostrategic relationship of the 1960s, U.S. aid to
India continued. United States policy reflected a number of competing priorities
and lobbies within the United States. American officials had become deeply in-
volved in trying to influence agricultural reform in India. These efforts involved
the budget bureau in the Executive Office of the president as well as the National
Security Council. As John Lewis has detailed, the U.S. aid community placed a
high priority on India, devoting considerable resources and personnel to it, in-
cluding not just the government but powerful private players such as Ford and
Rockefeller foundations. Together with other departments and groups, the U.S.
Agency for International Development (USAID) constituted a very strong India
lobby within Washington, D.C., which favored a generous aid program backed
by quiet negotiations. Countering this view in the mid 1960s was President John-
son and a Congress that was becoming increasingly disenchanted with foreign
aid. They favored using threats of aid suspension to motivate greater reform ef-
forts on the part of Indian policymakers (Lewis 1997, 94–99)

The multiplicity of voices in the United States created a space for alternative
policies in the international financial institutions. This meant that U.S. preferences
did not always converge with World Bank actions. For example, at the time of the
breakdown in U.S.-India relations in 1971, the World Bank put together an am-
bitious proposal for further debt relief for India, requiring the approval of all
donors who comprised the U.S.-led Aid India Consortium. The result was a clash
between the World Bank and the United States, which reduced but did not suc-
ceed in preventing a more modest one-year agreement for $100 million debt re-
lief. Probing beyond this outcome, an examination of the figures on India’s sources
of external assistance over this period reveals that while the United States dropped
its assistance from $2.1 billion (1966–69) to $1.5 billion (1969–74), the World
Bank (IBRD and IDA assistance taken together) increased its assistance from $593
million (1966–69) to just under $1 billion (1969–74) (Veit 1976). In essence, the
World Bank was countervailing U.S. reductions in assistance to India.

The explanation given by scholars who have examined the history of loans to
India is that the Bank’s lending reflected concerns of the U.S. aid community (Rut-
tan 1996). Highlighted is the multifaceted nature of U.S. policy. On India there
were several competing voices within Washington, D.C., including the White
House, the budget bureau of the Executive Office, the National Security Coun-
cil, USAID, the State Department, and the Department of Agriculture (Lewis
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1997). An in-depth study of the U.S. politics of aid to India documents that in
the spring of 1966 the departments of State and Agriculture were pushing for
more food aid with less conditionality for India (Paarlberg 1985, 144–57). Tak-
ing the opposite view was the White House and a very hands-on president de-
termined to keep India on a short leash, particularly in light of India’s criticisms
of U.S. policy on Vietnam (Varshney 1989, 313). What the U.S. executive seemed
not to understand was that the more strongly they pushed the Indian government
to submit on economic policy, the more the Indian government had to prove that
it was not kowtowing to the United States—principally through ever stronger
criticism of the United States in Vietnam (Paarlberg 1985).

The United States is the largest shareholder and the home base of the IMF and
World Bank. It enjoys a high degree of influence over both institutions, which it
has maintained even as its relative contributions to the institutions have de-
creased. Yet the U.S. government, riven with competing foreign policy cliques,
does not control all that the institutions do.

In the 1940s ideas, beliefs, and values played a critical role in creating the in-
stitutions. A bold new vision of international cooperation displaced an alterna-
tive, less formal, decentralized form of coordination that could have met U.S.
interests. In the design and governance of the institutions a modest equalizing
principle was enshrined and a degree of independence was conferred on the in-
stitutions, belying the view that the most powerful state at the time would sim-
ply create a structure maximizing its own control.

Through time the relative independence of the IMF and the World Bank has
been eroded. The Cold War added political imperatives to the preferences of their
major shareholders, as did the end of the Cold War and the desire to ensure a
particular kind of transition in the former Soviet bloc. Furthermore, as each in-
stitution has expanded, it has become more reliant on direct U.S. approval for
some portion of its resources. This has given the United States more influence
within each institution. However, this does not mean that the United States dic-
tates all policies of the institutions.

U.S. preferences are not always clear cut. Nor are the means to achieve them.
As this chapter has illustrated, there can be competing voices and lobbies within
the United States about a country and how it should be treated by the multilat-
eral organizations. This opens up a space for the institutions to provide alterna-
tive technical ideas and financing plans for a member country, and to broaden
the debate about the goals of their policies within that country. Furthermore, as
I will explore in the next two chapters, even where the preferences of the most
powerful shareholder in the IMF and World Bank are clear, those goals still need
to be translated into policies that are in turn implemented and enforced by other
governments.

Put simply, U.S. geostrategic motives and pressures have defined the parame-
ters within which the IMF and World Bank work. But translating those prefer-
ences into policy requires ideas about ends and means, and instruments and
institutions to implement them. Here the IMF and World Bank play a crucial role,
not entirely controlled by the Unites States, which we will now explore.
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Chapter 2

THE GLOBALIZING MISSION

When the Bank and Fund were created, there was no existing history or eco-
nomic theory that would assist in defining to whom they should lend or under
what conditions. Nor did their charters assist in answering how they might prac-
tically achieve the broad objectives set for them. Each institution would have to
define its tasks and tools. Although from the start political influence was rife
within each institution, national interests could not determine operational deci-
sions. Why? Because as Krasner has so aptly put it, life at the Pareto frontier 
presents several alternatives (Krasner 1991). Even where a powerful state’s ob-
jectives are clear, the choice of how to achieve those objectives is often unclear.

The IMF has to interpret the “adequate safeguards” provision—so brutally
fought for in the Bretton Woods negotiations. What conditions should be im-
posed on borrowers to safeguard the institution’s resources? In the World Bank,
staff members decide which projects best foster development and what consti-
tutes an appropriate program to support with loans. Economists offer compet-
ing answers to these questions. So what determines the result? In essence
economic theories and politics collide and merge in the work of the IMF and
World Bank. New ideas, debates, and theories certainly seep into each agency—
especially when political and bureaucratic incentives are aligned. If a powerful
shareholder does not back an idea or policy it is highly unlikely that it will be (at
least openly) pursued. Equally vital are the incentives staff face to adopt new
ideas. In the World Bank, for example, ideas that open up new lending possibil-
ities will best fit with the “disbursement culture” that has long rewarded staff for
how much they lend rather than the quality of those loans (Portfolio Manage-
ment Task Force 1992).

This chapter burrows into the economics behind the IMF and World Bank,
exposing how technical ideas are shaped by political and bureaucratic imper-
atives, starting with the first efforts of the Fund and Bank to implement their 
mandates.



The IMF Defines Its Tools

Once conditionality was established at the core of the IMF’s work, members and
staff of the institution had to work out what conditions to set for the use of Fund
resources. Countries would approach the Fund for assistance. The IMF staff
needed a way to diagnose the problem and prescribe or adjudicate a solution.
What theories could be used to determine what borrowing countries should do
in order to rectify a balance of payments deficit?

Obviously on some occasions direct political pressures would be brought to
bear on the content of conditionality. Powerful members would add or shape con-
ditions, attaching these to assistance such as occurred in the standby arrangement
with Korea in 1997 (Feldstein 1998, Blustein 2001, Kirk 2000). However, not all
cases attract such political attention and even when they do, the IMF staff still
require an approach to understanding balance of payments difficulties that per-
mits them to set down and justify conditionality.

Early on in the life of the IMF a particular model emerged that promised to
resolve these questions. The Polak model, named after its author, offered staff a
way to diagnose and prescribe conditions for any economy facing a balance of
payments crisis (Polak 1957, De Vries 1987, Frenkel and Goldstein 1991). As Po-
lak himself has written, the simplicity of the model was essential to its success
(Polak 1997). The original model required few data. It focused attention on a key
variable that governments could control—domestic credit creation. Crucially, it
linked a country’s domestic economic policies to its balance of payments posi-
tion. This opened the door for IMF conditionality. It meant that to help resolve
a balance of payments problem, the IMF would need to address domestic eco-
nomic policy in its member countries.

The starting point of the Polak model is what was known as the “absorption
approach” to the balance of payments, that a country with a balance of payments
deficit was absorbing too many resources in consumption and investment, rela-
tive to what that country can produce. With a couple of simplifying assumptions,
it will follow that a country which increases domestic credit too rapidly will en-
counter increasing balance of payments deficits reflected in a loss in central bank
reserves. The golden rule of the model is that a country’s money supply should
expand at a rate not faster than the country’s growth of real gross national prod-
uct (Polak 1997). On the basis of this analysis, where a country has a balance of
payments deficit the Fund’s prescription focuses on reducing government spend-
ing, increasing taxes, and reducing domestic credit creation. The model implies
a very neat set of policy prescriptions.

The Polak model emerged neither as state of art economics nor as pure prac-
tical expediency. It arose out of theoretical work Polak was undertaking in Wash-
ington, D.C. (Polak and White 1955) and a practical mission he led to Mexico
in 1955. In Mexico, officials had for some time been working to stave off a bal-
ance of payments crisis. In his work with the Bank of Mexico, Polak formalized
a technique for ensuring external stability and avoiding a new devaluation of the
peso. His report on Mexico proposed a way of estimating the amount of money
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that could “safely” be created over a four-year period, based on estimates of out-
put and of the increase of foreign exchange reserves and loans to the government
(Polak 1997; James 1996, 140, cites the original report). The great advantage of
Polak’s new approach was that it used data on assets and liabilities in the bank-
ing system, which were more widely available and reliable than the national ac-
counts data that other previous approaches to analyzing the balance of payments
required. In other words, it was eminently practicable.

Subsequently the original Polak model evolved to take into account improv-
ing data and a wider range of instruments governments can use to control their
economies. In the late 1990s the model began to give way to other approaches
to understanding and resolving financial crises. Over four decades, however, the
Polak model was the foundation for IMF financial programming and condition-
ality, and had profound implications for countries seeking to use IMF resources.

IMF conditionality requires countries to rectify balance of payments problems
using stringent fiscal and monetary policy measures. The original rationale for
this was that other policies would not work. For example, import restrictions
could lead to only a short-term improvement in the balance of payments deficit.
For this reason the IMF conditionality for a long time set purely monetary tar-
gets for borrowing countries, even though the Fund argued that this did not make
Fund programs necessarily “monetarist” (IMF 1987).

Even during its early days the Polak model was subject to much criticism for
imposing too much austerity with too little attention to the social consequences.
Indeed, some of the criticism surfaces in the documents of the IMF and World
Bank themselves. Contrasting with the official positive line (Fleming 1963, De
Vries 1987), an internal IMF memorandum of 1963 concludes that it was “not
too strong to say that the Colombian case tends to support many of the recent
criticisms of [Fund] stabilization programs” (James 1996, 143). In 1966 a World
Bank report accused the Fund of discouraging savings, undermining confidence
in developing countries, and imposing harsh stabilization measures in the wrong-
headed belief that balance of payments problems were short- as opposed to long-
term (James 1996, 143). By the 1980s these kinds of criticisms became more
vociferous as Fund conditionality was applied to debt crisis countries and accused
of increasing poverty and curtailing growth in those countries.

Critics have long argued that built into the Polak model and its successor “fi-
nancial programming” models are conservative biases. For Fund staff working
with countries in deficit, a critical variable is output. This has a value that offi-
cials themselves must estimate, for the “safe” level of money that a government
can create is based on an estimate of the country’s growth of real gross national
product. In practice, the IMF plays it safe, calculating output on the basis of an
estimate of the country’s capacity to pay for imports, whether from exports of
goods and services, or from inflows of capital. For this reason the result, in the
words of two analysts, is that “a conservative judgment is usually made” and
“this leads to austere policies in terms of government expenditure” (Fine and
Hailu 2000, 5).

A recent review by the IMF’s Independent Evaluation Office highlights a
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slightly different reason for the perception that Fund programs produce auster-
ity. “Programs typically assume rapid recovery, and therefore tend to push for
greater fiscal adjustment to make room for private investment.” However, as it
turns out, the assumptions about the pace at which private investment demand
will recover are unrealistic (Independent Evaluation Office 2003, 47).

Stepping back from financial programming models in the IMF, it is worth con-
sidering the alternative ways the IMF might have defined its task and tools, for
there were other theories on which the IMF staff might have based a diagnosis
and solution to balance of payments problems (cf. Barnett and Finnemore 2004,
chap. 3). In his original plan for the institution, Keynes laid out one possibility,
which is reflected in article VII, “Replenishment and Scarce Currencies,” of the
IMF’s Articles of Agreement. Keynes wanted to treat balance of payments sur-
pluses and deficits as systemic phenomena requiring international rules and re-
sponsibilities on the part of both surplus and deficit countries. Any surplus
country would be required to take action to reduce their surplus or to have their
currency declared a “scarce currency” by the IMF, which would permit other
countries to take restrictive measures in respect of that currency thereby affect-
ing the exports and so forth of the surplus country (Keynes 1971–89, vol. 25,
401–2, 474).

Another alternative for the IMF would be to focus on deficit countries but to
address more squarely the external causes of deficits. For example, the institu-
tion might pay more attention to exogenous shocks that create mayhem in vul-
nerable economies such as their inability to increase export earnings, short-term
fluctuations in commodity prices, and volatility among key currencies (Killick
1990b). The Fund has only ever taken incidental actions in respect of these is-
sues—establishing compensatory loans to deal with the former, and surveillance
reports to deal with the latter (more on this in chapter 6), yet they were exten-
sively analyzed some two decades ago (Dell and Lawrence 1980, Helleiner
1986a). More recently, others have shown that balance of payments crises are 
influenced by financial contagion and the volatility of global capital markets 
and consequent vulnerability of countries almost regardless of their domestic
policies and institutions (Williamson 2002). Criticism of the IMF’s approach in
neglecting international causes resurfaced prominently after the East Asian crisis
(Radelet and Sachs 1998, Sachs 1998, Krugman 1999).

Why has the IMF eschewed these alternative approaches to analyzing and re-
solving balance of payments problems? Two interrelated reasons stand out, one
institutional and the other political. Institutionally, it is much easier for the IMF
to deal with the domestic causes of balance of payments deficits. It has the tools
and the leverage to exact promises of policy reform from borrowing govern-
ments. It has no such capacity in respect of industrialized country trade protec-
tionism, macroeconomic policy, or currency arrangements. The Fund could
encourage members to use capital controls, and it does have the power to declare
a currency scarce and permit other countries to impose limitations on the free-
dom of exchange operations in the scarce currency (article VII [3]). In this regard
the Fund runs up against the explicit preferences of its most powerful member—
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the United States—which over recent years has pushed hard in the opposite di-
rection, urging the membership of the IMF to rewrite its mandate to forbid cap-
ital controls and ensure the liberalization of members’ capital accounts. Hence
by the end of the 1990s even as the IMF’s analysis was uncovering the costs of
capital account liberalization in countries without highly developed and strong
domestic financial system, the institution was nevertheless still positively advo-
cating liberalization (IMF 1999b).

In defining its craft, the IMF is heavily constrained both by its capacity and by
the limits put on it by its most powerful members. Within these constraints for a
long time the Polak model and successor financial programming models made
life relatively easy for the Fund. They provided a way to use available informa-
tion to diagnose problems and to prescribe solutions that lay within the jurisdic-
tion of the institution. That said, financial programming was severely challenged
during the 1980s as the IMF sought an appropriate response to the debt crises
that afflicted so many developing countries. Subsequently the IMF’s approach
would be further stretched in the Fund’s efforts to facilitate systemic transfor-
mation in the former Eastern bloc countries and in dealing with collapsing and
conflict-ridden states in Africa. In each of these later phases the Fund worked
closely with the World Bank in defining and promulgating policy condition-
ality—even though the Bank’s starting point, to which we will now turn, had
been a different one.

The World Bank and the Pursuit of Economic Growth

From the outset the World Bank’s objectives were broader than those of the IMF.
Once postwar reconstruction had been dealt with (principally by the Marshall
Plan), the Bank’s central objective was development—a broad mission for which
the Bank would employ a wide range of instruments. From early on development
was defined as the promotion of economic growth, although the contents of the
Bank’s growth model have changed over time.

In the early years the Bank lent primarily for large public sector infrastructure
projects, reflecting a particular view of growth and the need for industrialization.
The Bank’s view of development was based on a widely accepted belief that in
developing countries resources needed to be transferred out of the traditional 
sector and into an advanced sector whose growth would be driven by the in-
vestment of profits generated in that sector (Lewis 1954). Owing to the savings-
investment gap and the balance-of-payments constraint faced by developing
countries, foreign lending and aid were required to facilitate this process (Bruno
and Chenery 1962). The government’s role in developing economies was central.

The World Bank had an important part to play. Industrialization required an
adequate infrastructure of railways, roads, power plants, port installations, and
communications facilities. This “public overhead capital” “customarily provided
by the public sector” required both planning and investment (Mason and Asher
1973, 458). The Bank could assist by helping to meet foreign exchange require-
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ments for capital infrastructure and providing technical expertise on investment
planning and engineering. The result was a loan portfolio dominated by power
and transportation projects, which came to account for 78 percent of lending to
poorer countries by the end of the 1950s (Kapur et al. 1997, 86). At the same
time, the Bank could guide the overall economic policy of its borrowing mem-
bers so as to ensure “sensible public sector development programs” and “poli-
cies designed to promote the mobilization of foreign and domestic capital and its
allocation through market forces to its most productive uses” (Mason and Asher
1973, 459).

Subsequently, the World Bank’s view of its contribution to economic growth
in borrowing countries expanded in two significant ways. First, there was a shift
away from the focus on large public infrastructure loans toward a broader range
of projects. This enabled the Bank to lend more and reflected the Bank’s increas-
ing involvement in India, Pakistan, Sri Lanka, and in Africa. Previously, the Bank
had been reluctant to move into areas such as agriculture, industry, commerce,
and financial and personal services for these were seen as the realm of private in-
vestment. However, by the late 1960s the Bank began to emphasize industry and
agriculture. Its experience in India had demonstrated the need to ensure balanced
growth across the economy and to reform prices in agriculture. In Africa the Bank
became more aware of the importance of human resource development and lend-
ing to support education (Mason and Asher 1973, 472).

As well as broadening its range of projects, the Bank’s view of development
also shifted toward the overall policy framework and institutions within bor-
rowing countries. Early Bank lending in Latin America had already made clear
the importance of macroeconomic policy. In 1947 the Bank rejected a loan pro-
posal for Chile on the grounds that the country was suffering from “unbalanced
budgets and deficit financing, its need to limit non-essential imports and build up
foreign exchange reserves . . . unsatisfactory system of multiple foreign exchange
rates . . . unsatisfactory tax and exchange relationships with foreign enterprises”
(Kapur et al. 1997, 82). In refusing to lend to Chile the Bank was exercising de
jure conditionality over issues on which it would later focus more avidly. In In-
dia by the mid 1960s the Bank’s focus became agricultural and macroeconomic
policy reform to address artificially low interest rates and the overvalued ex-
change rate (Mason and Asher 1973, Kapur et al. 1997).

The Bank’s concerns with exchange rate and macroeconomic policy soon
brought it face to face with IMF missions attempting to address the same issues.
Resulting tensions between the agencies led to a formal concordat between the
Bank and Fund in 1966. The IMF was given primary responsibility for exchange
rates and restrictive systems, adjustment of temporary balance of payments dis-
equilibria, and financial stabilization. The World Bank would deal with devel-
opment programs and the evaluation of projects (James 1996, 144). Yet this issue
would recur with a vengeance in the 1980s.

The big change in the World Bank came in the late 1960s when Bank presi-
dent Robert McNamara attempted to change the Bank’s focus on development
defined as economic growth measured as the rate of increase in per capita gross
national product (GNP). McNamara rapidly expanded the Bank both in terms
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of lending and research. He advocated a broader conception of development,
which paid attention to nutrition, literacy, family planning, employment, and in-
come distribution, to which end he demanded detailed analysis—on this he is
worth quoting:

We do not want simply to say that rising unemployment is a “bad thing,” and
something must be done about it. We want to know its scale, its causes, its impact
and the range of policies and options which are open to governments, interna-
tional agencies and the private sector to deal with it. (McNamara, cited in Mason
and Asher 1973, 476)

Two institutional features hindered the Bank’s move into a broader concep-
tion of development—and indeed have plagued any such move since the 1970s.
First, there was a political problem with expanding the Bank’s goals beyond
growth in per capital GNP. The Bank’s Articles of Agreement prevent it from tak-
ing politics into account in making lending decisions, and equally from any po-
litical interference in its member countries. These decisions are left squarely
within the realm of sovereign governments. If the Bank were to aim explicitly at
political, social, and welfare objectives, it would fall foul of this injunction. At
most it could aim to enhance the capacity of a government to address these other
objectives. That said, even if governments agreed to a wider set of policies, the
Bank would have to be able to define what these were.

The second problem for the Bank was a practical problem. The institution did
not have the research or expertise to analyze and explain the social and political
conditions in borrowing countries. The institution started out with a research de-
partment described as “small and underfunded” (Mason and Asher 1973, 467),
particularly in comparison with the IMF (Horsefield 1969). This department was
hugely expanded under McNamara (Kapur et al. 1997), yet the challenge of mak-
ing a broader conception of development operational would remain elusive into
the twenty-first century. In 2000 the Bank staff still complained that they lacked
the knowledge necessary to understand the politics of economic reform and to
take it into account in designing conditionality (Branson and Hanna 2000, 6).

Revealingly, the Bank’s analysis has always been deeply affected by the way
the institution is organized. From its inception the Bank was organized into tech-
nical departments, which appraised projects, and area departments, which ex-
amined growth rates, import requirements, and so forth. Practically it is easy to
understand why the Bank, initially created for project lending, would be struc-
tured in this way. Falling between the stools of technical and area departments
was a capacity to systematically trace how development policies and processes
came together in specific settings—an analysis that would have been invaluable
in forging practical cases or models for use in formulating development strate-
gies. As the Bank’s historians Edward Mason and Robert Asher put it:

The Bank’s research has never been organized so as to generate a systematic ac-
count of development processes or for the principal variants from the norm or
model illuminating the relationship among the main variables that would need to
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be taken into account in assessing development prospects. (Mason and Asher
1973, 467)

An alternative approach would have been for the Bank to use country com-
parisons or groupings significant to development to test a range of theories and
alternative models of development (Stiglitz 1998 echoes this). Mason and Asher
argue that this would have generated more useful models specifically applicable
to different kinds of economies. Countries might have been grouped as labor-sur-
plus economies or export-oriented economies or with due regard to characteris-
tic differences in structure of production between small economies and large
economies at similar per capital income levels, and among economies of similar
size at different per capital income levels. The conclusion about the Bank’s re-
search that Mason and Asher regretfully came to in 1973 was that “the only
grouping of developing economies that has emerged from Bank experiences is the
product of administrative organization rather than of politico-economic analy-
sis” (Mason and Asher 1973, 467).

A later criticism of the Bank was that it exhorted all countries to undertake
similar policies without properly analyzing the likely effects of them all so doing.
By organizing policy advice region by region, the overarching implications were
lost. A key example is commodity exports. As the Bank exhorted developing
countries across the world to increase their commodity exports in the 1980s, it
failed properly to analyze the impact on world prices of all countries doing the
same thing. Writing in 1990, Killick bemoans how little research had been done
on this issue, citing just one study of such effects that is confined to African pro-
ducers (Koester et al. 1987, cited in Killick 1990b). In that study, the evidence
showed that an increase in exports of cocoa from all African producers would
seriously reduce the world price of cocoa such that producers would lose instead
of gaining from additional investments in the crop (Koester et al 1987). For other
commodities, one would need to take into account the effects of export increases
in other parts of the world being advised by the World Bank. A similar criticism
would later be made of the IMF and its failure to properly leverage its capacity
to collate, aggregate, and analyze the effects of policy across regions and across
the world economy (IMF, External Evaluation 1999a).

In summary, the structure and operational needs of the Bank and the IMF have
shaped the ways each institution defines and operationalizes its purposes. Both
the IMF and the World Bank draw heavily on economic theory and a staff of ex-
pert economists. However, the knowledge they draw on is equally shaped by in-
stitutional imperatives and limitations. To some degree each institution must
fashion its policies to fit the resources available. This means that their knowledge
is influenced by the way they are organized, the kinds of information and data
available, and the incentive each faces to adopt a model that can be used for all
member states. These variables reduce the discretion of staff and make it easier
for the institution to maintain consistency and coherence. It is these features that
shaped the knowledge and policies of the IMF and World Bank as they evolved
in the 1980s.
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The Debt Crisis and the Rise of the Washington Consensus

The 1970s were marked by an explosion of international lending by banks. Us-
ing growing Euromarkets, major commercial banks began rolling over short-
term deposits into what were effectively long-term loans mostly to developing or
emerging market economies (Helleiner 1994, Darity and Horn 1988, James
1996). The activities of the banks were fueled by their desire to profitably recy-
cle OPEC surpluses. The result was a “sudden escalation” in developing country
debt, which created what the IMF described in 1976 as a serious vulnerability on
the part of borrowers to any shift in access to external credit or export earnings
(IMF 1976).

The heady 1970s came to an abrupt halt in 1979 when the U.S. Federal Re-
serve hiked up interest rates in a shift to control inflation through contractionary
monetary policy. Debtors faced exponentially higher interest rates and commer-
cial bank creditors unwilling to extend new credit (Aggarwal 1996). Suddenly
dozens of developing countries could not meet repayments to commercial and of-
ficial creditors (Cline 1984). Adding to their woes, they also faced a new politi-
cal environment in the North.

During the 1970s governments in the United States, the United Kingdom, and
Germany had been willing to open up a dialogue about international economic
management and North-South relations (Brandt 1980, Cox 1979). However, by
1980 in each country a strongly market-oriented government of the right had
come to power. The new “neoliberal” governments were skeptical about foreign
aid and critical of the profligacy and corruption within developing countries.
President Reagan had won the U.S. election promising a much tougher foreign
policy toward the “evil empire” of the Soviet Union as well as toward all other
countries hostile to the United States. In economic policy the Reagan adminis-
tration, like Prime Minister Thatcher and Chancellor Kohl, focused on monetary
policy as a tool to control inflation and on privatization as a way to improve ef-
ficiency in the public sector. After a decade of big governments, the new political
agenda in these countries was about rolling back the state and unleashing mar-
ket forces. But the debt crisis forced each of them to accept a form of public in-
tervention.

When the Latin American debt crisis broke in Washington, D.C., in 1982 it
was immediately obvious that creditor governments would need to intervene.
Several large international commercial banks were heavily overexposed in Latin
America (Cline 1984). Creditor governments needed to ensure that their own
large, overexposed banks did not go bust and bring down the international fi-
nancial system (Kaletsky 1983). Several institutions could play some part in
averting this threat, including the IMF, the Bank for International Settlements,
the World Bank, the U.S. Treasury and Federal Reserve, and their counterparts
in other industrialized countries. Adding to the economic pressures, creditors also
feared that a politically unstable Central and Latin America would fall prey to
geostrategic advances by the Soviet Union (Kissinger Commission 1984).

The IMF soon emerged as the lead agency managing the debt crisis. Unsur-
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prisingly, it turned its existing tools and expertise to the task at hand. The Polak
model defined the problem as a short-term liquidity crisis or balance of payments
deficit due to excessive domestic credit creation and prescribed contractionary
policies, which would stabilize the economy and permit the servicing of debt.
Each debtor government was required to clamp down on government spending
and increase interest rates. In all cases this led to a severe contraction in the econ-
omy and did little to alleviate the crisis. For some this was unsurprising for even
outside of the debt crisis, the Fund’s approach had been described as “overkill”
because the Polak model systematically underestimated the demand-side effects
on output (Dell 1982).

The IMF’s approach had evolved as a solution to countries facing a short-term
liquidity problem. However, in the early 1980s this was not the ailment faced by
Latin American governments. High interest rates, poor investment decisions, a
global economic downturn, and massive debt burdens meant that their repayment
obligations far exceeded their capacity to pay. In essence, the debtors were insol-
vent. However, the IMF had no tools on hand to deal with that larger problem.

In 1982 neither the IMF nor any other international agency had the powers
of an international bankruptcy mechanism to ensure that while safeguarding the
system, the costs of dealing with bad debt could be fairly apportioned between
lenders and borrowers. Indeed, such a system was not proposed within the IMF
until 2002 (Krueger 2002, IMF 2002d). In the 1980s at most the IMF might have
exercised power under article VIII (2b), which provides that certain international
contracts will not be enforceable in the courts of member countries when they
are in conflict with restrictions approved by the IMF. In theory, this could have
been used to prevent creditors taking action against a debtor before an orderly
debt workout had been negotiated. However, courts in major industrialized
countries have interpreted this article in widely different fashions (Gold 1989).

Once deployed, the IMF brought to bear its existing tools and expertise, pro-
viding credit (alongside banks and industrialized country governments) to enable
the debtors to meet their immediate debt repayment obligations. In return, the
debtors were required to undertake “stabilization.” Each government had to re-
duce public sector expenditure and investment, eliminate government subsidies,
increase the cost of goods supplied by the government, increase income and sales
tax, set positive real interest rates to discourage capital flight and increase sav-
ings, rationalize and stabilize the exchange rate, and reduce inflation. This pre-
scription was the first rendition of what would later be called the Washington
consensus. It fit well with the new neoliberal ideology being expounded in North-
ern creditor countries.

The combination of new loans and tough conditionality worked to protect the
international financial system using existing international institutions. No major
bank collapsed in spite of their high exposure to Latin America. The prescription
ensured that debtors met their repayments in a timely and orderly way. Indeed
virtually all banks continued to pay dividends throughout the 1980s (Sachs and
Huizinga 1987). However, as one banker recognized in testimony to the U.S.
House of Representatives at the time, borrowing governments were meeting their
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interest payments by accepting new loans, hence their overall debt mounted and
mounted (Bogdanowicz-Bindert 1985). The result was good for the banks but di-
sastrous for the debtors.

By 1985 debtor countries undertaking stabilization were sliding ever deeper
into recession and indebtedness. A new debt strategy and some revision to the
“stabilization” solution was urged on the U.S. Congress in hearing after hearing
as bankers, academics, and officials warned policymakers of the dangers of de-
fault, unrest, a collapse in U.S. export markets and threats to U.S. commodity
supplies (U.S. House of Representatives 1985a, 1985b, 1985c).

Why did the debtors not default? One group of Latin American debtors had
declared after a conference in Quito in early 1984 that debt service ought to
come second to development, proposing to limit debt service in relation to ex-
port earnings (CEPAL 1984). A more radical position was formulated a few
months later by a larger group of debtors meeting in Cartagena (Banco Nacional
de Comercio Exterior 1984). The resulting “Cartagena Consensus” was further
refined at subsequent meetings in Mar del Plata (13–14 September 1984) and
Santo Domingo (7–8 February 1985). Yet no collective action by debtors
emerged (Ffrench-Davies 1987, Kugler 1987). Preventing any collective default
was the fact that debtors did not all fall into crisis at the same time, and also that
each debtor could relatively easily be induced to accept a special deal with cred-
itors (O’Donnell 1985, 1987; Whitehead 1989).

Some individual countries attempted unilateral action. In 1985 in Peru a new
president facing debt interest and repayment obligations that exceeded the coun-
try’s total anticipated export earnings, declared that the country’s debt service
would be limited to 10 percent of export earnings. In Zambia after large-scale ri-
ots broke out at the end of 1986, a new national “alternative” to IMF-sponsored
adjustment was announced, including limiting debt service to 10 percent of net
foreign exchange earnings and including IMF loans in the unilateral default. In
Brazil at virtually the same time a unilateral moratorium on interest payments on
Brazil’s outstanding debt was announced. However, in all these cases unilateral
action proved short-lived.

A change in the debt strategy did not occur until 6 October 1985 when secre-
tary of the U.S. Treasury James Baker III outlined a new plan for managing the
debt crisis at an IMF meeting in Seoul, Korea, soon dubbed the “Baker Plan”
(Baker 1985). The new plan had three elements. First and foremost the plan 
reinforced and further entrenched structural adjustment conditionality: “com-
prehensive macroeconomic and structural policies to promote growth and bal-
ance-of-payments adjustment and to reduce inflation” (Baker 1985, 9).

Second, the Baker Plan involved more lending by both the IMF and the World
Bank and other multilateral development banks for structural and sectoral ad-
justment. The U.S. secretary of the treasury referred to the “ample room to ex-
pand the World Bank’s fast disbursing structural and sector adjustment lending
in support of growth-oriented policies and institutional and sectoral reform,”
proposing that the Bank could raise its disbursements to principal debtors by 50
percent. Together with increased lending from the Inter-American Development
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Bank this would provide an addition $9 billion annually or $27 billion over three
years (Baker 1985, 10).

The third element of the Baker Plan was to increase private banks’ lending to
around $20 billion over three years. This led to much debate in the United States
about how banks might be persuaded to stump up more money—in essence
throwing good money after bad. Congressmen sought to uncover hidden guar-
antees or promises being made to the banking sector (see U.S. House of Repre-
sentatives 1985a and 1985b). Yet the short-term key priority for banks was to
ensure that debtor governments met their interest payments on time. If interest
payments were postponed or capitalized then a bank would have to reclassify the
loan. For that reason, banks focused on ensuring new loans were made to
debtors. These included both concerted private sector loans and new loans from
the multilateral organizations—indeed commercial bank creditors had begun to
insist on World Bank financing as a condition of their reschedulings even before
the Baker Plan (Watson et al. 1986, Husain and Diwan 1989, Boughton 2001,
1001).

Repaying the banks was further ensured by more stringent conditionality and
new forms of monitoring. Debtors were now required to embark on new deeper
“structural adjustment,” emphasizing supply-side reforms rather than purely de-
mand-side measures. However, the conditionality paid no attention to supply-
side measures that developing countries themselves were urging—viz. the need
to enhance investment in “tradeables,” that is, exporting and import-competing 
activities (G-24 1986). The Baker Plan implied that the Fund would lend more,
apply deeper structural adjustment conditionality, and offer a new role of “en-
hanced surveillance” whereby the Fund would monitor countries not already
within Fund programs so as to report on their performance to private sector cred-
itors (Boughton 2001, 429).

For the World Bank the new strategy channeled more of the institution’s re-
sources and research into structural adjustment and policy-based lending. Al-
ready in 1980 the Bank had launched Structural Adjustment Lending (SAL)
programs and in 1981 the World Development Report had focused on adjust-
ment. The new demands of debt crisis management pushed the Bank further in
this direction and also into a new turf battle with the IMF.

The Baker Plan envisaged that the Bank and Fund would work closely to-
gether to produce joint programs and conditionality with individual countries
(Baker 1985). The United States strongly advocated such a joint approach (the
board minutes are cited by Boughton 2001, 647). However, other countries
protested vociferously. They argued that cross-conditionality would further re-
duce the bargaining power of borrowers (G-24 1986). In the end the United
States accepted a much-diluted approach whereby the Fund and Bank would
agree on a joint policy framework paper, which would be approved by both Ex-
ecutive Boards prior to each institution negotiating its own conditionality. The
institutions also elaborated rules about collaboration and began some minimal
participation in each other’s missions. The result as later described by Fund his-
torian James Boughton was a set of rules that “helped staffs to keep from trip-
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ping over each other’s feet when they were both responding to the same fire alarms”
(Boughton 2001, 1002).

The rules on collaboration broke down over Argentina in 1988 when the
World Bank announced a new loan to that country before the IMF mission had
completed its negotiations with the Argentine authorities. Argentina had pre-
pared a new economic plan that the United States wanted to support (Pastor and
Wise 2001, Machinea 1990). The IMF managing director and staff wanted to see
further tightening in Argentina’s fiscal policy. Unusually, the IMF’s managing di-
rector Michel Camdessus refused to yield to direct pressure from the U.S. secre-
tary of the treasury to approve a loan to Argentina until the fiscal policy issues
had been addressed (Boughton 2001, 521).

Meanwhile across Nineteenth Street at the World Bank officials were under
equal pressure from the United States to approve a loan (Economist 11 March
1989; Aggarwal 1996, 441). The World Bank had long disagreed with the Fund’s
position on Argentina, arguing that more stringent fiscal policy made it too dif-
ficult for the government to implement the very reforms the Bank was trying to
finance. On 25 September, the president of the World Bank announced his sup-
port for a package of four loans to Argentina totaling $1.25 billion. The condi-
tionality attached to the package included a “Letter of Development Policy,”
which stipulated macroeconomic policies that were at the heart of the IMF’s ne-
gotiations with the country. The move was a direct affront to the conventions
and accords that governed relations between the IMF and the World Bank.

The Bank’s loan to Argentina produced a bitter feud between the organiza-
tions as the respective heads failed to agree on a form of words that would cap-
ture a new agreement about collaboration (Boughton 2001, 1003). The world’s
press went to town (Financial Times 26 September 1988, Wall Street Journal 26
September 1988). In the end, the two institutions agreed on a new concordat gov-
erning their collaboration (World Bank Annual Report 1989b).

Meanwhile the overall debt strategy desperately needed revising. The situa-
tion in debtor countries was not improving. Rioting in Venezuela in March 1989
reflected a couple of years of widespread discontent in Latin America as growth
failed to materialize. Legislators in Japan, Europe, and the United States found
themselves under pressure to come up with a better solution. Public criticism of
them was mounting for having used taxpayer money to bail out banks, ensuring
first and foremost that public interventions served to have debtors make their in-
terest payments (Sachs 1986, 1989; Calvo et al. 1989). Legislators in the United
States began to debate regulating banks to prevent such bailouts in the future
(U.S. House of Representatives 1989).

Crucially, by the late 1980s the bargaining position of the banks had changed
(Aggarwal 1996). The most exposed commercial banks had provisioned them-
selves so that their debt exposure no longer posed a risk to stability in the inter-
national financial system (Lissakers 1991). Citibank’s much publicized decision
to add $3 billion to its reserves in 1987 led the way on this. Furthermore, out-
standing debt was increasingly being diffused into secondary markets (Cline
1995).

T H E  G L O BA L I Z I N G  M I S S I O N 51



A new approach using debt relief to reduce interest rates was floated by Japan
and by France. This became known as the Miyazawa Plan following its an-
nouncement at the G-7 in June 1988 in Toronto. Soon other countries began to
support the idea of a change in the strategy (Cline 1995). Yet it took until 10
March 1989 for the United States to change its position and thereby unlock a
new official approach (Lissakers 1991).

Intellectually the case for debt relief was being put together in several forums.
Although it was taboo to refer to debt relief in public, some work was being done
within the IMF (Dooley 1986; Corbo, Goldstein, and Khan 1987) as well as 
in the World Bank (Husain and Diwan 1989, Claessens 1990, Claessens and 
Wijnbergen 1990), and in the Inter-American Bank economists had been quietly
working for some time on the issue (interview with Chief Economist Ricardo
Haussman). In June 1988 in the IMF a debt group was set up secretly to gener-
ate new ideas—few other staff members knew of its existence (Boughton 2001,
483). Outside of the institutions several prominent economists were also making
the case for debt relief (Williamson 1988, Sachs 1989, Frenkel et al. 1989).

There was also an emerging practice of debt reduction through market oper-
ations (Blackwell and Nocera 1989). The Fund implicitly supported debt reduc-
tion in Bolivia and Costa Rica in 1987, as it did when Mexico concluded a
path-breaking deal with Morgan Guaranty Bank to exchange part of its bank
loans for bonds, which would be partially guaranteed by the U.S. Treasury
(Boughton 2001, chapter 11; Lissakers 1991, 237). Chile had also begun to struc-
ture some debt relief (Aravena 1991).

In the U.S. key economic policymaking figures remained opposed to debt re-
lief (Lissakers 1991). These included Secretary of the Treasury James Baker and
Federal Reserve chairman Paul Volcker (until mid 1987). It was not until after
the new secretary of the treasury Nicholas Brady took office in early 1989 that
the United States shifted its official position. He recalls that the debt strategy had
become “ludicrous.” Banks were being coerced into “doing more of what was
bad” (Interview with Secretary of Treasury Nicholas Brady 1994).

After conferences with the IMF, Brady’s deputy David Mulford and the G-7
prepared a new approach, which was unveiled on 10 March 1989. The “Brady
Plan” permitted some degree of market-based writing down of debt whereby a
few debtors undertook to replace part of their debt with bond swaps, which
would reduce their overall liability (Fried and Tresize 1989). The banks, recalls
Nicholas Brady “hated it but it was the only game in town” and the administra-
tion was prepared to “push and shove and keep on pushing and shoving” (In-
terview with Brady 1994). The conditionality part of the debt strategy was not
altered. More structural adjustment continued to be demanded of debtors. The
same prescription was also applied to systemic transformation in the former So-
viet bloc and to combating economic failure in sub-Saharan Africa. Stabilization
and adjustment seemed to provide both Western donors and policymakers in
transitional and developing economies with a simple, clear prescription for eco-
nomic policy in a world full of baffling new complexities and vulnerabilities.
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What Embeds the Washington Consensus 
in the Bank and Fund?

In 1990 economist John Williamson coined the term “Washington consensus” to
describe the policies of stabilization and adjustment that prevailed as a frame-
work for virtually all tasks undertaken by the Fund and Bank as of the early
1980s (Williamson 1990). “Consensus” referred to the seemingly unassailable
agreement among experts as to the fundamentals of good economic policy. The
“Washington” part of the label highlighted that these experts were on the whole
based in Washington, D.C.—in the Fund, the Bank, the U.S. Treasury and Fed-
eral Reserve, and some of the think tanks that concern themselves with these 
issues.

The need for a policy consensus arose because the debt strategy depended on
debtors tightening their belts. Creditor countries were unwilling to provide
greater financing or to force creditors to take more of a loss. If debt repayments
were to be made, then financing and adjustment had to be balanced. The less fi-
nance made available to debtors, the more adjustment they would have to un-
dertake. In the 1980s the clear priority of the debt strategy was to save the banks
(Sachs and Huizinga 1987, Lissakers 1991). The result was that debtors had to
adjust hard. As the debt strategy evolved the financing of it was reshuffled along-
side a minimal fine-tuning of the terms of adjustment. This underscores the ques-
tions of what determined the content of conditionality and how and why was a
consensus maintained within the institutions?

The terms of adjustment or the content of conditionality during the debt cri-
sis was influenced by the economic diagnosis and prescription of the crisis as in-
terpreted within the IMF and the World Bank (Helleiner 1981). A number of
characteristics of the institutions stand out in shaping this interpretation. The first
of these is the provenance and training of the staff in each institution, which only
in very recent years has begun to diversify.

In the IMF a 1968 study of senior management revealed that just under 60
percent were from English-speaking industrialized countries (Strange 1974, 269).
In 2001 this had not changed radically. Some 42.1 percent of department heads
were from industrial English-speaking countries along with 55 percent of senior
personnel managers (IMF Diversity Annual Report 2001, 21). The IMF’s Diver-
sity Report also highlights the severe underrepresentation among senior man-
agement of economists from Africa and the Middle East, noting that although
the Fund hired record high numbers of new staff in 2000–2001 it “missed the
opportunity to improve diversity” (IMF 2001c, 19).

In the World Bank a 1991 study of the Policy, Research, and External Affairs
departments showed that some 80 percent of senior staff were trained in eco-
nomics and finance at institutions in the United States and in the United King-
dom (Stern and Ferreira 1997). In the IMF at the time it was reported that some
90 percent of staff with Ph.D’s received them from the United States or Canada
(Clark 1996). In 2002 the Human Resources Department in the IMF reported
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that the institution employed 1,231 economists of whom 59 percent received their
most advanced degree in North American universities (IMF 2002c).

Many economists would argue the facts stated above simply reflect that the
best economics departments of the world are to be found in the United States
(with the UK and Canada trailing close behind), and that the Fund and Bank
hire the best. Equally however, several features of the organizations skew them
in this direction. Unlike most multilateral organizations, the IMF and World
Bank have no nationality quotas to ensure that all countries are represented both
formally in the governing councils of institutions, as well as informally among
the technical staff. This was rejected by the United States in the early planning
stages of the institutions.1 Furthermore both institutions work exclusively in
English with no requirement to work in other languages. Recent historians of
the Bank argue that this has weighted employment in the Bank significantly, not
just geographically (favoring South Asia over East Asia and Britain over other
European countries), but also overwhelmingly toward graduates of institutions
that taught in English (i.e., predominantly in the United States and UK) (Kapur
et al. 1997, 1167).

The similar graduate training shared by staff in each organization gives them
a shared, albeit narrow, methodology and particular understanding of the world,
its problems, and their solutions. This makes it difficult for ideas from outside of
the “profession” to be taken seriously or to percolate into the mindset of the in-
stitutions. The term profession, which is widely used by neoclassical economists,
I highlight deliberately. It underscores the extent to which this kind of econom-
ics is a discipline, like medicine or law, requiring the command of a specific body
of abstract and complex knowledge, which is then brought to bear on a particu-
lar case (Brint 1994, McDonald 1995).

As a profession, neoclassical economics has both a technical and a normative,
value-laden aspect to it. Just as doctors are taught to value human life above other
goals, economists are trained to value efficiency above other goals (Evans and
Finnemore 2001, 17). The professional discipline becomes a way of examining
problems, of defining their essential features, and considering solutions. It be-
comes a way of “taming” the most intractable problems by reducing them to the
core elements that the professional expertise can digest and prescribe from. This
professionalism is vital to the work of the IMF and the World Bank. It is on this
that their claim to specialist knowledge and technical expertise is founded.

Put another way, the IMF and the World Bank do not claim to know the lo-
cal circumstances of their borrowers. They do not send anthropologists into the
field to examine the social institutions and values that underpin working prac-
tices, markets, and political life in a country. They send professional economists
who “cut through” the details of local circumstances, and “tame” the complex-
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ities of economic problems, extracting indicators and specific policy goals from
what might otherwise be a morass. This is the application of professional exper-
tise. It has several positive advantages for the IMF and World Bank. It makes it
easier to claim that they are treating all members similarly. It keeps politics out
of the equation. And it brings all problems within the professional ambit of staff.

There is also a psychological advantage to having a clear, narrow mindset in
the work of the IMF and World Bank. Junior officials are regularly sent to far-
away places to analyze rather alien and difficult situations. As mentioned above,
a clear blueprint of models and policies provide the Fund and Bank staff with a
well-structured starting point from which to define the problem, map out the
stakes, prescribe a solution, evaluate the chances of success, and assess the im-
plications of their prescription. Obviously, the simpler and clearer the model the
more usefully it fulfills these functions.

The downside of professionalism for the IMF and the World Bank is that there
is very little room for local knowledge. Local knowledge is messy, political, in-
tractable, and very difficult to make judgments about. Nevertheless, it is vital to
the definition of economic problems and their likely and practicable solutions.
This point is made by critics of the World Bank (Ferguson 1990, Gran 1986, Es-
cobar 1995). The point is also increasingly recognized by the institutions them-
selves, as evidenced in their increasing push for “local ownership” of policies and
programs (see chapter 5). Their reasoning is that policy prescriptions simply don’t
work unless there is local ownership and commitment to implementation. How-
ever, this poses an inherent contradiction for both the Fund and the Bank. The
advantages accruing from professionalism would be difficult to sacrifice in the
name of a wholly new “local” and “messy” way of working. We will discuss this
further in chapters 5 and 6.

The staff of the Fund and Bank are professionals bringing a particular frame-
work to bear on problems emerging in different countries the world over. Nec-
essarily this implies a degree of insensitivity to local circumstances which many
argue persistently hampers the mission of each institution. The advantage has
been that the institutions have retained an enviable coherence and reputation for
professional expertise. They have also very often managed skillfully to avoid the
pitfalls of overtly political analysis and prescription. Nevertheless, in some cases
the professionalism and coherence of the institutions can lead to a certain kind
of blindness and overrigidity that leaves them unable to deploy their formidable
expertise.

Disagreements among staff within each of the Fund and Bank are ultimately
resolved by appeals up the chain of command. If a heated debate emerges within
a country mission it will go up the chain possibly right to the head of the Area
Department. If that person finds that the Policy Development and Review De-
partment disagrees with him or her, they might even remit the issue further up
the hierarchy. In the extreme an issue will finally be settled by the first deputy
managing director or the managing director of the IMF.

Hierarchy combines with centralization within the IMF and World Bank to
ensure a high degree of conformity. Ultimately all staff account back to head-
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quarters in Washington. This prevents staff “going native” or interpreting their
work or methods in ways that diverge from the institution. In recent years this
feature has become weaker in the World Bank as it has decentralized and come
to rely more heavily on consultants and staff outside of its permanent operational
structures (more on this later). By contrast, in the IMF the sense of one-of-us is
further bolstered by a reluctance to decentralize, a smaller staff, lower turnover,
and imperviousness to information, advice, or criticism coming from outside its
own walls (see Kuzcynski 1988, 124). This is changing at a very modest speed.

In both the IMF and the World Bank political pressures and bureaucratic fea-
tures combine to entrench a particular world view. This set of ideas is not a di-
rect reflection of the interests of the most powerful members of the organizations,
even though powerful members get to influence it. Prevailing ideas are shaped by
economic analysis, institutional constraints, and bureaucratic organization.
These latter factors also create somewhat of a straight-jacket around the think-
ing of each organization, as is illuminated in studying their reactions to a crisis.

When Consensus Is Blinding

In 1994 both the Fund and the Bank failed to foresee that their largest debtor
was in dire economic trouble. As Mexico’s exchange rate and economy went into
free-fall at the end of 1994, both the IMF and the World Bank were accused of
having had their heads in the sand. Subsequent evidence suggests that the experts
failed fully to recognize the risks faced by Mexico and failed to consider anything
other than optimistic scenarios for the economy. The case illuminates several po-
litical and institutional features that lock the Fund and Bank into a particular
pathway, hobbling their ability to foresee or help to prevent a crisis. Some three
years later, backing up the lessons drawn from the Mexican case, South Korea
would go into financial crisis and be attended to by an IMF hobbled by some of
the same factors.

In Mexico a crisis seemed unlikely to the IMF and the World Bank for a num-
ber of reasons. In 1993 Mexico’s economic future looked set to flourish. Under
the tutelage of the IMF and the World Bank, the Mexican government had built
steadily on a set of economic reforms commenced a decade earlier. These reforms
now seemed to be cemented in place by the completion of the North American
Free Trade Agreement (NAFTA) and by Mexico’s accession to the OECD. Like-
wise, a couple of years later South Korea was undertaking liberalization, urged
on by the IMF to liberalize more rapidly, and acceded to the OECD in Decem-
ber 1996. In each country, an IMF article IV consultation conducted just prior
to each respective financial crisis revealed little concern on the part of Fund staff
that the country faced a risk of financial crisis.

In Mexico a financial crisis began just two months after its October article IV
consultation. In December 1994, after a period of economic policy difficulties the
Mexican government widened the exchange rate band by 15 percent (Lustig
1995; Sachs, Tornell, and Velasco, 1995). Within weeks Mexico was on the verge
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of default as investors withdrew. The country’s vulnerability to capital inflows
and outflows suddenly became a nightmare. From Washington, it looked as
though risks were posed to international financial stability as Mexico’s problems
threatened to create a “Tequila effect” spilling across Latin America, causing cap-
ital flight from the whole region (IMF 1995b, Gil-Diaz and Carstens 1995, Calvo
and Mendoza 1995).

Extraordinarily, in spite of warning signs earlier in 1994 and even back in
1993, neither the IMF nor the World Bank picked up on urgent warnings about
Mexico, nor did either institution issue any kind of urgent warning to the Mex-
ican government. Yet there were several warning signs which either institution
might have noticed. Many of these are documented in the institutions’ own pub-
lications from which most of the information below has been derived (IMF
1995a, 1995b, 1995c; World Bank 1996a). Similarly, in the case of Korea, a re-
view by the IMF’s Independent Office of Evaluation has uncovered documents
and internal debates to which more attention should have been paid (Indepen-
dent Evaluation Office 2003a, Annex 2, 95, notes the doubts that began to sur-
face in 1997 about the timing and sequencing of financial liberalization as per
Folkerts-Landau and Lingren 1998, a draft of which had been circulating within
the IMF in late 1997).

In Mexico in early 1994, the country’s current account deficit had been exac-
erbated by an uprising in Chiapas, which the government found very difficult to
deal with and which markets were reacting to adversely. Further, an increase in
long-term U.S. interest rates forced down bond prices, and in particular the value
of Mexico’s Brady bonds. In international markets, there was a significant rise in
the risk premium being charged on Mexican debt. Yet in official documents nei-
ther the IMF nor the World Bank went beyond their usual states of “concern”
about the economy (IMF 1994a).

In April 1994, the markets (and the Fund and Bank) became aware that the
Mexican government was substituting tesobonos (Mexican peso-denominated
government bonds, carrying a dollar guarantee) for CETES (U.S. dollar-denom-
inated instruments). Yet an IMF staff visit undertaken in mid 1994 was not
alarmed by the swiftly increasing stock of tesobonos, even while financial mar-
kets were reacting to the shift. While foreign investment continued to flow into
Mexico, a closer investigation into the nature of investment would have revealed
that it was creating new vulnerabilities for the Mexican economy. Certainly, once
Mexican’s monetary data up to April 1994 were released (in August 1994), the
shifts should have been apparent to both the Fund and Bank. So, too, later in
1994 the institutions should have more carefully noted the shortening of matu-
rity of new government security issues, the drop in foreign holdings of short-term
public debt, and the drop in stock market prices.

In South Korea there was a similar failure on the part of the IMF to find and
examine negative signals in the marketplace. In that case between August and
September 1997, outside analysts have pointed to two such indicators. The yield
spread of Korean Development Bank dollar-denominated bonds had begun to
widen, and other signals indicated a diminution of market confidence in the value
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of the currency (Park and Rhee 1998; Independent Evaluation Office 2003a, An-
nex 2, 97).

In Mexico, equally worrying, figures released in early September 1994 re-
vealed that Mexico’s imports had grown by 25 percent over the second quarter
of 1993, and that the country’s current account deficit had increased to 8 percent
of GDP on an annual basis. In the same month, in a vain hope to reassure the in-
vestment community, the government announced a Pact for Welfare, Stability,
and Growth (PABEC), which did nothing to correct the deteriorating trade bal-
ance or to tighten up the loosening financial policies. At least by this point, the
IMF or the World Bank should have sprung into action. Yet a senior World Bank
official at the time was expressing a positive view (Edwards 1995), as were IMF
staff (see IMF Country Report of January 1994, following 1993 Article IV con-
sultations with Mexico). Why was this the case?

Obviously the IMF and Bank cannot loudly report negatively on one of their
member economies. If they did, they would risk catalyzing the very crisis they
would hope to avoid. Furthermore, the institutions rely heavily on the coopera-
tion and openness of governments in the countries with whom they work. They
have no automatic right of access to confidential and sensitive statistics and pol-
icy questions. Once granted access, the institutions must use information care-
fully and without breaching confidentiality. To do their job they must ensure
continuing good relations and continuing access. The risk of adverse analysis is
that a government would simply close off access. This would prevent the insti-
tutions from performing most of their functions. Yet the result is to hobble their
capacity to undertake clear-sighted analysis. In the cases of Mexico and South
Korea the IMF was given incomplete data, yet failed to follow up on this.

In hindsight it is clear that in April 1994, World Bank staff should not have
accepted the assurances of Mexico’s Central Bank that they would not defend
the exchange rate band if it became unsustainable, and that they were shifting
to a monetary anchor (World Bank 1996). The weakness of both Fund and Bank
staff in the ensuing months to push for better information and more evidence of
assurances has been explained by the Bank as due not just to “respect for the
competence of the Mexican technical team” but also to “some element of defer-
ence to such a large and important client country” (World Bank 1996: these el-
ements are also highlighted in the IMF’s confidential internal study IMF 1995c).
In the case of South Korea, the report of the IMF’s evaluation office notes that
“there was insufficient data on Korea’s short-term obligations (though some rel-
evant data sources were overlooked)” and that staff did not attempt to request
the appropriate data more forcefully (Independent Evaluation Office 2003, An-
nex 2, 97).

Finally, although the IMF often notes that Mexico had no standby program
with the IMF at the time and therefore little influence—and indeed the same is
true for South Korea—this wrongly understates the IMF’s responsibilities when
it undertakes article IV surveillance of its members, and its overall responsibility
for financial stability.

In the case of Mexico the reputations of the IMF and the World Bank were on
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the line. Both institutions had given the country their “stamp of approval.” The
reforms Mexico had undertaken over the late 1980s and early 1990s had been
perceived by many within the international financial community, including the
World Bank and the IMF, as “spectacular, lasting, and the envy of any reform
economy” (Dornbusch and Werner 1994, 266). Mexico’s special status as a role
model for other developing countries is reflected in Economic Transformation:
The Mexican Way, by the former Mexican finance minister, Pedro Aspe, who de-
scribes the “profound transformation of the economy,” which rendered it (i.e.,
in 1993) “much better prepared to face the uncertainties of a rapidly changing
and challenging world and to respond more effectively to the social needs of our
population” (Aspe 1993, xiii). The involvement of the IMF and World Bank and
their commitment of resources to Mexico was a sign of confidence that the gov-
ernment had implemented (and would continue) liberalizing reforms, and that
these would almost inevitably lead to economic success.

Not only would a warning or pessimistic note from the Bank or the Fund risk
catalyzing a crisis, but it could also signal a failure of the Fund and Bank’s more
general project: of persuading countries to liberalize and deregulate their
economies. Indeed, very soon after Mexico’s crisis, other countries such as Brazil,
India, and Korea were arguing the case for slower or different types of reform
with a note of triumphalism—pointing to Mexico as evidence of failure of the
prescriptions of the Fund and Bank (Hale 1996, 2, 21).

In Korea in 1997 a similar stricture existed. IMF staff papers and board dis-
cussions consistently reflected a concern that Korea should be persuaded to lib-
eralize faster and more deeply. This was part of a more general over-enthusiasm
for greater capital account liberalization (Rogoff 2002, Independent Evaluation
Office 2004). The result was to leave little space for economists within the insti-
tution to step back and to examine what vulnerabilities the specific timing and
sequencing of liberalization had set in place in Korea.

In both Mexico’s crisis of 1994 and Korea’s crisis of 1997, the international
financial institutions had their reputations and the credibility of their policy ad-
vice on the line. The failure on the part of officials within each institution fully
to recognize the risks of a crisis was not due to the blindness or stupidity of par-
ticular individuals. Both crises reveal much about how the structure, organiza-
tion, and ideology of each institution affect its work.

In Mexico and in Korea the experts became blinkered. The more they invested
in a positive scenario, the less they were able to consider alternative outcomes.
In Mexico, officials involved at the time admitted in a highly confidential inter-
nal assessment of the handling of the crisis that little effort was made to consider
any kind of contingency plan should their positive assumptions fall through (IMF
1995c). In Korea, Fund staff displayed “excessive optimism” regarding Korea’s
ability to prevent speculative attacks on the won, and “underestimated the risk
of a breakdown in funding the capital account.”

Why did this occur? Both the IMF and World Bank have conducted internal
and confidential reports about their internal failings in respect of Mexico, and
the IMF’s Independent Evaluation Office has conducted a study in respect of Ko-
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rea, all of which are revealing, as are the oral accounts of participants involved
(see World Bank 1996a; IMF 1995c, Independent Evaluation Office 2003a; in-
terviews).

What became clear after Mexico’s crisis at the end of 1994 was that there had
only been one scenario considered on Washington’s 19th Street. To cite the Bank’s
internal report on the crisis: “Insufficient effort was devoted to developing ‘what
if ’ scenarios” (World Bank 1996a). Indeed, after the crisis a very senior World
Bank staff member pointed out that “what is to some extent intriguing . . . is not
that the Mexican economy faced a major currency crisis, but that so many ob-
servers were shocked by this turn of events.” In his view the “prophetically sim-
ilar crisis” suffered by Chile in the 1970s should have alerted officials (Edwards
1996). Yet such a scenario was not being considered and that official himself had
earlier adhered to the positive view (Edwards 1995). Social psychologists would
interpret the over optimism and screening out of any evidence that ran counter
to the group’s beliefs and story as a form of “group-think” or “belief-consistent
behaviour” (t’Haart 1990, Wegner and Vallacher 1980).Their approach offers 
a useful framework for analyzing responses to events in Mexico and Korea 
respectively.

Importantly, as both Mexico and Korea headed toward crisis, several analysts
outside of the IMF and the World Bank managed to read the signals. In respect
of Mexico, throughout 1994 highly respected economists were forecasting a va-
riety of warnings. Among the more famous were Rudiger Dornbusch who advo-
cated an immediate devaluation, and Guillermo Calvo who advocated not
devaluation but an immediate arrangement with the U.S. Treasury (Dornbusch
and Werner 1994, comments by Calvo, 298–303). Most warnings focused on
the appreciation (or “overvaluation”) of the peso and what it reflected and im-
plied for the economy. The critics of the government policy highlighted the lack
of growth and fragility in monetary and exchange rate policy.

By contrast the IMF and World Bank continued to believe in the success story.
While outside economists asked questions about the sustainability of Mexico’s
reforms, inside the IMF and the World Bank the positive consensus remained.
For example, the Fund’s January 1994 Country Report on Mexico recognized
some of the danger signs: both that the Mexican exchange rate was appreciating
and that net inflows to the public sector were increasing. Yet, the interpretation
was that “it was felt that such a real (i.e. inflation-adjusted) appreciation would
not affect export competitiveness significantly because of the positive effects of
the structural reforms.” Later in the staff appraisal we find: “During 1993 the
peso continued to appreciate in real effective terms as customarily measured and
eroded further the margin obtained in the 1980s. However, the strong expansion
in manufacturing exports would indicate that the structural reforms in recent
years and wage restraint have compensated so far” (IMF 1994b, 7, 12).

Similarly in the World Bank, to quote a later document, “the Bank’s program
in Mexico was shaped by a strongly positive view of the Mexican strategy and
the successful stabilization it had achieved.” In hindsight, it was recognized that
“given the growing warning signs of potential trouble, the Bank should have been
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better prepared to respond.” More specifically, in the area of macroeconomic pol-
icy, Bank staff had an “overly-optimistic view on what had been achieved by ear-
lier reforms in the sector” (World Bank 1996a).

In both the IMF and the World Bank, there was a strongly doctrinal rationale
for the positive interpretation. Staff maintained a belief throughout 1993–94
that Mexico’s current account deficit was not a cause for undue concern because
it was essentially a private sector phenomenon. They argued that so long as pub-
lic sector finances were (or seemed to be) more balanced, the private sector could
be relied on to adjust itself. Yet, it is unclear that there is any real evidence of an
actual case where the private sector has adjusted to such deficits without a dam-
aging spillover into public finances. Indeed, Fund research into the issue had
raised this question (Boughton 2001).

In respect of Korea, IMF staff concluded that Korea was “relatively well
equipped” to handle further external pressures without making any early attempt
to analyze rigorously Korea’s vulnerability to a cutoff of external short-term fi-
nancing (Independent Evaluation Office 2003, Annex 2, 96). Although researchers
had exhaustively catalogued the liberalization measures that had been under-
taken in South Korea and in other countries, they did not draw attention to the
growth in borrowing by Korean overseas bank affiliates. These were simply cat-
alogued as part of the liberalization of outflows of direct investment (Johnstone
et al. 1997). By thinking about capital account solely in terms of transactions be-
tween residents and nonresidents, the staff failed to treat borrowing by affiliates
as potentially equivalent to borrowing by their parent institutions (Independent
Evaluation Office 2003, Annex 2, 95). The result was to underestimate vulnera-
bilities in the South Korean economy.

Not only were officials in both institutions continuing to interpret events ac-
cording to one rather narrow, optimistic framework, they had also insulated
themselves and did not seek out external sources of information. For example,
throughout 1993–94 the IMF staff relied on the debt data being published by
the Mexican Central Bank, which had a two to three month lag. What they might
have done—indeed what some other financial actors, such as Reuters did—was
track the Mexican government’s debt by following the results of auctions of gov-
ernments securities (Hale 1996). In respect of Korea, they relied on an incom-
plete reporting on the part of the Korean authorities about their reserve position
(Independent Evaluation Office 2003, Annex 2, 96), and as mentioned above,
failed to investigate market signals. The crucial point here is that alternative
sources of information were available, yet the Fund staff chose to rely on what
the Mexican and South Korean governments made available to them. In the case
of Mexico, they were even prepared to endorse this information by using it as a
basis for giving assurances about the Mexican economy to the Bank for Interna-
tional Settlements in mid 1994.

Looking back, what we find is that in respect of Mexico while the IMF and
the World Bank issued their usual caveats and concerns in economic reports and
forecasts, along with some credit rating agencies and many private investment
institutions, they held fast to the view that the appreciation of the Mexican cur-
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rency was a natural companion to capital inflows and foreign investment and re-
flected a high rate of absorption in the Mexican economy. This contrasted with
private investors’ forecasts (Hale 1996). Debt, or a trade deficit, on this view, was
not a problem so long as it was in the private sector.

In a raft of Fund and Bank publications, we find the belief in Mexico’s reform
process buttressing optimistic accounts of Mexico’s prospects and covering over
warnings or evidence to the contrary. Indeed even after the August 1994 elec-
tions, both the Fund and Bank were prepared to continue giving upbeat and op-
timistic assessments of the Mexican economy. Their reports and statements
tended to report sources or signals from the market that were positive, yet only
very exceptionally to pick up and report any major negative signals or outside
commentaries. In essence, the experts were screening out any alternative infor-
mation or warnings and at the same time constantly buttressing their optimistic
accounts, which in retrospect, looks ever less warranted by the facts they might
have paid more attention to at the time.

The optimism of the IMF and the World Bank rested largely on the belief that
Mexico’s successful program of stabilization, privatization, and deregulation,
topped off with NAFTA and OECD membership, gave it a credibility and
strength that would carry it through temporary difficulties. The maintenance of
this view, even in the face of evidence to the contrary, was astonishing. The pos-
itive consensus seems to have seriously eroded the standards of evidence, which
ought to have been applied alongside critical appraisal of the Mexican economy
and policy. A similar statement can be made in respect of the IMF’s work in South
Korea.

Further exacerbating the failure to read the warning signs were the pressures
within the institutions not to rock the boat. As in most hierarchical organiza-
tions, staff do not try to “second-guess” the upper management or, if relevant,
the Executive Board, preferring instead to play the tune their superiors would
most like to hear. The effect is a subtle form of self-censorship and a suppression
of strongly critical or alternative views, which has been recognized by staff in
both the IMF and the World Bank. In the words of a Bank official: “The ethos
of the Bank is that no one challenges his supervisor, there is no room for boat
rocking” (Sherk 1994, n. 19).

Finally, in respect of Mexico there was all too little sharing of information
within and between the IMF and World Bank themselves. To cite the World
Bank’s analysis of lessons to be learned, “the macro concerns of staff were not
well-known to top management . . . and within the country department, many
staff and even some managers working on sectoral issues were unaware of the
macro concerns of their colleagues. As a result, their policy dialogue continued
to be based on the assumption that the stabilization program would stay on
track” (World Bank 1996, IMF 1995c). Furthermore, the Executive Board of
each institution remained silent. A later enquiry into the IMF’s response to the
crisis found that members of that Executive Board simply did not robustly push
doubts or concerns that they may have had at the time (IMF 1995c).
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The events of 1994 highlight several institutional features of the IMF and the
World Bank that entrench a policy consensus. Having lent significant resources
to the country and strongly endorsed it, the institutions obviously had a big stake
in Mexico’s success. Their prescription for growth and stability had solidified into
one optimistic scenario, which was adopted as an article of faith. An equivalent,
optimistic faith seemed to guide the IMF staff ’s interpretation of South Korea’s
vulnerabilities in 1997 in the wake of that country’s initial ventures into capital
account liberalization.

The faith-based blindness or seeming groupthink within the international fi-
nancial institutions comes about partly because they rely on a template. The Bank
and Fund have each forged conditionality that permits it to reconcile limited lend-
ing with the objectives of enhancing macroeconomic stability (in the case of the
IMF), growth, and development (in the case of the World Bank).

The template is necessary because it guides staff working in countries all over
the world, permitting them to act with the full backing of their institution and to
put agreements in place with a minimum of time and resources. Put another way,
staff have no incentive to venture beyond what the institution, as a whole, will
take responsibility for. The result is conformity, which is entrenched by the hier-
archical way in which each institution is organized. In both Mexico and in South
Korea, the United States and its G-7 partners who command a controlling share
of votes on the boards of the Fund and Bank failed to mitigate or contain group-
think in either institution. To the contrary, the explicit preferences of the United
States seem to have driven the institutions further into a blind spot from which
a crisis could not be seen.

The debt crises of the 1980s thrust the IMF and World Bank into the role of pre-
servers of international financial stability. Major shareholders gave neither insti-
tution the political incentive, expertise, or resources to do anything but require
debtors to undertake costly rescheduling and harsh stabilization and adjustment.
It was in this crucible that the Washington consensus was born. Only once the
vulnerability of international commercial banks had attenuated was any rebal-
ancing of the debt strategy considered. But the imprimatur of the Washington
consensus lives on not just for political reasons but equally for institutional ones.

Although changes have been undertaken in the IMF and World Bank since the
Mexican crisis of 1994 and the South Korean crisis of 1997, core tensions per-
sist and are perhaps inevitable. The staff of the IMF and World Bank must work
with a vast array of countries, prescribing targets and sectoral reforms intended
to enhance economic growth and performance. At the operational level there is
very little room for experimentation or for taking account of local circumstances
and knowledge. Individual staff members face a strong incentive to stick to a
blueprint belonging to their institution they risk less personally if things go
wrong. If all staff speak with one voice and prescribe the same things, then it is
the institution as a whole that must bear the brunt of any criticism. At the gen-
eral level this has its political justifications. The institutions must be seen to treat

T H E  G L O BA L I Z I N G  M I S S I O N 63



borrowers “equally” in terms of access to resources and conditionality. They need
to ensure quality control and managerial direction over hundreds of profession-
als working in all corners of the world.

Templates permit the Fund and Bank to “stand above” local knowledge and
to claim a universally applicable expertise, based squarely in the discipline of eco-
nomics. Disciplinary boundaries and methods assist them in forging coherency
and unity, as do their own governance structures and hierarchy in particular.
However, just as these features make life easier for the institutions, they also hob-
ble them, as is illustrated by the crises in Mexico at the end of 1994 and in South
Korea in 1997.

The institutions themselves are the first to admit that their success or failure
lies in politics. Ultimately economic growth and equity depend on the strength
and efficacy of a country’s governance structures and institutions. But these pre-
conditions for success lie beyond what the IMF or World Bank systematically
takes into account in prescribing economic policies. Both are aware of the gap.
The World Bank has attempted to begin at least to capture policy processes and
the practices of policymakers in its series of “Prem Notes.” The IMF has made
various attempts to explore what a political economy analysis might add (Wim-
mer 2002). Yet as this chapter has demonstrated there are powerful incentives
for each institution to continue to define its mission in narrow, more technocratic
and replicable ways—and for staff members to want to work in this way rather
than risk doing things differently and being held individually responsible for re-
sults. In the next chapter I examine the results from the other side of the equa-
tion, exploring what factors in borrowing countries lead the IMF and World
Bank to succeed or fail in their respective missions.
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Chapter 3

THE POWER TO PERSUADE

The mission of the IMF and World Bank is not just to produce and propose
ideas but to persuade borrowing countries to implement them. On the face of it,
this may seem easy. The IMF and the World Bank are powerful and coercive in-
struments of the international community and bastions of a dominant way of
thinking about economic policy and the global economy—or so they are per-
ceived across developing, emerging, and transition economies. Wealthy countries
dominate the board of each agency and have arrogated to themselves the right to
choose the head of each organization. Furthermore, when the institutions lend,
their wealthiest members can bolster conditionality by bringing to bear consid-
erable political pressure of their own.

Yet the IMF and World Bank do not always succeed in their mission. As staff
within each agency put it, “politics” too often gets in the way. To succeed the
IMF and World Bank must find willing and able interlocutors in borrowing gov-
ernments. In the 1980s the prospects looked hopeful. A wave of market-opening
economic reforms in a host of borrowing countries brought to power technocrats
and like-minded policymakers from Latin America across to parts of sub-Saha-
ran Africa. On one view this wave was due to a shift in consensus about eco-
nomic policy, which the IMF and the World Bank helped to disseminate across
the developing world. This chapter examines this and how subsequently the in-
stitutions have sought to transmit ideas and how their work is affected by the
configuration of politics within borrowing countries.

Fostering a Global Consensus

In the 1980s many Latin American countries embraced the market-oriented re-
forms of the Washington consensus. The explanation for the regionwide trans-
formation was simple, or at least appears to be. Economically literate technocrats



came to power and implemented a new kind of economic policy. These tech-
nocrats, mostly trained in the United States, embraced the new economic con-
sensus and networked with one another, sharing advice and information. Former
participating policymakers who shared “similar educations and beliefs in neo-
liberal solutions to key economic problems,” attended the same conferences, sub-
scribed to the same journals, and exchanged views in the same publications
describe always feeling only “a telephone call away from each other” (Interviews:
Naím 1995, Aspe 1995, and see also Williamson 1994). Their ascendancy in turn
created openings for the IMF and World Bank to give advice and further dis-
seminate the new economic policies. The result was a tide of economic liberal-
ization in the 1980s (Dominguez 1997, Naim 1993, Nelson et al. 1994, Kahler
1992a).

Sociologists of ideas look to economics to explain the rise of the new consen-
sus. Some write of a transformation of the discipline into a highly international-
ized discipline, dominated and defined by an emerging class of “global experts”
with “highly internationalized training (usually American)” who “claim to pos-
sess a universally applicable variety of expertise” (Babb 2001, 12). Subsequently
the values and norms of the new economics were diffused by institutions, pro-
ducing normative changes (Meyer and Rowan 1977) as well as changes in pref-
erences and routines (Hoffman 1989, DiMaggio and Powell 1991). Governments
became persuaded through dissemination, performance monitoring, seminars,
publications, and the like (Kraatz 1998) and through a range of transmission
mechanisms that has been elaborated by scholars of policy convergence, policy
diffusion, and policy transfer (Dolowitz and Marsh 2000, Stone 2000). The re-
sult was a transformation ostensibly driven by beliefs and disciplinary training.

In Argentina, for example, Harvard-trained finance minister Domingo Ca-
vallo brought about a “homogenization of economic thinking in Argentina,”
providing “the bridge that brought to Argentina the 1980s international con-
sensus in favor of economic liberalization” (Corrales in Dominguez and McCann
1996, 51). Prior to Cavallo, Argentina had been divided between the advocates
of statism (the stronger and more vocal majority) and those of free markets (a
weaker and less self-persuaded minority). Yet in 1996, it was said that “today a
consensus exists in Argentina, even among the left, that Cavallo’s harsher version
of economics—free convertibility, free trade, privatized public services, simpli-
fied tax systems, fiscal austerity—ought to be indelible features of the new Ar-
gentina” (Corrales in Dominguez and McCann 1996, 51).

In Argentina Cavallo’s consensus did not persist. Within four years the bridge
described by Corrales had collapsed. Argentinians of widely different political
views converged in an anti-IMF and antineoliberal view of economic policy in
the wake of that country’s financial crisis. However, the rise of individuals im-
bued with a vision of economic reform that converged with that of the IMF and
the World Bank had been crucial to the successes of the institutions not just in
Argentina but elsewhere. So what role had the international financial institutions
played?

Both the IMF and World Bank had facilitated negotiations between debtor
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countries and their creditors. When governments enter international negotiations
they open themselves up to new ideas, creating incentives for their own bureau-
cracies to prepare and advance ideas on an issue, often requiring their own offi-
cials to hire new experts or access new intellectual technologies. During
negotiations governments learn not only from one another, but equally from their
own adapting bureaucracies. The results often change their preferences (Putnam
and Bayne 1987, Putnam 1988, Evans et al. 1993).

If we consider the case of Argentina, we can see how this process might work.
Negotiations with foreign creditors and the IMF began in earnest in the early
1980s. Successive finance ministers had to fashion accords with both private and
public international creditors. These finance officials soon came to know their
counterparts in other countries across Latin America and worked intimately with
interlocutors in international agencies. Negotiations were closely focused around
the issues of external financing and debt rescheduling. The conditions seemed ripe
for the kind of learning and international influence on which scholars of inter-
national relations focus.

Policies requiring technical expertise are the most likely to induce the “learn-
ing” effects of international cooperation. This is because “the diffusion of new
ideas and information can lead to a new pattern of behaviour and prove to be an
important determinant of international policy coordination” (Haas 1992). Where
governments face uncertainty in international policy, they turn to networks of pro-
fessionals with recognized expertise and competence in a particular domain. These
networks soon form “epistemic communities” whereby professionals brought in
to frame policy share normative and causal beliefs as well as notions of validity
and a common policy enterprise (Adler and Haas 1992). The “epistemic commu-
nity” not only informs international agreements, but shapes agreements in ways
that entrench the positions of experts at the national level, leading to international
cooperation and convergence which would not otherwise occur.

Underpinning the transmission of ideas are facilitating institutional arrange-
ments. For a policy to succeed it will need to be taken up and pushed by an 
appropriate institution within government (Haas 1990, 1992). Indeed, interna-
tional development agencies have long been aware of this. In the 1950s, the
World Bank encouraged the creation of planning agencies, energy authorities,
and the like within national governments that would be insulated from domes-
tic pressures and responsive to bank preferences (Krasner 1999, 147). In the
1960s, the Inter-American Development Bank and the UN Economic Commis-
sion for Latin America gave technical support that bolstered the position of plan-
ning agencies and central statistics offices (Sikkink 1991, Tussie 1995). In the
1970s ideas about state-centered development “fit” very naturally in planning
ministries (Sikkink 1991, Finnemore and Sikkink 1999, 268).

In the 1980s, the World Bank’s desire to push trade liberalization did not find
a home within trade ministries that derived power and revenue from tariffs and
import duties. It was through other agencies with no stake in the protectionist
regime that the World Bank pushed liberalization. For example, in Mexico the
Central Bank supported trade liberalization, believing that trade liberalization
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might assist in the control of inflation, not to mention in the control of the trade
ministry (Heredia 1987).

The “epistemic” role of the IMF and World Bank is reinforced by the fact that
they often step into crisis situations in which governments are uncertain. Armed
with technical knowledge, the institutions foster the emergence of “technocrats”
who understand and are sympathetic to their reform agenda. The practicalities
of debt rescheduling and negotiations with the Bank and Fund constrain negoti-
ations to a small, relatively insulated group. The result is to give specific policy-
makers and agencies considerable leverage. Hence the IMF and World Bank can
bolster the position of policymakers who wish to undertake unpopular policies
(Drazen 2001, Vreeland 2000, Ramcharan 2002, and see the older literature Put-
nam 1988, 457; Spaventa 1983, Remmer 1986, Edwards and Santella 1993,
Vaubel 1986, and Dixit 1996). In Argentina, Cavallo’s special relationship with
the Fund and Bank gave him leverage over other agencies within the Argentine
government, making him gatekeeper of the country’s access to loans as well as to
the ongoing support of the institutions, which was influential in persuading pri-
vate capital markets to keep investing.

Behind the story of an emerging “epistemic community” lie political pro-
cesses within countries that are equally if not more important. Economic reform
during the 1980s was hugely contested in all countries and no less so in Ar-
gentina—as reflected in the vast literature on the politics of structural adjust-
ment during the 1980s (Haggard and Kaufman 1989, Nelson et al. 1994,
Remmer 1986). In other countries technocrats sometimes did not succeed in im-
plementing neoliberal policies. Occasionally even in the absence of technocrats,
neoliberal policies were put in place. In Argentina, a new democratically elected
government took power from the military in 1983 and embraced a new and het-
erodox set of economic policies, which led it into confrontation with its credi-
tors by the end of 1984 (Bouzas and Keifman 1985). Subsequently, as Robert
Kaufman has analyzed, Argentina’s policies were shaped by domestic politics
and by economists with a different view of the IMF’s then-orthodoxy (Kaufman
1990).

Far from snuggling into a new epistemic community, Argentinian policymak-
ers attempted throughout the 1980s to play off the various actors within the com-
munity, variously invoking the U.S. Treasury and the World Bank in bids to
persuade the IMF to soften its line. This alters the “epistemic community” view
of why Argentina and other countries changed their economic policies, and it sug-
gests two important caveats in respect to the relationship between “technical
knowledge” and policy-making.

First, beneath every consensus lie many disagreements. In practice, technocrats
often disagree about values, priorities, and even economic theories (Kapstein
1992). This is understated in the epistemic communities literature. Furthermore,
even where experts or technocrats agree, the consensus among experts will not
necessarily drive policy. John Ikenberry’s account of the role of experts in the cre-
ation of the IMF and World Bank shows that the result was not driven by a pre-
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existing expert consensus. Rather, what became a consensus was forged in re-
sponse to policymakers’ exigencies and questions. Politics drove the technocrats,
and not vice versa (Ikenberry 1992). As evidenced in the previous chapter, the
mission of the Fund and Bank is not informed by pure theory and empirical ev-
idence. Institutional pressures and political factors also contribute to defining the
mission of each institution. When they try to “sell” the result to borrowing coun-
tries, it is likely that even borrowers sympathetic to the underlying world view of
the Fund and Bank will reject at least some elements of their prescriptions.

More profoundly, technical ideas shape politics only where they resonate with
the political needs of the moment and provide opportunities to bridge old polit-
ical divisions and build new coalitions (as elegantly put by Ikenberry 1992, 293).
Ideas prevail not because they are the “best” ideas in a technical or professional
sense but because they best meet the social, organizational, and political needs of
key actors (Lakatos, and Musgrave 1970; Deane 1978; Blaug 1987). In the 1980s
the Washington consensus offered a simple, intuitively appealing set of ideas and
a vision of future competitiveness and wealth. In many ways this mindset fulfilled
the role of an ideology in attributing blame and letting off steam, creating morale
and optimism about the future, engendering solidarity or a particular identity,
and permitting advocacy (Geertz 1964). Blame for the debt crisis and its after-
math was attributed to poor policy-making in developing countries. The future
would be bright with the short-term pain of adjustment and reform leading to
high growth and renewed access to capital markets. Old nationalist identities and
solidarity were replaced with a new identity of entrepreneurialism, moderniza-
tion, and integration into the world economy. Specific economic goals were pri-
oritized and policies advocated. Neoliberal ideas offered not just a clear way to
respond to a crisis but a whole new social language and rationale for reform
(Woods 1995).

Like all politics, economic policy is the art of the possible. The IMF and World
Bank operate in a marketplace not just of ideas but of politics and social forces.
They supply ideas and prescriptions based (to some degree) on their technical
analysis. They know that actual policies will be shaped by practical exigencies.
Borrowing governments, for their part, will formulate policies in response to po-
litical, social, and institutional pressures, paying some heed to what Fund and
Bank experts diagnose as the problem and propose as workable solutions.

In the 1980s the debt crisis discredited the more statist economic policies that
preceded the Washington consensus and reconfigured social forces and priorities
within debt-ridden countries. Thrown into crisis, policymakers in developing
countries grappled for new solutions. In this context the prescriptions forged by
the IMF and World Bank had attractions of their own. They offered governments
a new paradigm that fitted policy into existing resources and promised a future
of economic growth and recovery. The Washington consensus had the backing
of institutions renowned for their technical expertise and resources. That said, it
was also backed by significant bargaining power and leverage on the side of the
international agencies.
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Bargaining Power and Requiring Governments to Reform

The IMF and World Bank enjoy considerable bargaining power in their relations
with borrowing governments. Countries mostly approach the institutions when
they have little access to alternative sources of finance.1 Bank and Fund loans are
less attractive than private sector loans because they have many strings attached,
including both formal conditionality and informal pressures and influences over
the design, implementation, and procurement within programs and projects. For
this reason governments heading into difficulty are often reluctant to approach
the institutions—indeed, recall that in 1997 South Korea was determined not to
approach the IMF. Only under strong U.S. pressure did South Korea eventually
agreed to meet with the IMF’s most senior officials dispatched to Seoul at the
eleventh hour (Blustein 2001).

Once a country approaches the Bank or the Fund, it opens up a number of op-
portunities for the institutions and their most powerful government members to
wield influence through penalties, conditionality, and advice. The institutions can
refuse to lend to the country, thereby depriving a country of the emergency re-
sources sought. Furthermore, when the institutions turn down a request for as-
sistance, their action carries a second kind of penalty. Their refusal to lend will
be interpreted by many other investors as an unwillingness to certify that a coun-
try’s economic policies and prospects are sound. This can send a strong message
to the markets and other potential lenders. Indeed, some countries will seek a
positive certification even in the absence of a loan in the hope that this will help
to catalyze funds from elsewhere.

When a loan is made to a country it is accompanied by conditionality. In prac-
tice, this involves some formal and some less formal requirements. In the World
Bank rigorous requirements have always been complemented by looser, less for-
mal agreements to undertake particular actions. Even three decades ago, as
World Bank historians Mason and Asher detail, the Bank would complement de-
tailed explicit conditionality with “supplementary letters” setting out the Bank’s
expectations with respect to borrowing government agencies on matters less for-
mal than those covered in covenants, as well as “oral understandings concerning
reciprocal obligations of lender and borrower” (Mason and Asher 1973, 420).

In the IMF conditionality is described across a spectrum from “hard” to
“soft.” Hard conditionality describes measures a country must meet in order to
access any money. Typically this involves “prior actions” and “performance cri-
teria,” which are specified in the formal agreement. These can be waived where
minor deviations from agreed targets are considered to be of a temporary or re-
versible nature. Soft conditionality refers to a wide range of other elements that
the Fund will take into account in deciding whether or not to “complete” the re-
views that are necessary to permit the disbursement of each portion of the loan.
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Such soft conditionality includes things such as structural benchmarks, indica-
tive triggers, and general undertakings in the country’s letter of intent (Indepen-
dent Evaluation Office 2002).

In formulating conditionality, the institutions’ resources and “expertise” can
be overwhelming. The technical weight of the analyses of the Fund and Bank staff
put critics at a distinct disadvantage. In the words of one study, domestic actors
simply cannot compete with the expertise and sophistication (or the “weight”
and “depth”) of the international financial institutions’ technical work: “One in-
teresting feature of the power dispute with the international agencies is the use
of technical competence and research as a strategy to negotiate policy with the
local administration and the intelligentsia. The imposition of technical criteria
and the heavy emphasis on detailed and quantitative research about the prob-
lems at hand put local administrators at a great disadvantage” (Castro and Alf-
than 1996, 18). In many cases, local officials wishing to present alternative policy
recommendations have great difficulty matching the kind of technical work the
Fund and Bank prepare. Proposing an alternative involves a long and arduous
process of preparation to meet the Fund and Bank technicians head on.

Once agreed, conditionality is monitored by the IMF and the World Bank who
have formal powers to apply sanctions if necessary on countries borrowing from
them. If a country falls behind in implementing its agreed program or project, the
institutions can suspend or cancel disbursements of loans (disbursements are
made contingent on evidence that conditions being met). More serious sanctions
can be imposed on a country if it falls behind in its repayments to the institutions.
In the IMF this is covered by its arrears policy and in the World Bank by the
nonaccrual policy. Further to this, until the late 1980s, the institutions would
withhold funding from countries if they fell behind on their wider repayments
obligations to the private sector.

The powers of the IMF and World Bank to require governments to reform are
significant. They do not lend large proportions of global development financing
but the timing of their loans gives them considerable leverage because they lend
at times when governments have few alternative sources of finance. In spite of
this advantage, it is easy to overstate their power and influence.

The imprimatur of the institutions is always cited by policymakers and com-
mentators as an important signal to private investors, although in fact the evi-
dence of the catalytic effect of IMF agreements is ambiguous at best (Mody and
Saravia 2003, Cottarelli and Giannini 2002, Mosley 2000).

Conditionality is nowhere near as effective as either institution would like.
They certainly can and do require a range of conditionalities from governments.
But available evidence suggests that, for a number of reasons, they are seldom
successful in imposing this (Killick 2002).

Where a country has strong support from a powerful shareholder within the
IMF and World Bank, this can influence the package of policies the Fund and
Bank are able to extract from a borrower. A government-in-need may be less
compelled to agree if, as in the case of Russia, major shareholders on the boards
of the Bank and Fund are prepared to exert informal pressure to ensure more
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“understanding” agreements and conditions. In other words, when the economic
and security interests of large powers are at stake, the Fund and Bank staff may
find themselves on a leash. Similarly, when a country’s crisis poses a threat to the
international financial system, its government may find that it has more leeway
since the institutions are under equal pressure to find a speedy solution—the
usual package may be modified.

Access to information about their borrowers is vital for the IMF and World
Bank, for on this depends their capacity to structure and offer loans as well as
monitor conditionality. Yet each institution has to negotiate how much access
they are granted to crucial information, policy debates, and decision-makers. A
government wishing to hinder or limit the role of either international institution
can simply close off access, albeit in many cases at obvious costs to its relations
with the Fund and Bank staff. For example, prior to 1983 the World Bank was
constantly frustrated by the Mexican government, who denied it access to cru-
cial sectors of the economy. In the months leading up to Mexico’s debt crisis in
1982, the World Bank (who had considerable exposure to Mexico) had virtually
no information at all on Mexico’s external public debt situation (Interviews:
Knox 1995, Husein 1995, Binswagen 1995). Apparently the government claimed
that statistics were held up due to computer difficulties. Without access, however,
it was difficult for the Bank or the Fund to do its job and sensibly advise on ar-
eas of key economic policy.

In a more subtle way the nature of access to information can facilitate the mis-
sion of the IMF and World Bank. For a long time both sides could negotiate al-
most entirely in secret (now all countries are under pressure to permit the IMF
and World Bank to disclose the content of agreements). The result was to forge
a particularly narrow relationship between the Bank and Fund staff and very se-
nior officials in specific economic agencies (typically finance ministries and cen-
tral banks), cemented by each side’s privileged access to information. The Fund
and Bank would gain access through special relations with officials who in turn
would benefit from the fact that they were the only policymakers with full in-
formation about the negotiations and positions of the Bank and Fund staff. This
gave them a special gatekeeping role vis-à-vis the rest of government, empower-
ing the individuals and the agencies with whom the Fund and Bank deal most 
directly.

The Fund and Bank have significant bargaining leverage in the face of crises,
which force governments to supplicate for assistance. But this does not give ei-
ther institution the power to impose a Washington-prescribed medicine. Rather,
their mission has to begin by seeking out sympathetic policymakers or persuad-
ing existing leaders that specified reforms should be undertaken.

Finding Sympathetic Interlocutors

Where the Fund and Bank staff share technical expertise, methodology, and an
orthodox economist’s understanding of problems and solutions with officials in
a borrowing country, their capacity to transmit (or reinforce) ideas is heightened.
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As analyzed in chapter 2, a particular professional mindset dominates the work
of the IMF and the World Bank. Where they encounter officials who share that
same mindset as a way of managing political and economic problems, the task
of persuasion is a joint effort in which the Fund and Bank staff team up with sym-
pathetic local decision-makers to persuade others.

Two cases that reach back into the 1960s and 1970s highlight the ways in
which the international institutions and foreign donors have relied on relations
with particular officials with whom they can forge jointly agreed projects or poli-
cies. The cases indicate that it is not just a question of finding individual policy-
makers. Equally critical are the structures of government within which those
individuals work and the bureaucratic and political incentives they face. The first
case is that of India where the country’s considerable national economic policy-
making capacity and active sense of sovereignty and independence have for a long
time forced the IMF and World Bank very actively to seek out and work with
sympathetic interlocutors.

In the early 1960s the U.S. administration worked very closely with the World
Bank setting up what became the Aid India Consortium. Further close coopera-
tion resulted in sending two expert missions to India to examine its economic
policies: the “three wise men” led by Oliver Frank in 1960 and the Bell Mission
of the mid 1960s. The latter resulted in significant pressure on Indian policy-
makers to reform agriculture, liberalize industrial and trade controls, and devalue
the rupee. India had a deteriorating balance of payments driven by two succes-
sive monsoon failures and two wars—with China in 1962 and with Pakistan in
1965. The result was an increase in the economy’s dependence on foreign aid and
loans (Joshi and Little 1994, 49).

The IMF, the World Bank, and the United States collectively used promises of
external assistance to induce India to devalue and rationalize its tariffs and ex-
port subsidies. There was little domestic support for the devaluation (Joshi and
Little 1994, 49). Subsequently, its perceived negative impact was blamed on
World Bank pressure (Frankel 1978, Thapar 1991, Lewis 1997). The IMF would
much later reflect that the result was “political backlash which gave reform a bad
name and resulted in a fifteen year period before reforms could be tried again”
(Krueger 2003). In fact reforms were attempted in concert with the IMF some
nine years later in India.

Our concern here is with the conditions under which the World Bank team
was originally able to persuade the government to reform. Retrospectives of the
World Bank’s work in India during the 1960s focus closely on the able, sympa-
thetic, and technically competent interlocutors within the Indian government
(Lewis 1997; Kapur et al. 1997, 293–98, 463–67). These interlocutors fostered
a sense of success and ongoing commitment in the Bank and likewise in the Fund
and the U.S. administration. The architect of the agricultural policy reforms so
desired by the World Bank in India was C. Subramaniam, food and agriculture
minister from 1964 to 1966. His beliefs about Indian agriculture have been traced
by Ashutosh Varshney who depicts their culmination in an agrarian model that
complemented the World Bank’s thinking about these issues (Varshney 1989).

Equally important to the uptake of the World Bank’s model was the bureau-
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cracy and the way in which Subramaniam’s institutional base—the prime minis-
ter’s Secretariat—rose while the hitherto dominant Planning Commission was
tamed (Varshney 1989). Subramaniam was able to attract critical elements of
party support and finance for his reforms, and to build up a base of sympathetic
colleagues. It was with this group that the World Bank worked so successfully.

Once a relationship with key policymakers had been established, outside agen-
cies could use that relationship discreetly to find ways to smooth over problems.
From an official perspective, USAID official John Lewis details the way the United
States and World Bank turned to Subramaniam in 1965 in order to break an aid
log-jam. Confidential negotiations that included President Johnson resulted in a
secret treaty in which the Indian minister agreed to undertake specific policy com-
mitments—over the objections of his colleagues—in return for an unlocking of
U.S. aid (Lewis 1997, 113).

Finding the right interlocutors in the Indian case did not mean that the Bank,
or any other external agencies, enjoyed plain sailing with India. In dealing with
their Indian interlocutors, Bank staff seemed to have oscillated between respect
and frustration. Indeed, in their 1973 history of the Bank, Mason and Asher
wrote that by the end of the 1960s “what had previously been viewed as techni-
cal excellence in India was characterized as doctrinaire arrogance” (Mason and
Asher 1973, 683).

In the early 1970s a radical-populism defined India’s economic policies as Mrs.
Gandhi surrounded herself with radicals in the wake of winning a heady uncon-
ditional surrender from Pakistan when that country attacked India by air in De-
cember 1971. But the radical-populism was short-lived. Mismanagement of food
supplies and the oil price shocks of 1973 and 1974 contributed to political and
economic disarray that drove Mrs. Gandhi to alter course.

In 1974 Mrs. Gandhi gathered around her an interministerial task force of se-
nior bureaucrats to devise an anti-inflationary policy. These technocrats intro-
duced tax and monetary measures that brought inflation under control and
successfully devalued by stealth, manipulating the currency basket to which the
rupee was fixed (Joshi and Little 1994, 54–56). One result of the new policies
was to reforge relations with the IMF and World Bank. In 1972–73 India re-
ceived no credit from the IMF and net multilateral loans of US$473 million. In
1974–75 India accessed US$522 million from the IMF and US$961 million in
multilateral loans, which rose to US$1.29 billion in the following year (Joshi and
Little 1994, 137).

In India where failure pushed policymakers to seek a new approach in the
economy, the World Bank and the IMF gained openings into the policy debate.
However, these openings could only be used effectively where sympathetic inter-
locutors in the Indian government were prepared to work with the international
institutions. This meant that the IMF and World Bank had to tailor their advice
and aspirations to fit within the domestic Indian economic agenda. They were
most influential when policy was made by a small group relatively insulated 
from the wider political system. A similar set of factors affected relations with 
Indonesia.
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Indonesia offers another case in which the World Bank and the IMF became
highly involved during the 1970s. U.S. strategic priorities set the backdrop for
their involvement. The extent of the international agencies’ work in Indonesia
depended on their relations with government officials. As with India, a consor-
tium, initially called the Inter-Governmental Group on Indonesia and later the
Consultative Group on Indonesia, was formed to bring together Western donors
and lenders to Indonesia. Under that umbrella more specific working partner-
ships were formed.

Indonesia joined the IMF in 1967 and was required to implement a series of
economic reforms orienting the economy toward exports and limiting the coun-
try’s budget deficit, initiating a period of significant IMF influence over policy
(Sutton 1982). Subsequently a very close relationship developed between the staff
of the Bank and Fund and their interlocutors in the Indonesian government—a
group of young U.S.-trained economists (or “technocrats” as they came to be
called) who were brought into government by General Suharto (MacIntyre 1993,
Yoon 1991, Soesastro 1989). In 1968 the Bank set up a Resident Mission in In-
donesia (the Bank’s first ever such arrangement), cementing the close relationship
that existed between the Bank and Indonesian counterparts. It then increased its
lending rapidly during the 1970s, giving its most senior staff member in Jakarta
unprecedented powers to make loans and report directly to the World Bank pres-
ident (Operations Evaluation Department 1999, Kapur, Lewis and Webb 1997,
467–71). On the Indonesia side, the bureaucrats were important since they
wielded a lot of power over economic policy due to the heavily statist, centralized,
and clientelistic system that had developed under Suharto (MacIntyre 1989).

The Fund and Bank lost some degree of influence once their technocratic In-
donesian interlocutors lost some of their special position and power as the con-
straints faced by Indonesia changed in the late 1970s. Yet even within the “special
relationship” between the government and the World Bank there were draw-
backs. As later reported in an official evaluation of the World Bank’s relationship
with Indonesia: “The special relationship . . . created a situation where the Bank
did not succeed in persuading the Government to heed some crucially important,
but unwelcome messages to the country, let alone impose unwanted policies, lest
the relationship be broken” (Operations Evaluation Department 1999, 16). The
same would happen later on in Mexico (see chapter 4).

It is important to recall that the World Bank depends on lending to countries
such as Indonesia who can borrow and repay, thus generating both opportuni-
ties for the Bank to lend large sums, and net income for the Bank from its lend-
ing activities. Added to that, Indonesia’s impressive record of economic growth
and poverty reduction were seen as adding luster to the Bank’s reputation.

Elements of the relations forged with India and Indonesia can be found in the
Fund and Bank’s work with many other strongly statist countries allied to the
West with whom the World Bank and/or the IMF formed close relations during
the late 1960s and 1970s: for instance, Turkey, Mexico, Iran (in particular in the
late 1970s), and the Philippines. Strong relations were initially developed with a
particular group of young technocrats. Economic difficulties enhanced the lever-
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age of both the ideas and the resources proffered by the IMF and World Bank.
However, once the technocrats lost influence in government, the Bank and Fund
lost a degree of leverage and influence. For this reason we need to examine the
political institutions within which technocrats either rise or fall.

The Bureaucracy and Institutions of Government

We have seen that the IMF and World Bank are most likely to succeed where eco-
nomic decision-making is undertaken by the executive or an insulated elite at the
top of the government bureaucracy. This does not imply that authoritarian gov-
ernments are better placed to pursue economic reform than democracies (the de-
bate about this is reviewed by Sirowy and Inkeles 1990, Przeworski and Limongi
1993, Helliwell 1994). Although early studies suggested that authoritarian gov-
ernments undertake “tough” economic adjustment more readily than democra-
cies (Haggard and Kaufman 1992), subsequent studies contest this (Hellman
1997, Joyce 2004). In the end, the studies of authoritarian versus democratic
regimes do not tell us under what conditions economic reform is most likely to
be undertaken (Haggard 1986, Remmer 1984, Geddes 1995, Edwards 2003).
But core political structures do affect when and where the IMF and World Bank
are likely to be most influential.

In some political systems economic policy is made away from the hurly-burly
of politics. This gives greater scope for the IMF and World Bank to engage tech-
nocratic interlocutors. There are several ways economic policymakers can be in-
sulated from the rest of a political system, permitting them to pursue economic
policy in close cooperation with the IMF and World Bank with relatively little
constraint. Obviously at times of economic crisis executive authority is expanded
(Haggard 2000). Or put in the words of the first deputy managing director of the
IMF, a crisis can suspend “politics as usual” and provide a government with
“considerable freedom—more than is usual in politics—to undertake reforms”;
furthermore, “new governments may enjoy something of an advantage, espe-
cially those in democracies that enter office with a mandate for change” (Krueger
2003). Economic policy-making can also be insulated from broader political
processes through delegation to specialized agencies such as independent central
banks (Cukierman, Webb, and Neyapti 1992; Eijffinger and de Haan 1996),
quasi-judicial structures for the management of trade policy issues (Hall and Nel-
son 1992), and centralized budgetary processes (Alesina and Perotti 1996; Per-
otti 1997; succinctly described in Haggard 2000, 42).

Where economic policy is mostly made within part of the bureaucracy, we
must delve inside the bureaucracy to discover under what conditions the IMF and
World Bank are most likely to find or persuade willing interlocutors. For inside
government institutions, the impact of particular ideologies or ideas is affected
by patterns of recruitment and administration as well as the capacity of institu-
tions to innovate (Evans 1995, Evans et al. 1985, Hall 1986, Steinmo 1989, Adler
1987). The kinds of experts appointed to senior jobs and the qualifications de-
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manded and recognized can shape the upper echelons of a government. If re-
cruitment takes place almost exclusively among individuals with a particular type
of training or degree, this can easily bias receptivity toward one set of ideas (Haas
1989, Miller-Adams 1997, Ascher 1983, Finnemore 1996).

Equally important are the bureaucratic structures that permit, or hinder, a
turnover of staff. In the United States and Mexico, for example, the political ap-
pointment of senior civil servants means that each new president brings to office
a new staff and potentially a new mindset. Change is thus more likely and more
rapid than in the erstwhile UK-style career civil service where new ideas wait be-
hind a long queue of retiring civil servants (Weir 1989 and others in Hall 1989).
In the post-Communist world, Steven Fish has shown that “elite turnover” deeply
affected the propensity of governments to reform (Fish 1998b).

Bureaucracies powerfully shape the actions of those who work within them.
This requires us to pay attention to the norms, values, and processes of any
agency tasked with economic policy. March and Olsen remind us that institu-
tions are “collections of standard operating procedures and structures that de-
fine and defend values, norms, interests, identities, and beliefs” (March and Olsen
1989, 17). James Q. Wilson, in his empirical study of bureaucratic agencies, re-
minds us that preexisting attitudes, predispositions, preferences, and peer judg-
ments, combined with the imperatives of the situation, all powerfully shape the
responses and actions of bureaucrats (Wilson 1989).

Until recently the IMF and World Bank could work relatively easily with bu-
reaucracies who enjoyed relative independence from the rest of the political sys-
tem within borrowing countries. Each international institution could exercise
some influence over domestic policy struggles by using the timing and quantity
of small amounts of rapidly disbursable resources together with conditionality to
bolster the position of their favored interlocutors. They could enhance the au-
thority and resources of individual policymakers, privileging some and disem-
powering others. They were aided in this by the secrecy surrounding negotiations
with the Fund and Bank and the fact that only a chosen few were party to nego-
tiations. As required by their Articles of Agreement, they negotiated exclusively
with one small group of officials—those at the head of the Ministry of Finance,
Ministry of Planning, Central Bank, or the like. As a result, their interlocutors
had privileged information and influence within their own political system.

More recently, the nature of relations between the Fund and Bank and bor-
rowing governments has changed. Increasing transparency and publicity has
opened the work of the institutions, making the old, more secretive approach dif-
ficult to sustain. Furthermore, as the reform agenda has deepened to include far-
reaching institutional and social reforms, it has become apparent that a top-down
approach does not produce sustained reforms. In the 1980s and early 1990s the
“top-down” macroeconomic policies and trade liberalization reforms being
urged by the IMF and World Bank did not require “deep” political implementa-
tion—a small group of technocrats could take these kinds of decisions. However,
the deeper “good governance” reforms being urged by the mid 1990s could not
be pursued in the same way (Naim 1995, Nelson et al. 1994). Recent thinking in
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the Fund and the Bank recognizes the fragility of a reform process that relies on
key individuals, suggesting that sustained reform requires a deeper commitment
or support from the broader political system and society.

In several cases the mission of the IMF and World Bank has been blocked by
the actions of parliaments. For example, in Russia in July 1998, the parliament
flatly rejected a number of the tax reforms that were key conditions of an IMF
loan that had been approved a day before. As will be discussed in chapter 5, the
Russian president then turned to instituting the required reforms by decree. In
Argentina in December 2001, after defaulting on $155 billion in foreign debt, the
government acceded to IMF demands for monetary adjustments, spending cuts,
and politically sensitive reforms to the system of revenue-sharing with the
provinces. However, the parliament refused to move on a bill converting savings
to bonds and flouted IMF orders by passing bills reforming bankruptcy rules and
punishing “economic subversion”—removing money from the cash-strapped
economy even though this sank Argentina further into threat of default on its
loan payments to the World Bank (Valente 2002). In Turkey in 1998, parliament
forced the government to break its promise to the IMF to hold down the wage
increases of public sector workers.2 In 1999 and 2000, the Moldovan parliament
repeatedly rejected IMF-mandated privatization of wine, brandy, and tobacco en-
terprises in a political fight that brought down a government. (Eventually, despite
Communist opposition, the privatization took place and the IMF relationship
was restored.)3 The Indonesian government declared in January 2003 that it
would break free from its commitments to the IMF; parliamentary pressure, in-
cluding a decree in October 2002 requiring the government not to extend the cur-
rent IMF program, was a vital part of this decision.4

Both the IMF and the World Bank now adopt the view that they must go be-
yond ensuring that their counterparts are intellectually convinced about new
policies, prepared to initiate reform, and use their political will to implement new
policies and build a consensus around them (Johnson and Wasty 1993, Frischtak
and Atiyas 1996). Each institution has begun to work with and to consider more
systematically a wider range of processes within borrowing countries.

Nonetheless, there has always been an awareness within the IMF and World
Bank of the way political institutions affect their role. A comparison of Mexico
and Brazil is instructive. The Bank built a closer relationship with key govern-
ment bureaucracies in Mexico than in Brazil, which had a far more complex po-
litical structure, a more open society, and a more prescriptive constitution. As the
former director of the Latin American and Caribbean Department of the World
Bank put it to me in an interview in 1995, when Bank-friendly technocrats came
to power in Mexico, they all too quickly passed through (Husein interview 1995).

Within the political process there are several actors who may have a veto over
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economic policy. At the apex of any political system is the executive—the presi-
dent or prime minister whose authority and strength depends on how much he
or she must rely on the support of a political party, coalition, or legislature. The
president, cabinet ministers, parliament, parliamentary committees, bureaucracy,
and implementing agencies may all need to agree in order for a measure to be
adopted and implemented. In theory, the more actors along the way who can veto
or block a policy, the more difficult it will be to reform but the easier it will be
to maintain stability and credibility (Tsebelis 1995). In practice, outcomes will
depend on the respective roles of the executive, parliaments or legislatures, and
political parties.

A large number of political parties within a political system will produce “frag-
mentation.” Forging agreement among a large number of parties is difficult and
further compounded when the system is strongly polarized, meaning that strong
ideological differences drive actors in the system to differentiate themselves as oc-
curred in Russia and in Turkey in the late 1980s (Haggard 2000).

Equally important is how political parties are organized and what incentives
politicians face—such as to fall in behind a leader or to focus on individual, nar-
rower interests. Some political systems encourage politicians to seek publicity
and popularity for themselves with little need for party backing or support. This
makes top-down economic reform difficult. The evidence demonstrates this in re-
spect to “open list” systems where political parties do not control who gets to
run for election (Carey and Shugart 1995) and multiple-member constituencies
where there are several representatives from each constituency and so politicians
have an incentive to appeal to selective parts rather than the electorate as a whole
(Cox 1990, Myerson 1994). The structure of campaign financing can magnify
these effects. By contrast, in a single-member constituency in a closed-list system,
politicians face a much stronger incentive to tow the party line and the result, ac-
cording to one study, is a greater provision of public goods and less spending on
special interests (Edwards 2003).

In sum, political parties and the way they compete for power will affect the
kinds of economic policy a government favors. So too will the electoral cycle.
Econometric studies tell us that the higher the uncertainty about whether a gov-
ernment will be reelected, the more likely a government is to spend more and to
tax less in order to try to buy support for itself (Roubini 1991, Edwards and
Tabellini 1991, Annett 2000). Furthermore, a government facing an election is
unlikely to initiate a program with the IMF within six months before the election
(Bird and Rowlands 2000, Vreeland 1999, Dreher 2002, 2003), and more likely
to enter into an agreement with the IMF after the elections are over (Przeworski
and Vreeland 2000).

Political institutions heavily influence the leverage of the international finan-
cial institutions over policy. The IMF and World Bank have the most scope for
influence where policy-making is highly centralized and insulated from the
broader political arena. But this has increasingly failed to translate into an abil-
ity to ensure implementation. This is because each institution is trying to foster
policies that require broader support and implementation by agencies outside the
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narrow circle with whom the Fund and Bank negotiate. The result is a difficult
trade-off between centralized and insulated policy-making that prioritizes a par-
ticular view of economic effectiveness, versus a messier, complex democratic
process that is more open and transparent but can result in poor economic poli-
cies. Specific cases of this trade-off are further explored in subsequent chapters.
Playing into either system are actors outside the political institutions—first and
foremost among which are powerful interest groups whose support or rejection
of particular measures can often influence policy.

The Role of Interest Groups and the Scope for Policy Capture

The IMF and World Bank have long held the view that they must persuade and
garner support not just from governments but also from the private sector and
other parts of civil society within countries if their mission is to succeed. Although
they must work formally through the government, both the IMF and the World
Bank engage and consult with an increasing range of interest groups in borrow-
ing countries. So too they have begun to analyze the impact of policies on such
groups through stakeholder analysis, which examines which societal groups will
benefit or lose out from reform (World Bank 1996b). But where and how do in-
terest groups shape policy and thereby the influence of the Fund or the Bank?

Governments rely on some degree of support from interest groups to stay in
power (Ilchman and Uphoff 1969). These interest groups “enter the political
arena in pursuit of their interests, with major effects on political outcomes”
(Frieden 1991a, 7). As the incentives for groups and sectors changed—such as in
the 1980s in the wake of the debt crisis in Latin America—so too government
policies changed to accommodate new powerful interests (Bates 1981, Olson
1982). Put simply, international economic shocks created new opportunities and
constraints that altered the agenda of powerful interest groups, empowering
some and disempowering others (Frieden 1991b). On this view economic reform
will be possible when a crisis or shock reconfigures social interests.

But what role does this suggest that interest groups play—do they set the
agenda for politicians or do they exercise a veto over policies forged by politi-
cians? The answer is to be found in political economy research. If interest groups
were to set the agenda they would need to be organized in stable coalitions with
dynamic sources of ideas that best reflect the interests of members. But this is not
borne out by the evidence. Imperfect information means that interest groups sim-
ply do not know or are uncertain about the benefits they will enjoy if a particu-
lar policy is pursued (Rodrik 1996, Fernandez and Rodrik 1991). Alternatively,
interest groups know how they will benefit but are hindered by uncertainty about
how the overall benefits are distributed and how their rivals and others will ben-
efit (Drazen and Grilli 1993, Alesina and Drazen 1991).

Imperfect information and uncertainty mean that interest groups tend not to
set the agenda. Rather they respond to an agenda set by the government. In
Africa, for example, Robert Bates depicts politicians creating and maintaining
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coalitions of interests in order to ensure their political survival (Bates 1981). So-
phisticated cross-class coalitions result from government policies. For example,
farmers who benefit from seemingly adverse policies by using the market defen-
sively coalesce with urban clienteles including both business and workers created
by governments’ use of nonmarket instruments. In this analysis, interest group
coalitions are fluid and reactive.

The failure of interest groups to set the agenda is also born out in a later study
by Bates and a team of researchers examining and comparing eight developing
countries. They reported that “one of the most surprising findings of our case
studies is the degree to which the intervention of interest groups fails to account
for the initiation or lack of initiation of policy reform” (Bates and Krueger 1993,
454). A similar finding is made in a study of Indian agricultural policy (Varshney
1989). Indeed, sometimes interest groups are even unwilling to support policies
that favor their interests. In Brazil, Chile, Ecuador, Egypt, Ghana, Korea, Turkey,
and Zambia, scholars found that “in the context of comprehensive economic pol-
icy reform it is difficult for particular groups to calculate where their interest lie.
Ideological struggles therefore can outweigh competition among organized in-
terests as a determinant of policy change” (Bates and Krueger 1993, 456).

The power of interest groups lies in shaping policies within the preferences set
out by governments and bureaucrats. Sometimes they even succeed in capturing
the process of detailing and implementing policy. For example, Korea’s financial
liberalization began in earnest in 1991 when the government began to license
merchant banks and to lift administrative controls on commercial credit. The re-
sult, as described by Stephan Haggard and Jungkun Seo, is “a case-study in how
financial reforms can be captured not only in their implementation but in their
basic design” (Haggard 2000, 37). The government was captured by the intense
lobbying efforts of corporate conglomerates who used kickbacks to bureaucrats
and politicians in order to shape both the design and application of policies.

The private sector is a powerful lobby within government, and sometimes this
includes the lobbying of foreign direct investors. It is often assumed that in-
creasing foreign direct investment (FDI) will open up an economy and result in
lower protectionism (Bhagwati 1987 gives evidence of this). However, more re-
cent studies show that the opposite can occur. For example, when foreign direct
investors moved into import-competing sectors in Mexico, those sectors became
more highly protected than other import-competing sectors with no FDI (Grether
and Marcelo 1999). Industrial groups as a whole were very active in lobbying the
government (Kraemer 1995). Foreign director investors were yet more effective
in lobbying a government increasingly sensitive to their interests (Grether and
Marcelo 1999). Overall, as a trade policy review of Mexico reported in 1993, a
very high level of well-organized cooperation and linkage between the govern-
ment and the private sector pervaded Mexican policy-making through the 1980s
and early 1990s (GATT 1993). The real question is what should balance this 
influence?

In Africa although organized interest groups play virtually no role in setting
the economic agenda, this has not prevented subsequent capture by specific in-
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terests (Van de Walle 2001). The weakness of government capacity to implement
policies and achieve outcomes has resulted in a government apparatus in many
countries that has been used to create and extract rent (Mbaka and Paul 1989).
Indeed, in some countries politicians are seen as “brokers of wealth transfers be-
tween the various interest groups” (Kimenyi and Mbaka 1993). Key to perpetu-
ating such systems is the lack of any checks on governments by societal pressures,
parliaments, opposition parties, or a free press (Migdal 1989).

The IMF and World Bank have long recognized private interests as a power-
ful force in politics. In an interview, a senior Bank official recounted that in
Venezuela in the early 1990s the Bank failed adequately to understand rent-
seeking and its relationship to particular government institutions. After strongly
supporting a reformist government, they soon found that the well-established
rent-seekers struck back, collapsing the reforms and revealing deep shortcomings
in the Bank’s analysis of fundamental policy structures and relationships and the
likely impact of change (Husein interview 1995). Subsequently World Bank re-
searchers have begun to flesh out the conditions under which policy becomes
“captured” by private sector interests (Hellman 1998, Hellman et al, 2000).

The challenge for the IMF and World Bank is that they are likely to have in-
fluence where “rational economic policy” can be formulated away from the hurly
burly of politics (Krueger 2003). Yet so too are vested interests, who may cap-
ture and distort outcomes for their own benefit. The alternative is economic pol-
icy made in a more transparent, openly contested, publicly debated, and demo-
cratic way. That process is likely to be messy, complex, and time-consuming, it
will often thwart rapid reform, and it will certainly marginalize the role of the
IMF and World Bank.

The IMF and World Bank transmit ideas about economic policy to a wide range
of countries. Their influence depends not just on the individuals with whom they
work but on the configuration of political institutions within borrowing coun-
tries. The rise of the Washington consensus in Latin America was facilitated by
U.S.-trained technocrats prepared to embrace prescriptions proffered by the IMF
and the World Bank. However, this occurred only in the context of an economic
crisis that had thrown previous policies into discredit and imposed a new re-
source constraint on governments. Even then, however, not all governments fac-
ing similar circumstances adopted the same policies at the same time—Brazil and
Mexico, for example, each responded differently in the 1980s and early 1990s to
fiscal constraints.

The IMF and World Bank deploy a mixture of technical advice and coercive
power in bargaining with borrowing governments. Each institution can variously
lend or withhold resources, disburse or suspend payments, and impose various
forms of conditions. Yet the institutions can successfully deploy this power only
where they find and work with sympathetic interlocutors.

Sympathetic interlocutors must be both willing and able to embrace the pri-
orities preferred by the institutions. Their willingness is influenced by circum-
stances and prevailing sets of ideas. For example, the debt crisis not only
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discredited some existing ideas about economic policy but also demolished the
resources necessary to implement them. In that context, new policies were ac-
tively sought and taken up by indebted governments. The Washington consensus
offered one solution. Its persuasiveness was doubtless bolstered by the resources
and expertise thrown behind it by the IMF and World Bank, as well as its roots
in prevailing economic theories of the time in which many finance officials had
been trained. But even then, the Washington consensus was implemented only
under particular political conditions.

The ability of interlocutors to implement reforms is shaped by the configura-
tion of political institutions, or “governance” within countries. Where economic
policy is centralized and relatively insulated from other political pressures, the
potential influence of the IMF and World Bank is high, particularly in bureau-
cracies with high turnover and adaptive capacity. Nonetheless, such systems are
often characterized by only the narrowest form of accountability. Where eco-
nomic policy is subject to a broader set of processes, party politics and electoral
cycles will have a strong influence. The results will be messier and less easily con-
trolled—albeit more open, and more transparent. In more open systems, the ca-
pacity of the government to change policy will depend on the number of “veto
players” in the policy process.

Among potential veto players in economic policy, interest groups play a rather
specific role. They do not set the agenda. Rather they respond to priorities set by
the government. Despite their reactive nature, interest groups can capture the
process of policy implementation, thereby altering the outcomes of economic pol-
icy. Their capacity to do this is greatest in systems that are not transparent and
where formal systems of accountability do not function. These effects are illus-
trated in the next chapters.
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Chapter 4

THE MISSION IN MEXICO

During the 1980s the IMF and the World Bank worked closely with Mexico.
The debt crisis forced Mexico to turn to the IMF for financial assistance in 1982,
and during ensuing years a close and evolving relationship emerged between pol-
icymakers in Mexico and staff, management, and board members in the IMF and
the World Bank. Obviously several features make the case of Mexico special, not
least its special relationship with the United States and the size of its borrowings
from the international financial institutions. That said, the development of the
relationship between Mexico and the Fund and Bank illuminates how the inter-
national institutions seek to discharge their mission, persuading, advising, and
where necessary, coercing borrowing governments.

This chapter explores how the IMF and World Bank built up a working rela-
tionship with the government of Mexico from the period 1976 onward. In the
first period, 1976–82, the bargaining power of the IMF and the World Bank grew
out of the material incentives each institution could offer policymakers to un-
dertake particular policies. In a second period, 1982–88, the international insti-
tutions developed relations with sympathetic interlocutors who came to occupy
key roles in the government—this enlarged the role of the advice and lending of
the Fund and Bank. In the third phase, 1988–94, there was a further deepening
of relations and lending from the IMF and World Bank as Mexican interlocutors
continued to prove both willing and institutionally capable of undertaking pre-
scribed reforms. Secret negotiations and assistance were a part of this relation-
ship, as revealed in interviews with the key actors. In the final period since 1994,
individuals have remained in key economic policy-making positions; however,
political changes have altered their institutional position and capacity, and so too
the influence of the international financial institutions. Using archives and inter-
views undertaken with officials in Mexico and in Washington D.C., I will trace
the ways domestic institutional changes alter and shape the possibilities of influ-
ence of the IMF and World Bank.



The Case of Mexico

Like many other countries, Mexico radically reshaped its economic relations with
the world during the 1980s, throwing open borders to trade, finance, and in-
vestment. Accompanying this transformation of economic policy was a change
in the role of the state, described by former finance minister Jesús Silva Herzog
as a profound change, virtually a silent and peaceful revolution (Silva Herzog
1993). Although the IMF and the World Bank had intensive relations with Mex-
ico over this period, most policymakers’ accounts of the transformation give lit-
tle hint of their involvement (Aspe 1993, Ortiz 1994, Rogozinski 1993, Martinez
and Farber 1994, Gurria 1993, Blanco 1994, Silva Herzog 1993). A prevailing
view favored by economists in both Washington and Mexico is that Mexico sim-
ply undertook the most rational, technically sound policies available. The trans-
formation from 1982 to 1994 is portrayed as both planned and inevitable from
the start.

Underplayed or ignored in mainstream accounts are the tough debates and vo-
ciferous contestation that preceded each step of liberalization in Mexico. In 1984
the idea of replacing the gradual, negotiated trade liberalization with rapid uni-
lateral liberalization was opposed by President de la Madrid and by most of the
major agencies of the Mexican government, including the Finance Ministry (Sec-
retaría de Hacienda y Crédito Público), the Ministry of Budget and Planning 
(Secretaría de Programación y Presupuesto), the Ministry of Foreign Affairs 
(Secretaría de Relaciones Exteriores), the Trade Ministry (Secretaría de Comer-
cio y Fomento Industrial), the Ministry of Energy, Mines, and Parastatal Industry
(SEMIP), and the Ministry of National Patrimony and Industrial Development
(SEPAFIN) (Mares 1985). Furthermore, both unions and large business associa-
tions such as CANACINTRA and CONACAMIN were also opposed to trade
liberalization (Heredia 1987). The government’s view on investment was that 
foreign investment should not replace existing national enterprises, nor remove
more resources from Mexico than it earned in exports (De La Madrid 1982).

In spite of widespread domestic political opposition to accelerated liberaliza-
tion, the Mexican government launched a rapid series of trade liberalization mea-
sures in 1985, acceded to GATT in 1986, and eventually signed up to the NAFTA
accord and undertook investment and financial liberalization (Story 1982). Hav-
ing once extolled the benefits of independence and controlled relations with
world markets, the Mexican presidency now became an evangelist of the bene-
fits of foreign investment and open access to world markets (Salinas 1989). By
the 1990s many hailed the transformation as inevitable. Yet closer investigation
reveals pervasive political contestation. A change in economic policy was in-
evitable but the modalities, pace, and sequencing of change were not.

Several factors demanded change in the Mexican economy prior to the trade
liberalization in 1985–86. Economic problems in mid 1985 were compounded
by earthquakes on 19–20 September 1985, an IMF announcement that Mexico
had failed to meet the conditions set down in its agreement on 21 September
1985, and a crash in oil prices in January 1986 (Szymczak, 1992). The debt cri-
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sis had decimated the political power of existing sectors in the Mexican econ-
omy and created powerful new interests that supported liberalization (Frieden
1991b).

That said, at the end of 1984 the Mexican government was enjoying a mod-
est sense of economic recovery, having completed two years of economic adjust-
ment, reduced inflation to an annual rate of around 60 percent, and rescheduled
the external debt into multiyear arrangements. The successes of 1983–84 were
diminished toward the end of 1984 when the government began to loosen up its
fiscal policy—some would say in order to achieve a spurt of growth so as to help
to secure victory in midterm elections in 1985. Yet, although inflation picked up,
the public financial deficit grew, the trade balance deteriorated, and foreign re-
serves dropped, the pace of economic activity remained strong well until the sec-
ond half of 1985 (IMF 1985).

Paradoxically, it was during the more positive phase described above that the
Mexican government decided to accelerate trade liberalization. For this reason,
“crisis” and lack of choice are not accurate determining factors. Furthermore,
the evidence shows that within the Mexican cabinet at least three different alter-
natives were recognized and debated (Lopez Portillo 1995, and interviews with
Undersecretary of the Finance Ministry Guillermo Ortiz 1994, Undersecretary of
Foreign Trade Luis Bravo Aguilera 1994, Cabinet Minister Jesús Silva Herzog
1994, and Undersecretary of the Ministry of Foreign Affairs Andrés Rozental
1994). Gradualists within the government favored continuing hard debt negoti-
ations with the IMF, the commercial banks, and the U.S. government and main-
taining the gradual process of liberalization started in 1983. Radicals favored
using a debtors’ cartel to negotiate for better terms, limiting debt repayments to
an amount set aside from export earnings, and negotiating trade issues separately.
The liberalizers who supported the Washington consensus argued that the gov-
ernment should undertake a rapid, unilateral dismantling of trade protections
and use structural reform to deal with inflation and debt.

The critical question is why and how did the liberalizers prevail? Furthermore,
when the Washington consensus ideas seemingly failed to produce the hoped-for
results in the later 1980s, why did they continue to dominate? Did the IMF and
World Bank play any significant role?

The Role of the IMF and the World Bank

It is clear that in Mexico the IMF and World Bank could not and did not play a
definitive role, imposing the Washington consensus on the Mexican government.
There are several factors that mitigate against such a role. When Mexico comes
up in the IMF and World Bank, the United States is prepared to “push and shove
until it gets what it wants” (interview with IMF Alternate Director from Mexico
Roberto Marino 1994). The sensitivity of the United States to political and eco-
nomic stability across its southern border has given Mexico more opportunity to
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push for special treatment from the Fund and Bank staff than most other coun-
tries enjoy.

Additionally, unlike most developing countries, Mexico has access to large al-
ternative private sources of finance and indeed, because of this, when crisis looms
Mexico poses a risk to financial stability in the rest of the world. This means that
intervention is rapid and necessary for systemic reasons. For the IMF and World
Bank this means they must work amid other political pressures and priorities,
which can undermine their own leverage and coercive power over the Mexican
government.

Finally, Mexico has a large and sophisticated bureaucracy and government in-
frastructure. To quote IMF officials I interviewed who had worked with the Mex-
ican government throughout the 1980s, “The thing you must understand is that
we can’t patronize Mexican officials” (Interview with Claudio Loser and Eliot
Kalter 1994). Similarly a World Bank head of mission recalls taking a very
good—but not absolutely the best—economist from the Bank on mission to
Mexico with him and watching Mexican finance official Jaime Serra Puche sim-
ply “rip the guy to bits, bit by bit in the most sophisticated way.” His conclusion
was that if the Bank wanted to have influence in Mexico, it would have to “of-
fer the best” (Interview with Rainer Steckhan 1995). All these features lessen the
capacity of the IMF and World Bank to “impose” prescriptions on Mexico and
make the Mexican case both a tough and an interesting one in trying to trace
their influence.

The story of Mexico’s intensive relationship with the IMF and World Bank,
and contemporaneous transformation in foreign economic policy, covers four pe-
riods (1976–82, 1982–88, 1988–94, 1994 onward), which offer useful phases
within which to describe the relationship. The evidence suggests that negotiations
with the IMF and World Bank had a subtle effect, playing into the competition
among agencies of government, such as Trade Ministry and Finance Ministry,
fighting each other for control of a policy or resources. The IMF and World Bank
also played into the battle for power within agencies undertaken by individuals
or groups wishing to rise to the top, or see their view prevail within a particular
agency.

To summarize the story, in the first phase of engagement, the Fund and Bank
used material incentives to try to nudge Mexican officials toward policy change.
In the second phase, government officials became more closely linked to their in-
terlocutors in the IMF and World Bank, using the incentives and advice of the
Fund and Bank to enhance their own power and position, and that of their re-
spective agencies in relation to other parts of government. In the third phase, there
was a very high level of cooperation between Fund and Bank staff and Mexican
government officials, which accompanied an institutional consolidation within
Mexico of economic policy. Officials sympathetic to the approach of the IMF and
World Bank (whose careers generally began in the Finance Ministry or Central
Bank) took charge of virtually all important parts of government and squeezed
alternative kinds of policy off the agenda. In the final phase, political changes al-
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tered not only the position of the economic policymakers within the Mexico gov-
ernment but equally the potential and actual influence of the Fund and Bank.

The Use of Incentives

When the administration of the new president Lopez Portillo came into office in
1976 it was greeted by a debt crisis and negotiations with the IMF for short-term
balance-of-payments financing. The crisis brought two competing views of eco-
nomic policy into sharp contrast. Economic nationalists prioritized development
and growth. Technocrats argued that Mexico needed to adjust, stabilize, and lib-
eralize in order to lessen inflation, capital flight, and foreign debt.

Among the technocrats were two of the future presidents of Mexico, the then
head of the newly created Budget Ministry, Miguel de la Madrid, and the un-
dersecretary of that same ministry, Carlos Salinas de Gortari. The solutions fa-
vored by the technocrats matched those advocated by the IMF, whose program
required devaluation, fiscal tightening, and encouraging Mexico to open up to
world trade and investment. This group came to the fore in 1976, when Mexico
was forced to seek assistance from the IMF and to negotiate its first bilateral trade
agreement with the United States in thirty-five years.

At the same time, after several years of denying the World Bank access to Mex-
ican economic data, the government agreed to participate in a World Bank re-
view of Mexico’s economic performance and President Lopez Portillo forged a
new closer relationship with the World Bank, kicked off by a meeting with World
Bank president Robert McNamara on 17 February 1977, which led to a dou-
bling of the World Bank’s portfolio in Mexico.

Although the technocrats prevailed, there were alternative voices in the Mex-
ican cabinet. The new policies were criticized by the then minister of budget and
programming Carlos Tello, who accused the architects of the new policies in the
Finance Ministry of being “IMF functionaries” (Ramirez 1982, 8). The struc-
turalists (or economic nationalists) argued that Mexican development was best
served by decreasing dependence on the United States and by protection or any
measures against the vagaries of uncontrolled international markets. Also advo-
cating a strong state and intervention was the new Ministry of National Patri-
mony and Industrial Development (SEPAFIN), which emphasized the need to
balance economic growth with equity and welfare considerations, and to prior-
itize production for domestic consumption (SPP 1987).

For a brief period in the late 1970s, the structuralists won. Loans from inter-
national banks permitted Mexico to turn its back on the IMF, turn away from
GATT, and embark on a nationalist set of trade and investment policies (Mares
1985, Story 1982). However, the heyday of the economic nationalists was
brought to an abrupt halt when Mexico was hit by a series of economic shocks.
A damaging drought caused widespread crop failures in 1979–80 and was fol-
lowed by a more damaging rise in U.S. interest rates in 1979, which hiked up
Mexico’s foreign debt repayment obligations. Furthermore, in 1981 and again in
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1982, the price of oil, Mexico’s thriving export, dropped. Mexico’s economy
soon unraveled.

The crisis brought out two contradictory responses. The technocrats in the
government appealed to the international financial community for help. The eco-
nomic nationalists nationalized the banks (1 September 1982), imposed unwieldy
exchange and interest rate policies, and castigated the exploitative international
financial community. The result was massive capital flight sparked by rising pub-
lic sector expenditure, external debt, inflation, and increasing reliance on do-
mestic bank credit. In February 1982 the Central Bank withdrew temporarily
from the exchange market, leaving the peso to depreciate sharply. In August 1982
the Mexican finance minister made an emergency appeal to Washington (the U.S.
Treasury, the Federal Reserve, and the IMF) for assistance in meeting Mexico’s
foreign debt repayments, while the president prepared a nationalization of com-
mercial banks announced in September 1982.

The clash between nationalists and technocrats was resolved when the crisis
brought the incoming government directly back into the arms of the international
financial institutions. Indeed, even as the nationalists within the cabinet of 1982
pursued policies which ought to have completely undermined the confidence of
the international financial community, the technocrats negotiated agreements
with both the IMF and Mexico’s commercial creditors. Although president-elect
Miguel de la Madrid had not yet taken office, the IMF negotiated with Jesus Silva
Herzog and his team, as did the Bank Advisory Group of thirteen banks that was
set up in the wake of the crisis (Gurria 1988, 73–74). These negotiations are of-
ten presented as a series of confrontations between Mexico and the IMF and the
commercial banks. Yet in some ways the real differences of view lay among the
Mexicans involved.

In discreet negotiations behind the scenes young members of de la Madrid’s
incoming team were urging the IMF to take a tough line. For example, a senior
IMF official who was negotiating at the time recalls that Gustavo Petricioli, one
of de la Madrid’s team, would meet him every morning for breakfast during the
Fund’s mission in Mexico City in order to urge the Fund to be tougher with the
outgoing administration (Conversation with IMF official Ted Beza 1995). Petri-
cioli, however, was not a “convert” to the Washington consensus as his later ac-
tions reveal (see below).

The incentives the United States and IMF offered to Mexico in 1982, to per-
suade its policymakers to stay in line with Washington’s vision of debt manage-
ment, were substantial. The Mexican government requested a new loan from
commercial banks of US$5 billion for six years and three years’ grace, and the
IMF backed up their request by requiring banks to confirm their commitment to
new lending as a prerequisite of Fund approval for Mexico to draw some US$3.9
billion from the Extended Fund Facility (Gurria 1988, 78). On 8 December 1982,
the finance minister communicated to the IMF that Mexico would abide by an
economic program supported by the IMF, and to the banks the restructuring
scheme for the Mexican public sector external debt as formally agreed with the
Bank Advisory Group.
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Along with the incentives the IMF could offer, the Fund also proffered clear
answers to Mexico’s difficulties. They offered a simple, ready-made solution to
a government disenchanted with the ideas behind the old foreign economic pol-
icy and without the finances to continue it. Just as the staff of the Fund benefited
from the professional discipline and relative simplicity of orthodox economics,
so too these same characteristics made the ideas attractive to technocrats need-
ing quickly to come up with solutions to difficult and messy problems. In social
theory terms, the theoretical logic, the prescriptive simplicity, and the optimistic
prognosis all made this a tempting package that would give a strong hand to the
individual and the agencies promulgating it.

The political impact of the adjustment Mexico undertook was immediate. The
IMF required Mexico to meet macroeconomic criteria that required stabilization
and adjustment. The necessary measures, unlike deeper microeconomic reforms,
did not require a wide consensus within Mexico but rather could be undertaken
by a very small group of senior officials. As a result the Finance Ministry and the
Central Bank began to increase their power relative to other agencies.

Both the Finance Ministry and Central Bank had always been powerful in
Mexico (Solìs 1970, Maxfield 1990). Previously their power had been counter-
balanced by competing views of economic policy and other powerful political
ministries. Gobernación, for example, controlled the security and the patronage
apparatus of the state through the appointment of governors, municipal author-
ities, and the leaderships of corporatist organizations. But the power of Gober-
nación began to erode as soon as the budget cuts required to meet IMF-favored
macroeconomic criteria were introduced. At the same time, the recipients of IMF
assistance, the Finance Ministry and Central Bank, began to expand their own
networks—as did the Budget Ministry (headed by Miguel de la Madrid from
1979 and then by Salinas from 1982), creating a network of regional offices
whose heads had more direct access to the budget (Centeno 1994, chap. 4).

However, in spite of the rise of supporters of the Washington consensus there
remained competing views inside the cabinet throughout the late 1970s and early
1980s. The new technocrats in the Finance Ministry and Central Bank were con-
tinually forced to rebut alternative policies propounded by radical voices in the
cabinet. The Washington consensus prescriptions were continually subject to crit-
ical scrutiny. With hindsight, a senior World Bank official described the Bank’s
relationship with Mexico during this period as characterized by “suspicion and
difficulty” (Interview with Rainer Steckhan 1995). However, from the Mexican
point of view, cabinet opposition served as an important source of leverage in ne-
gotiations with the international financial institutions—the technocrats could al-
ways use the threat of more radical alternatives to get better terms (Interview with
Cabinet Minister Jesús Silva Herzog 1994).

Sympathetic Interlocutors

The debt crisis in 1982 forced Mexico to seek help from the IMF and the gov-
ernment of the United States. Yet Mexican policymakers had some “reverse lever-
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age,” which they put to good use. Negotiators were able to play on U.S. fears of
radical alternative policies waiting in the wings. If the Mexican government 
gave in to political demands for a radical policy this would further jeopardize
banking stability (due to the heavy exposure of U.S. banks) and exacerbate U.S.
concerns about security. Fears of political instability, immigration, and the com-
munist threat were all spelled out in the Kissinger Commission Report of 1984.
In the early 1980s Mexican government officials could point to radical alter-
natives, such as a moratorium on debt repayments, being advocated within the
cabinet.

The Mexican cabinet, however, was in the process of changing. The 1982 elec-
tions had sealed the outgoing president’s choice of his successor—Miguel de la
Madrid—whose new cabinet alarmed radicals. The loser in the race for the pres-
idential nomination attributed the change to the domination of the party by the
“technocrats of SPP,” or the Budget Ministry (cited in Centeno 1994, 158).

The description of the new cabinet as technocratic was to some degree an ac-
curate one. A study of de la Madrid’s 1983 cabinet reveals that some 59.3 per-
cent of positions were taken by officials who had started out their careers in the
banking or planning sectors of the bureaucracy; just over 44 percent were trained
in economics, many in U.S. universities (Centeno 1994, 139). Young technocrats
like de la Madrid and Salinas had already set out their own view of Mexico’s for-
eign economic policy during the Lopez Portillo administration (SPP 1987).

The new members in the incoming cabinet were an important point of con-
tact for both the IMF and the World Bank. Indeed, some would say that tech-
nocrats had been appointed so as to send out a signal of confidence to Mexico’s
creditors and private sector, who were hemorrhaging capital abroad. In his mem-
oirs, the outgoing president recalls that he appointed Miguel de la Madrid be-
cause as he saw it, de la Madrid was better equipped to deal with Mexico’s
“financial” problems than was his rival Javier García Paniagua (Lopez Portillo
1988). From the World Bank’s point of view, Miguel de la Madrid (and Jesús
Silva Herzog) was already perceived back in 1979 as someone who was “very
willing” to collaborate with the World Bank, as were several members of his team
(World Bank 1979). Indeed, the director of the Latin American and Caribbean
Country Department at the time speaks of having “picked out” Carlos Salinas in
the early 1980s as a man the Bank could deal with after meeting him at a Busi-
ness Conference in Cancun in 1983 (Interview with Rainer Steckhan 1995).

The power and status of the young technocrats was immediately enhanced by
their role in dealing with the debt crisis and the IMF. Debt posed the most im-
mediate constraint on Mexico’s economic policy. The role of the technocrats was
central since the IMF negotiated confidentially with as small and as specialized a
group of policymakers as possible. This meant that access to the relevant docu-
ments and the deliberations and the outcomes of negotiations was tightly re-
stricted. The debt negotiations concentrated power in the hands of the Finance
Ministry and Central Bank and the technocrats therein.

The World Bank’s negotiations were channeled through the Finance Ministry.
A key World Bank official at the time recalls that as trust between Bank staff and
Mexico’s emerging technocrats grew, their dialogue with Mexican authorities
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broadened to include officials from other agencies (Interview with Rainer Steck-
han 1995). A subtle shift was occurring within and across agencies. The Ministry
of Foreign Affairs, for instance, lost even the marginal role it had once played in
foreign economic policy (in 1986 losing even the post of undersecretary for eco-
nomic relations in the ministry) and was relegated, in the words of one of the
president’s economic advisers, to “dealing with the Third World.” Meanwhile
several economic functions of the Foreign Ministry were shifted to the neolib-
eral-dominated Trade Commission (called Bancomext), which grew so that by
1994 it had twenty-eight offices around the world (Interviews with Undersecre-
tary of the Ministry of Foreign Affairs Andrés Rozental 1994, and Deputy di-
rector of Bancomext Umberto Molina 1994).

Yet in the mid-1980s there was still strong concern about international in-
fringement of Mexican sovereignty. A debate about this was engendered when
the World Bank proposed in 1983 to deepen its dialogue with Mexico. Having
been denied access for many years, the Bank proposed a new, high-quality macro-
economic dialogue, focusing on three areas: fiscal policy, trade, and public en-
terprises. It argued that such an intensive dialogue could potentially lead to
several structural or sectoral adjustment loans.

The World Bank’s proposed “intensive dialogue” created a storm within the
Mexican cabinet. The only Mexican agency then borrowing from the World
Bank was the National Industrial Development Bank (NAFIN), and its head,
Gustavo Petricioli, argued strongly that such an arrangement would impinge on
Mexico’s sovereignty and independence. Petricioli lost this argument. Signaling
the growing power of the Ministry of Finance, the minister (and key debt nego-
tiator) Jesús Silva Herzog overruled Petricioli’s objections and the government
ended up accepting the proposal (Interview with Cabinet Minister Jesús Silva
Herzog 1994, Kapur 1994). Hence, the World Bank gained deeper access to in-
formation across many sectors of the Mexican economy (with notable exceptions
of oil and agriculture), permitting ever more specific analyses and advice to be
presented to the government.

As of late 1983 the World Bank’s advisory role became a regular, institution-
alized feature in Mexico with six-monthly country strategy implementation meet-
ings occurring throughout the 1980s, alternately in Washington, D.C., and in
Mexico City. In preparation for each meeting the Bank would prepare a ten-page
memorandum aimed at senior officials, giving the Bank’s analysis of the coun-
try’s macroeconomic situation. Initially these consultations involved junior offi-
cials from the Finance Ministry, but they quickly became fora for higher-level
officials in which the minister of finance would take the lead.

The World Bank’s agenda was radical liberalization. Trade liberalization was
seen as a crucial lever to more fundamental reforms of public enterprises and fis-
cal reforms (Interviews with World Bank Vice-President Shahid Husein 1995,
and World Bank economists Hans Binswagen 1995 and Sweder Van Wijnbergen
1994). Throughout consultations in the 1980s, the World Bank gradually con-
centrated more and more on advising Mexico of the links between its fiscal prob-
lem and the need for trade liberalization. The Bank’s influence on trade reform
offers a useful example of influence.
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Incentives were the most obvious source of influence. The Bank could offer
fast-disbursing loans such as the first Export Development Loan to Mexico in
1983, and the subsequent Trade Policy Loans of 1986 and 1987, which were
worth $500 million each, in return for trade policy reform. Significantly, these
loans were considered by the World Bank as “rewards” for past and for future
performance in trade liberalization: that is to say, not only incentives for policy-
makers to pursue particular policies, but also articles of faith in these sympathetic
interlocutors.

A second type of support the World Bank could offer, as mentioned above,
was intellectual. In 1985 when the Mexican cabinet was wrestling over crucial
decisions on trade liberalization, the Bank very discreetly, without using its name,
sponsored a conference on trade liberalization using the private university ITAM
and the Mexican agency Bancomext. The speakers at the conference included
Anne Krueger and many other World Bank staff or consultants who presented
the benefits of trade liberalization. Several policymakers within Mexico cite this
meeting as having had an important impact (Interviews with Economic Adviser
to the President Fernando Clavijo 1994, Undersecretary of Finance, Guillermo
Ortiz 1994, Undersecretary of Foreign Trade Luis Bravo Aguilera 1994). One
particularly persuasive argument was that liberalization could assist in the con-
trol of inflation. Here the World Bank lent important intellectual support to tech-
nocrats pushing trade liberalization within the Mexican cabinet. The real struggle
had become, according to officials on all sides, a fight within the Mexican gov-
ernment, pitting a new team in the Ministry of Budget and Planning along with
Bancomext and the Central Bank against the Trade and the Finance ministries
who were “dragging their feet” (Interviews with Undersecretary of Finance
Guillermo Ortiz 1994, IMF officials Claudio Loser and Eliot Kalter 1994, World
Bank economist Sweder Van Wijnbergen 1994).

Trade liberalization created conflict within the Mexican bureaucracy and
thereby opened up a conduit for the World Bank view. Unsurprisingly, the Min-
istry of Trade did not want to relinquish the control and patronage it had gained
from administering Mexico’s deep range of protectionist instruments. The Cen-
tral Bank, however, was in a different position. The Central Bank was keen to
control inflation without having to limit its own control over interest and ex-
change rates. The World Bank’s view that trade liberalization would reduce in-
flation strengthened the Central Bank’s voice on the issue, even though later
World Bank research would cast doubt on the relationship between trade liber-
alization and inflation (Ize 1990). Here the “knowledge” and research of the
World Bank influenced a bureaucratic turf battle, thereby creating a hefty part-
ner with whom the World Bank could pursue trade liberalization (Lustig 1992).

The World Bank and Mexico’s Central Bank soon became very close partners
in pushing trade liberalization within Mexico. In Mexico’s 1985 negotiations
with the Bank, according to a senior official involved in the negotiations, the Cen-
tral Bank went behind the backs of the Trade Ministry, and gave the World Bank
a set of figures that seriously undermined the Trade Ministry’s claims about lib-
eralization undertaken to that date (Interview with Undersecretary of Foreign
Trade Luis Bravo Aguilera 1994). One of the World Bank officials involved elab-
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orated that they had actually worked with the Central Bank to produce the new
figures based on production weights rather than the obscure system of reference
prices which had been previously used (Interview with Rainer Steckhan 1995).

The Trade Ministry tried to push for a more gradualist approach to trade lib-
eralization. The liberalizers argued that this would create political resistance that
would slow and probably block the process altogether. The resulting maneuvers
illustrate the way domestic actors can use international financial institutions to
carry out interdepartmental struggles.

Although the Central Bank won the battle over trade liberalization in 1985,
the stakes were altered by renewed economic crisis in Mexico and a crash in oil
prices in January 1986. Furthermore the radical trade liberalization overnight de-
stroyed many small- and medium-sized enterprises, which could not compete
without some period of transition. The remaining radicals in the cabinet now
strengthened their demands for an alternative strategy and gained some support
from others in the cabinet. The radical strategy included calling a meeting of the
Latin American debtors’ group (which had first been established at Cartagena in
1984) and reactivating a more assertive, less cooperative approach to debt.

The response from Washington was rapid. After the Mexican government
called for an emergency meeting of the Latin American debtors’ group in Punte
del Este January 1986, the United States and the international financial institu-
tions sped up a revision of arrangements with the Mexican government and came
up with important concessions. The terms of the World Bank’s trade liberaliza-
tion deal were immediately lightened, as were the conditions in the IMF agree-
ment signed soon after.

Two points emerge as particularly important from the 1986 episode. First, the
presence of some radicals in the cabinet meant that Mexico could still use the
threat of an alternative, more radical policy in bargaining with the United States,
IMF, and World Bank. Second (and paradoxically), it also emerges from the 1986
agreements that the Fund and Bank were becoming more and more confident of
the commitment of the technocrats in the cabinet to their style of reform. As se-
nior officials who were involved in lightening Mexico’s conditions explained in
private: there was no longer any need to push Mexico to sign up to such vigor-
ous written terms, since the new breed of Mexican policymakers were commit-
ted to liberalizing as far and as fast as they could anyway (Interviews with World
Bank officials David Knox 1995, Shahid Husein 1995, and Rainer Steckhan
1995).

In summary, as the 1980s progressed, the economic policy-making agencies
(the Budget Ministry, the Finance Ministry, the Central Bank, and the Office of
the Presidency) acquired more extensive control of overall policy within the Mex-
ican political system. These agencies provided the IMF and World Bank with
sympathetic interlocutors who were able to use the resources and conditionality
of the IMF and the World Bank as leverage within the cabinet. Both the Bank and
the Fund lent them support, backing up their policy choices with material incen-
tives and extensive technical expertise and analysis. The quid pro quo from the
Mexican government was that it granted the institutions ever greater access to
information and policy debates within Mexico.
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Propitious Political Institutions

The result of Mexico’s 1988 presidential election was hailed from the outset as
one that would cement close ties and confidence with the international financial
community. Like his predecessor, Carlos Salinas de Gortari had been head of the
Budget Ministry after a career in the Finance Ministry. Foreign financial press all
stressed that the new president-elect had a degree in economics from Harvard.
Indeed, the Economist cited him in their 1993 Special Survey of Mexico as quite
possibly one of the greatest men of the twentieth century.

Critics deprecated the choice of Salinas as the new presidential candidate. He
was described as a man controlled by international financial interests (Porfirio
Muñoz Ledo in López Gallo 1989, 30). His nomination was described as “the
result of private sector forces associated with the multinationals which desire the
development of a privatizing, monetarist, and free-trade PRI” (Pablo González
Casanova in Ramos 1987, 302). Both those who celebrated and those who crit-
icized the president-elect were right about his close links to the international fi-
nancial community.

In October 1988, the United States made a “dramatic confidence building ges-
ture” to the Mexican government and its new president-elect amid allegations of
massive electoral fraud. Stepping in to assist Mexico’s severe economic and po-
litical crisis, the United States granted a US$3.5 billion bridging loan from the
Treasury exchange stabilization fund. The U.S. loan was soon rolled over into
arrangements with the IMF and the World Bank (under the auspices of the Brady
Plan announced in March 1989) totaling some US$4.135 billion of IMF financ-
ing over a period of three years and credits from the World Bank of US$1.96 bil-
lion for 1989. There was also financial support for debt reduction and new loans
of US$2 billion on average per year over 1990–92. Importantly, the Brady Plan
permitted the IMF and the World Bank to support debt rescheduling in Mexico
even in the absence of Mexico completing a deal with its commercial bank cred-
itors (Jones 1988; Lissakers 1991, 228).

The World Bank and IMF moved quickly to make this possible. Although both
had been working discreetly on the technicalities of debt reduction, neither had
been able to move forward with debt reduction schemes until the U.S. govern-
ment gave the nod. Once the “fax arrived saying that we had to help Mexico,”
the IMF and World Bank went into overdrive to implement debt-reduction in
deep consultation with Treasury officials (Interviews with World Bank officials
Sweder Van Wijnbergen 1995, Rainer Steckhan 1995, David Knox 1995, and
IMF officials Claudio Loser and Eliot Kalter 1994). Deviating from normal prac-
tice, the World Bank put together a major series of loans to Mexico in just over
three weeks: writing reports in the field, agreeing to the loans by Special Com-
mittee without the Bank’s chief economist (who disagreed with the new U.S. pol-
icy of debt reduction), and skipping some of the review mechanisms and
appraisals (Interviews with World Bank officials Sweder Van Wijnbergen 1995,
Rainer Steckhan 1995).

What few people know is that even prior to Mexico’s 1988 elections, the
World Bank had become involved in preparing a series of short briefs on major
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policy issues for Salinas (the PRI candidate) and the PRI. A senior World Bank
official describes having his “very best and brightest staff” prepare a series of a
dozen policy papers: each based on an issue and no longer than a single digit
number of pages (Interview with Rainer Steckhan 1995). The substance of many
of these proposals appeared subsequently in the PRI’s manifesto. Furthermore,
immediately after the elections before Salinas actually took power, the World
Bank organized a workshop for Salinas and his prospective cabinet in the moun-
tains a couple of hours drive outside of Mexico City. Here, in seminar-style dis-
cussions, World Bank officials claim in private that they cemented relations of
mutual trust and confidence with the new team that subsequently played a ma-
jor part in expediting loans and agreements with the World Bank. “It became
clear,” recalls one World Bank official, “that these people wanted the World
Bank’s involvement in virtually everything. They said things in the same way as
the Bank.” In the words of another Bank official, describing the evolution of re-
lations with the new team: “It no longer mattered what was written down, more
important was that these policymakers could be trusted” (Interviews with Rainer
Steckhan 1995, Hans Binswagen 1995, Shahid Husein 1995).

The participants in the seminar soon became key members in the cabinet ap-
pointed by Carlos Salinas de Gortari. Marking a departure from the Mexican tra-
dition of appointing heterodox cabinets which ensured that the heads of the
various ministries had different views and were supported by different factions
within the party, Salinas made appointments to key agencies from an over-
whelmingly small group of officials who had come up through the Finance Min-
istry, the Budget Ministry, or the Central Bank (Centeno 1994, 140; Centeno and
Maxfield 1992). The four key economic policymakers in the new cabinet—José
Córdoba, head of the office of economic advisers set up within the Presidency;
Pedro Aspe, an MIT-trained Budget and Finance Ministry official; Jaime Serra
Puche, a Yale-trained Finance Ministry official; and Ernesto Zedillo, a Yale-
trained, Central Bank and Budget Ministry official—were all technocrats. Even
the new head of the PRI was University of Pennsylvania–trained and Budget Min-
istry–experienced Luis Donaldo Colosio.

The international financial community, the IMF, and World Bank all had a
clear stake in these men from the outset. Furthermore, some within the Bank even
thought that if a member of the cabinet did not “play ball,” they could now make
it clear to the government that they would find it easier to work with someone
else. For example, the former vice president for Latin America recalls telling the
Mexican authorities that he could not work with Education Minister Manuel
Bartlett, and soon linked this communication with the fact that the education
minister was replaced within a couple of months with the young technocrat
Ernesto Zedillo who would later become president (Interview with Shahid Hu-
sein 1995). Most Mexican officials recall that these events had many other more
political aspects than the Bank official’s recollection suggest. Nevertheless, the re-
lations between the IMF and the World Bank and the Salinas administration
became ever more marked by trust evidenced by high levels of access, and by a
high degree of acceptance on all sides of each other’s figures, prescription, and
promises.
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Increasing trust, access, and acceptance was, of course, always handled (as was
the workshop in the mountains discussed above) with the utmost discretion. For
example, immediately prior to the unveiling of the 1989 Mexican budget, it was
vital that the IMF not be seen in Mexico City where it might be construed as “dic-
tating” a budget to the Mexican government. In fact, even normal Fund missions
at this time were always kept secret in order to avoid press attention and possi-
ble speculation. However, in this case, the Fund was careful officially not to send
a mission to Mexico until after the budget had been announced. Nevertheless,
prior to the announcement of the budget, two IMF officials flew into Mexico City
“dressed as tourists” to meet with and advise the Mexican team (Interview with
IMF officials Claudio Loser and Eliot Kalter 1994).Perhaps unbeknown to the
IMF officials at the time, the World Bank chief economist for Mexico was also
making secret trips to Mexico City—in order to “coach” the Mexican team for
their visit from the IMF (Interview with Sweder Van Wijnbergen 1995).

The secrecy of Fund negotiations and advice was crucial to subsequent events.
In the cabinet negotiations on the budget, Finance Minister Pedro Aspe (along
with the head of the Central Bank) invoked the need to comply with IMF terms
and conditions to bolster their argument for continuing restrictive anti-inflation-
ary policies. Yet, this was a ploy to outmaneuver cabinet colleagues. Crucially,
the restrictiveness and secrecy of both monetary policy and Fund negotiations
meant that many in the cabinet were unaware that Mexico no longer needed the
IMF resources for which compliance with the criteria of the Extended Arrange-
ment was necessary (Interviews with Mexican officials)).

The closeness of relations between key Mexican policymakers and the inter-
national financial institutions were cemented during 1989 by the negotiations on
the details of Mexico’s Brady Plan debt reductions. IMF officials were flying in
and out of Mexico at least every two months. World Bank officials were there al-
most permanently. And even though many governments wanted banks to nego-
tiate directly with Mexico, nevertheless, the Fund and the Bank assisted Mexico
throughout. A senior World Bank economist involved at the time recalls spend-
ing large chunks of his own time helping the Mexican team and even traveling
privately to Mexico City in order to help them sort out how best to take advan-
tage of debt reduction (Interview with Sweder Van Wijnbergen 1994).

This deepening relationship is perhaps best illustrated by the case of agricul-
tural reform. In 1983 Mexico stonewalled the World Bank on agricultural pol-
icy. When the idea of deepening World Bank dialogue was floated in 1983,
agriculture was consensually agreed to be one of the strictly taboo areas from
which the Bank was excluded. By 1989, however, the Mexican government em-
braced the World Bank’s agenda and permitted it to train young technocrats to
be put in charge of the Ministry of Agriculture.

The change in agricultural policy began in 1988 when agricultural reform was
raised at the pretransition workshop organized with the World Bank. By 1989
the issue had risen to the top of the agenda of President Salinas and Minister of
Finance Pedro Aspe, and a team of young technocrats, headed by Luis Tellez,
were moved into the Ministry of Agriculture. None apparently knew anything
about agriculture (in the words of one World Bank official: “Not one of them
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knew the difference between wheat and maize”), but they were picked out as
“heavy-hitters” in the bureaucracy, capable of implementing market-oriented re-
form (Binswagen 1995). The training of these young technocrats was provided
by the World Bank, with the utmost discretion, during so-called “reverse mis-
sions” to Washington and on one occasion at the Wisconsin Land Tenure Cen-
ter (Interviews with Hans Binswagen 1995, Sweder Van Wijnbergen 1994,
Rainer Steckhan 1995).

Looked at more closely, the progression of agricultural policy illustrates the
mechanisms of influence depicted in this chapter. The first aspect of change was
the shift in policy priorities. Mexico’s volte-face on agriculture was greatly facil-
itated by loans offered by the World Bank along with research and evidence of
the potential gains from reform. The dialogue that commenced in earnest in 1988
resulted in some seven major loans for agricultural reforms between 1987 and
1991. Additionally, two sector adjustment program loans and five nonproject
loans were approved by the Bank. These loans were an important step to secur-
ing policy change. One World Bank official recalls trying to “maximize” the
leverage of the Bank by cooperating with the Inter-American Development Bank
so as to come up with as large a package as possible to offer Mexican policy-
makers in return for reform (Interview with Hans Binswagen 1995). So too, the
quality of Bank personnel and research was important. At the core of the team
working on Mexico were the World Bank’s top agricultural expert Hans Bin-
swagen, and one of their star economists Sweder Van Wijnbergen, whose work
on the consequences for agriculture of a North American Free Trade Agreement
was particularly influential.

A second mechanism of influence was the shift in policy-making power among
government agencies reflected in the fact that the push to reform agriculture came
from the Ministry of Finance and the Presidency. As these agencies accumulated
power over the 1980s, so too the scope of their policy-making initiatives ex-
panded to incorporate most areas of policy—including agriculture, where they
took the lead.

A third mechanism of influence was the restructuring which took place within
ministries as key personnel were appointed—as we saw in the case of agricul-
ture—who would carry out the agenda approved by both the international fi-
nancial institutions and Mexico’s Ministry of Finance, Central Bank, and
Presidency. In 1992, the Budget and Planning Ministry, which had been created
in 1977, was folded back into the Finance Ministry to create one superministry.

A final channel of influence was the close set of collaborative relations that
emerged between officials in the international financial institutions and Mexican
policymakers. Bank officials talk about Mexican policymakers providing them
with more and more figures and greater and greater access, and in return, they
themselves became more prepared to be flexible in interpreting compliance and
noncompliance. The Bank officials cited in this chapter spoke of a change in the
mood and ambiance of negotiations from the early to the later 1980s. They say
that by the late 1980s, when it came to asking whether a disbursement should be
withheld because the terms had not been completely fulfilled, compliance or non-
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compliance came to be interpreted very flexibly. Some Mexican finance officials
felt that they could trust Bank and Fund officials more than their cabinet col-
leagues at times (Interview with Pedro Aspe 1995).

Over this period, the international financial institutions also became involved
in selling the neoliberal project to a wider community in Mexico. Just as the
World Bank had sponsored a conference in 1985 on trade liberalization to con-
vert reluctant cabinet members, in 1989 the IMF sponsored a conference on
growth, equity, and external financing, the proceedings of which were later pub-
lished (Morales and Ruiz 1989). This was an attempt to bring the National Uni-
versity (UNAM) into the liberalization strategy from which its very critical
economists had distanced themselves. IMF officials speak of their sense that
UNAM had been “alienated” from the reform process and needed to be brought
on board (Interview with IMF officials Claudio Loser and Eliot Kalter 1994).
Such activities highlight the role the international financial institutions see them-
selves playing. They perceive themselves as not merely setting targets for gov-
ernments and ensuring policy compliance, but educating and transforming the
parameters of domestic policy debate, in fact, furthering and entrenching pow-
erful ideas.

The early Salinas administration years have been said by the World Bank to
be the best in terms of their lending to Mexico because they shared a “common
vision about required reforms and Mexico needed external financial assistance.”1

That said, intimacy and trust with Mexico led to a degree of self-censorship on
the part of the World Bank—just as it had in Indonesia after successful growth
in Bank loans there had underscored how good that country was for the World
Bank’s lending portfolio (see chapter 3). In Mexico in 1992–93, two financial
economists in the World Bank were warning of an alarming deterioration in as-
set quality among some banks in Mexico. However, they failed to induce their
senior managers to raise these issues at the highest level of government in Mex-
ico. The Bank rates this as “by far the most serious omission in the Bank’s agenda
in Mexico” across the period 1989–2000 (Operations Evaluation Department
2001, 11). This failure underscores the inherent problems for the Bank when it
seeks successful borrowers and develops very close and positive relations that
could be jeopardized by negative feedback.

By 1994, Mexico’s transformation had become an “exemplary case” of re-
form. The Fund and World Bank heralded it as “spectacular, lasting, and the envy
of any reform economy” (as quoted in Dornbusch and Werner 1994, 266). Mex-
ico became a member of the North American Free Trade Agreement, opening up
new possibilities of inward investment as well as new vulnerabilities to shocks in
international markets. Even as new challenges emerged, both the World Bank and
the IMF remained confident that the right group of policymakers were in control
in Mexico, and that any storm could be ridden out (IMF 1994b, Edwards 1995).
Mexico had opened up its economy; any “turning back” through controls on
capital or trade flows would be heavily punished by the markets. This vulnera-
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bility had been increased by the lifting of restrictions on the purchase of govern-
ment bonds, which had been required in 1993 as an entry requirement to the
OECD.

In 1994, when it came to the question of who would succeed Salinas, the four
main contenders for the job were all from the president’s own power base, or ca-
marilla, and all were technocrats. They were Ernesto Zedillo (Yale), Pedro Aspe
(MIT), Luis Donaldo Colosio (University of Pennsylvania), and Manuel Cama-
cho (who had attended UNAM with Salinas and worked with him at the Budget
Ministry from 1980). With the exception of Camacho, all were pretty much in
agreement with each other—and with IMF and World Bank officials—as to the
nature and solution to Mexico’s economic problems. All were part of a new con-
centration of power over economic policy within the Finance Ministry, the Cen-
tral Bank, and a small number of technocrats in other institutions. Their position
and views had been crucial to Mexico’s foreign economic policy transformation
and the influence of the IMF and World Bank. But politics would soon change
this constellation.

The Impact of Political Change

Later in 1994, a series of shocks hit Mexico. These included an uprising against
the government in Chiapas and the assassination of Donaldo Colosio (the man
nominated as the PRI’s presidential candidate). In December 1994, the Mexican
government widened the exchange rate band by 15 percent and within weeks
Mexico was on the verge of default as investors withdrew (cf Lustig 1995; Sachs,
Tornell, and Velasco 1995; IMF 1995a).

It turned out that the IMF and World Bank were wrong to believe that Mex-
ico’s structural reforms would insure it against what the Bank would later de-
scribe as “the catastrophic 1994–95 financial crisis” which “thrust millions of
Mexicans into poverty” (World Bank 2004b). The new administration headed
by Ernesto Zedillo faced a huge challenge, making a number of mistakes early
on (Bartley 1997 and cf Gil-Diaz and Carstens 1997). However, their continuing
close relationship with the IMF and World Bank was cemented through the large
“rescue package” of fast-disbursing loans from both the Fund and the Bank, and
in 1995 the IMF stationed a resident representative in Mexico City.

The most significant challenge faced by the new administration was political.
While the neoliberals had greatly strengthened their place within the existing in-
stitutions of the federal government—achieving control of all-powerful min-
istries, and benefiting from the hegemony of the PRI—they came to face a much
broader political challenge that would greatly weaken the power of both the cen-
tral government and the PRI.

Mexico’s new administration were ushered into office in early 1995 against a
background of “a botched succession and political assassinations . . . sandwiched
between a guerrilla rebellion and financial collapse,” which sealed their fate right
then and there according to one scholar (Wallis 2001, 306). The devaluation in
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1994 and ensuing crisis precipitated a massive outburst of popular opposition fu-
eled by revelations of extensive corruption, drug trafficking, and murder. At the
very least this precipitated electoral reform, putting previous forms of election-
rigging out of reach (Shadlen 1999). In April 1995 the PRI suffered its first seri-
ous loss in Jalisco where its candidate was defeated in the important governorship
election. Subsequently the PRI lost out in a whole series of local and regional elec-
tions (Morris 1995a and 1995b, Dominguez and McCann 1996).

Further electoral reform in 1996 had far-reaching impacts. The first ever di-
rect election for the mayor of Mexico City was won by opposition candidate
Cuauhtémoc Cárdenas of the PRD. Subsequently the PRI lost control of the Mex-
ico City Legislative Assembly, the two key states Querétaro and Nuevo León, and
its constitutional majority in the Senate. Yet more devastatingly, the PRI lost its
overall majority in the Congress.

Political change dramatically altered the ability of Mexico’s technocrats to
control economic policy. The rise of opposition in Congress deprived the execu-
tive—the PRI president—of its capacity to legislate with the virtually automatic
consent of Congress (Levy and Bruhn 2001, Philip 2002). Important legislation
was now scrutinized, debated, and subject to negotiations (Shadlen 1999). As the
PRI lost control over local politics, pressure increased for decentralization, which
would erode the power of the Federal bureaucracy. The Finance Ministry op-
posed this move (Philip 2003).

The series of political changes culminated in 2000, with the election of the first
non-PRI president since the 1917 Revolution, Vicente Fox of the Partido Acción
Nacional (PAN). The Fox administration at first attempted to continue the pre-
vious direction of economic policies but soon found itself blocked by a Congress
keen to exercise its newly found power. Plans to kick-start oil, gas, and electric-
ity production through foreign investment were all blocked—as was even a pres-
idential trip to Canada and the United States in April 2002 (Peters 2002).

What happened to Mexico’s programs with the IMF and World Bank? The
IMF reported in 2003 that Mexico’s structural reform agenda was limited by a
lack of support in Congress where the president’s party is in a minority. They also
reported with disappointment that Mexico’s public debt has edged up and that
reforms to electricity generation, labor market regulations, and tax reform have
all been blocked (IMF 2003a, 4–5). In the IMF’s view, the inability of the exec-
utive to implement policy in these areas will damage Mexico’s medium-term com-
petitiveness (IMF 2003a, 5).

What stands out is that Mexico is diverging from IMF prescriptions in areas
where the executive does not have control. On the narrower set of issues where
the executive still has control, the IMF’s aspirations continue to be met: inflation
has been lowered, the structure of debt has been strengthened, the financial sys-
tem is being modernized, Mexico participated in an FSAP, and has issued bonds
with collective action clauses (IMF 2003a, 5). IMF lending and advice was closely
involved in the Financial Strengthening Program 2000–2001, which involved
some US$16.9 billion of loans to the Mexican government in July 1999. The IMF
portion was a US$4.2 billion standby arrangement (now repaid), with a further
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US$5.2 billion being borrowed from the World Bank, US$3.5 billion from the
Inter-American Development Bank, and US$4.0 billion in credit lines from the
EXIMBANK of the United States (Ministry of Finance Mexico 1999, IMF
2003a).

The small group of technocrats still in command of the central controls over
Mexico’s economy are still “willing” to pursue a reform agenda in close collab-
oration with the IMF. But while they are willing they are only able to do this in
certain spheres. In the words of an IMF staff report: “The authorities have
broadly shared the Fund’s views on the priorities in these areas, but political con-
straints have hindered passage of key reform legislation, as it has been difficult
to channel the longer-term economic benefits of these policies into broad popu-
lar support” (IMF 2003a, 5).

The World Bank has found similar obstacles in its relations with the politically
reformed Mexican government. In a report by the Operations Evaluation De-
partment, staff members repeatedly note the extent to which political factors and
increased opposition in Mexico have affected the Bank’s operations (OED 2001).
Disagreements with the government or the political sensitivity of the government
led to withdrawals from lending in sectoral reforms in power, finance, agricul-
ture, and environment, and nonengagement on water supply and sanitation, state
modernization, decentralization, and poverty reduction (OED 2001, 19). The
pattern of approved loans from the World Bank naturally gives a very rough ap-
proximation of the relationship between a country and the Bank given the time
it takes to prepare and have a loan approved. That said, from a highpoint of
US$2.39 billion in loans approved in 1994, by 1997 Mexico’s loans approved
had dropped to US$530 million. They picked up thereafter.

The contemporary relationship between the Bank and Mexico is laid out in
the Country Assistance Strategy paper completed on 15 April 2004. The Bank
will continue to lend Mexico between US$0.8 and US$1.7 billion a year. Its ap-
proach, as outlined in the report, aims to be more adaptive and more based on
learning and knowledge-sharing in researching unanswered questions in areas
such as poverty, water, competitiveness, quality of education, and decentraliza-
tion (note that these are areas previously defined as particularly politically sensi-
tive). The Bank also intends to be more sector specific, even though this adds
more risk that supported projects or policies may be dropped (World Bank
2004d, 3).

The experience of the late 1990s underlines the extent to which the special re-
lationship forged between the IMF and World Bank was based not only on Mex-
ico’s need for external finance and the willingness of like-minded Mexican
officials to pursue reforms with the advice of the international institutions. Cru-
cial was a political system that insulated economic policymakers from others and
not only permitted access to the IMF and World Bank, but gave key policymak-
ers tremendous power over wide areas of policy.

The case of Mexico highlights the combination of bargaining power and per-
suasion that the IMF and World Bank employ to transmit ideas to a member
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country. Economic crises and the need for finance drove Mexico into the arms of
the IMF and World Bank. Money and leverage enabled the Bank and Fund to
help nudge Mexico toward policy change in the early 1980s. Subsequently, as a
small number of more sympathetic interlocutors began to filter into the Mexican
bureaucracy, the relationship with the Fund and Bank became a deeper one. Mex-
ican officials began to reap the rewards of a close relationship with the Fund and
Bank, which assisted them individually in their own advancement and institu-
tionally in aggrandizing the role of particular government agencies. Over time, a
very close working relationship of trust, mutual confidence, and assistance flour-
ished between the staff of the Fund and Bank and those officials with whom they
shared a similar mindset.

Does this suggest that the Fund and Bank “brought about” Mexico’s trans-
formation? Absolutely not. Rather, it reveals some crucial conditions under
which the Fund and Bank can influence policy. Several features made Mexico ripe
for the IMF and World Bank “mission” of transmitting ideas. In particular, dur-
ing the 1980s and early 1990s Mexico was essentially a single-party political
regime with an enormously powerful presidency and executive. The centralized
power of the administration and capacity to orchestrate change from the top
greatly facilitated the rise of technocrats and the insulation of these policymak-
ers from other parts of government. Furthermore, as Graham argues, Mexico’s
federal structure and its process for selecting presidents ensured a succession of
candidates who have risen from within the party and the government bureau-
cracy (Graham 1990). This helped further to entrench a particular view of eco-
nomic policy. Where these political conditions do not pertain, sympathetic
interlocutors may be willing but not able to work with the IMF and World Bank
to frame and implement reform. This is highlighted in the next chapter’s study of
reform in Russia where the influence of the IMF and World Bank was much more
sharply limited.
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Chapter 5

MISSION CREEP IN RUSSIA

At the end of the 1990s it was widely argued that the “mission” of the IMF
and the World Bank had to change. A series of financial crises culminating in col-
lapses in Russia and East Asia, coupled with ongoing poverty and economic de-
cline across most of Africa in the late 1990s, led to harsh criticism of both
institutions. Until the mid 1990s both the IMF and the World Bank had steamed
forward prescribing the “Washington consensus” combination of macroeco-
nomic stabilization and structural adjustment for most ailing economies turning
to them for assistance. Underpinning this advice had been a presumption that
“freeing markets” in countries would simultaneously unleash positive forces for
deeper institutional reforms. It was assumed that political reform would follow
hot on the heels of economic reform as new firms and market actors demanded
better legal and political systems. By the end of the 1990s this presumption
seemed wrong. Nowhere did this seem clearer than in Russia.

Both the IMF and the World Bank became engaged in Russia from 1990 on-
ward. Although neither institution had experience in transforming centrally
planned economies into market-based systems, each had some experience and 
expertise in advising heavily managed, developing economies on structural ad-
justment, privatization, and reform. They were seen as capable of bringing a for-
midable range of technical capacities and knowledge to bear, as well as the
leverage of significant financial resources, on Russia and the transition economies.

The subsequent work of the IMF and the World Bank in Russia has generated
a wide debate as to their impact (Operations Evaluation Department 2002,
EBRD 1997, Aslund 1997, IMF 1998a, 66–78, Stiglitz 1999). Over the 1990s,
the Russian economy collapsed, as evidenced by at least a 50 percent drop in
gross national product, which shrank from more than US$600 billion in 1990 to
around US$250 billion by the end of the 1990s (World Bank 1998a, 390, and
Operations Evaluation Department 2002, 3). In 1998 the IMF was reporting a
deep decline in output (IMF 1998a and 1998i), and the U.S. Congress heard that



along with a 40 percent drop in output since 1992, male life expectancy had
dropped from 65.5 to 57 (Weisbrot 1998). Real incomes, even after a decade of
decline, shrank by a further 22 percent in 1999, and by the middle of that year
55 percent of the population, especially children and the elderly, was living in ab-
solute deprivation (Operations Evaluation Department 2002, 2–3). Table 5.1
outlines these changes.

Some Russians believe that the transition to the market was all part of a devil-
ish plot to weaken Russia, hatched in the West and undertaken on the West’s be-
half by the IMF and the World Bank. In a less conspiratorial vein, others argue
that the Fund and Bank did too little (Sachs 1994 and 1995), or that they messed
up Russia by pressuring successive governments too rapidly to adopt radical mea-
sures ill-suited to local conditions (Bogomolov cited in Bohlen 1998, Arbatov
1992). These accounts all attribute large amounts of influence to each of the in-
ternational institutions. At the opposite end of the spectrum, it has been argued
that Russia’s problems were primarily of its own making, and that foreign assis-
tance had little influence on domestic outcomes. Russian policymakers simply
made bad policy choices (Yevstigneyev 1996, Rutland 1996, Gomulka 1995). On
this account, the work of the IMF and the World Bank was much less significant.
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TABLE 5.1
GDP, GNP, and real wages in Russia, 1990–2001

Fiscal year

Indicator 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

GDP growth 
(annual %) �3.0 �5.0 �14.5 �8.7 �12.6 �4.1 �3.4 0.9 �4.9 5.4 9.0 5.0

GNP per capita 
growth
(annual %) �3.6 �5.5 �15.3 �8.4 �12.5 �4.4 �3.5 0.7 �6.4 3.3 11.2 7.5

GNP, Atlas method
(US$ billion) 569 469 412 343 333 348 383 331 256 246 253

Inflation, consumer 
prices
(annual avg. %) 5.6 92.6 1345.1 895.3 303.2 188.7 47.5 14.8 27.7 85.7 20.6 21.5

REER index
(1997 = 100) 161.2 121.5 16.5 34.0 56.6 68.0 91.7 100.0 72.0 46.0 58.9 70.4

Real wage rate
(annual growth) �8.0 �28.0 6.0 4.7 �13.4 �22.0 20.9

Corporate profit,
current prices
(% of GDP) 3.0 2.4 1.3 1.6 0.6 0.7 0.7 1.5 1.5

Gross domestic
fixed invest.
(% of GDP) 29 23 24 20 22 21 21 19 18 16 18 18

Exports (annual
% growth) �30.0 �28.7 2.1 3.3 10.3 8.7 4.6 �2.3 �1.7 2.7 2.8

Current account
balance (% of
GDP) 0.1 0.7 0.2 1.7 2.5 0.4 0.3 10.5 16.1 11.2

Source: Official statistics and World Bank Unified Survey, 2002.



This chapter analyzes the role of the IMF and the World Bank in Russia, ex-
amining their mistakes and the constraints and opportunities they faced. The in-
stitutions neither crafted nor implemented Russia’s policies. At most they had the
potential to use their limited bargaining and persuasive power to tilt political
forces within the Russian government. Neither institution could ensure that
agreed policies were implemented or enforced in Russia. Both the IMF and the
World Bank had some leverage at the point of loan approval when fast-disburs-
ing loans could be dangled in front of a government in need of immediate finan-
cial assistance. Each also had a potential persuasive power based on their
economic expertise, ideas, and prestige, providing they found and could support
sympathetic interlocutors.

The new set of ideas the IMF and World Bank brought to their mission in Rus-
sia was particularly important in the context of the end of the Cold War. The pre-
1990 Soviet economy had begun slowly collapsing and the centrally planned
model and associated expertise were not only discredited but proffered no new
or optimistic scenarios for the future. By contrast, the IMF, the World Bank, and
a host of Western economic advisers held out a vision of reform and optimism.
At the time, some called their prescription “shock therapy,” evoking an image of
electrotherapy or short-term painful shocks that jolt a system out of a depressed
state and into a new more positive one. In fact “shock” reforms were never im-
plemented, although the process of transition certainly proved to be a painful
one.

The reforms prescribed for Russia were based on the prescriptions of the
Washington consensus, which had been perceived in Washington to have been
successfully applied in Poland (Johnson and Kowalska 1994). Yet after a decade
of advising the Russian government, both the IMF and the World Bank revised
the scope and substance of the model. Their experience in Russia reinforced
lessons both institutions were learning elsewhere. The new element of the Wash-
ington consensus was “good governance.” Throughout the 1980s officials from
the IMF, the World Bank, and other agencies had recognized the need for insti-
tutional transformation and strengthening in Russia. However, in practice, it was
much easier to focus on macroeconomic stabilization and microeconomic re-
form. By the end of the 1990s it was widely accepted that economic growth and
development could not be achieved unless a country enjoyed sound institutions
of regulation and law enforcement, in brief an effective state. These issues came
to dominate the rhetoric of both institutions and to frame a new, wider consen-
sus embodying “good governance” and the need for “institutional development
and strengthening.”

In this chapter I use the work of the Fund and Bank in Russia in the 1990s to
illustrate the way in which the IMF and World Bank tried to influence policy-
making in what is now known as the Russian Federation. For the sake of sim-
plicity the term Russia is used throughout the chapter, even in reference to the
country when it was still part of the USSR. The research for the chapter was un-
dertaken using official documents, newspaper reports, academic writings, and in-
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terviews undertaken in Moscow during the presidential elections of 1996, and
subsequent interviews and conversations in Washington and London.1

The result reveals the extent to which the Fund and Bank rely not just on ma-
terial incentives but on sympathetic interlocutors who are not just willing but
also able to decide and implement economic policy. Where interlocutors are will-
ing but not able, the Fund and Bank have little influence. Technically they can at-
tempt to enforce conditionality by withholding disbursements or canceling loans;
however, even this power is eroded where geostrategic interests intervene. In Rus-
sia a mixture of Western goals and U.S. priorities eroded the leverage of the Fund
and the Bank. In the face of these external pressures neither institution could fully
utilize its normal bargaining power, and this had implications in turn for the in-
stitutions’ capacity to persuade.

The Mission in Russia

From the outset it was never the case that the IMF and the World Bank were ful-
filling a purely technical job in Russia. When the Cold War ended the United
States and the West faced serious geostrategic challenges. Who would control the
nuclear arsenal of the Soviet Union? Could there be a stable political regime in
Russia? How could the West ensure this? Gone was the old apparatus of control
within the USSR and gone were the institutions and the balance of power that
had provided external stability.

In the absence of other levers, the West turned to the IMF and the World Bank
(much smaller amounts of assistance were channeled through USAID, the Euro-
pean Bank for Reconstruction and Development [EBRD], and other bilateral
agencies). These were international institutions which could deploy economic in-
centives to facilitate a successful transition to a market economy. Liberalization
and deregulation, it was believed, would create new firms, consumers, and mar-
ket actors who would then demand wider, deeper democratic reforms. In short,
both democracy and open-market capitalism were desired for Russia, and it was
hoped that economic reform would complement political reform and thereby the
West’s broader interest in ensuring Russia was a benign and stable partner.

The U.S. desire for the IMF and World Bank to lead was based on several fac-
tors. It was clear to the United States government that vital security interests were
at stake. Yet purely bilateral assistance from the United States would be costly
and require politically difficult agreement from Congress. The IMF and World
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1 Including General Alexander Lebed (presidential candidate), Gregor Yavlinsky (politician and pres-
idential candidate), Galina Starovoitova (politician and presidential candidate), Boris Semaga (commu-
nist member of parliament), Sergei Glazyev (trade minister under Gaidar), Victor Borisyuk (president’s
analytical department), Andrei Illiaronov (economic adviser to Gaidar, Chernomyrdin, and Yeltsin), Sergei
Karaganov (adviser to the president on foreign policy), Vladimir Goussinsky (general director of the Most
Group), Yuri Levada (head of the Russian Center for Public Opinion and Market Research). I am also
hugely grateful to Boris Fedorov (minister of finance) and Carol Leonard (former U.S. adviser to the Rus-
sian government on regional financial sector reform) for their comments on this chapter.



Bank, by contrast, provided a much less controversial and less expensive route,
yet one which U.S. Treasury officials could carefully guide (Wedel 1998). As dis-
cussed in chapter 2, the United States contributes some 18.5 percent to the IMF
capital and guarantees a small percentage of the World Bank’s callable capital.
Yet U.S. influence, particularly in respect of countries it defines as strategically
important to it—as this case study shows—far exceeds this voting share. Fur-
thermore, the United States recognized early on that the IMF and World Bank
would be less likely to evoke concerns in Russia about infringement of sover-
eignty than any direct U.S. assistance would.2

The U.S. position was shared by several other major shareholders in the IMF
and the World Bank, many of whom had made munificent promises to Russia on
which they had been unable to deliver due to a combination of recession, elec-
toral cycles, and weak leadership (Sachs 1994). The main objection to using the
IMF and World Bank for stabilizing Russia came from developing countries.
Their concern was that scarce multilateral development resources would be di-
verted away from developing countries (or made more expensive for them) in the
pursuit of strategic and economic goals in the former Soviet bloc countries. For
this reason in 1991 the coalition of developing countries in the IMF and the
World Bank argued that the necessary transfer of resources to the formerly cen-
trally planned economies “should not be at the cost of assistance to developing
countries” (G-24 1991, para 27). Likewise in April 1992 they “emphasized once
again that the transfer of resources and assistance to these countries should be
additional, and not at the expense of, financial and other assistance to other de-
veloping countries, which are still trying to cope with pervasive poverty condi-
tions, heavy debt burdens, and barriers to their exports” (G-24 1992, para 12).

In retrospect, developing countries’ concerns were well-founded. In spite of
pledges of bilateral and G-7 assistance, official financial flows overwhelmingly
ended up coming from the IMF and the World Bank. In 2001, Russia’s was us-
ing 20.24 percent of the IMF’s General Resources Account (IMF 2001b, 190),
and even after a significant reduction in Bank lending, in 2000 Russia was still
taking 3.3 percent of IBRD lending (WB 2000, 147).

The IMF and World Bank each had its own interest in becoming involved in
Russia and the transition economies. The IMF was actively searching for a new
role and its managing director and most (but not all)3 senior staff were eager to
take the lead in policy toward Russia and the transition economies. It bears re-
calling that by 1990 the Fund had lost a key part of its original purpose. Its re-
sponsibility to manage a fixed but adjustable exchange rate regime had come to

108 T H E  G L O BA L I Z E R S

2 Of course, the IMF does provoke nationalist reactions and criticism that it infringes on its members’
sovereignty. Nevertheless, it has a defense against such criticisms, in the words of Managing Director
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country, but if you were a small country, my attitude would be the same. If a program were to be imposed
from outside, its chances to be fulfilled, to be implemented, would be minimal. For a program to have its
chances, it has to be seen as really the program of the country, elaborated by the country. But it also has
to be credible to the international community” (Camdessus 1993, 51).

3 Fund economist Jacques Polak in an interview with me in 1994 reiterated his constant and unwa-
vering concern about the IMF’s involvement in Russia.



an end in the early 1970s. Its other major role, to provide assistance to states fac-
ing temporary balance of payments crunches, had brought the institution center
stage as the international lender of last resort in the first phase of managing Latin
America’s debt crisis in the early 1980s. However, by the mid 1980s, the debt cri-
sis had been redefined, leaving the IMF with a less central role (James 1996).

The IMF’s managing director Michel Camdessus was quick to seize the new
opportunity afforded by Russia’s need, even in the face of the obvious risks. In
his words: “Our role at the IMF is not to wait for all such risks to be eliminated
before taking action, but even in chaotic circumstances of history to sit down
with the authorities of a member country and see how we can help” (Camdessus
1995). The World Bank was under intense political pressure and faced similar in-
centives to follow suit. The grand nature of the task was spelled out in the title
of a later Bank report, “Assisting Russia’s Transition: An Unprecedented Chal-
lenge” (Operations Evaluation Department 2002). Yet the historical imperatives
had their costs. Although the institutions saw their role in “transition” as a his-
toric opportunity, in retrospect the record shows that in Russia they had very
weak bargaining power and very little persuasive power. The technical expertise
they had to offer was impressive in some sectors but very limited in what came
to be the defining prerequisite of successful transitional lending—good gover-
nance and institution building.

A Promising Beginning

Even before Russia became a member of the IMF and the World Bank in 1992,
both institutions had been asked by the G-7 to prescribe reforms for the Soviet
economy and conditions that the West should set in offering support to Russia
(World Bank 1990, OECD et al. 1991). In August 1991 an opportunity to put
their prescriptions into practice opened up. Boris Yeltsin emerged—famously
astride a tank—from the dramatic events in which a coup attempt by commu-
nist hardliners in the Russian Parliament was quashed. By the end of the summer
of 1991, Yeltsin’s new government announced itself willing to deal directly with
the IMF and the World Bank:

We are prepared, in cooperation with foreign specialists, to immediately disclose
the strategic data necessary for admission into international organizations and to
accept the basic principles set forth in the charter of the International Monetary
Fund. We will make an official appeal to the International Monetary Fund, the
World Bank and the European Bank for Reconstruction and Development, invit-
ing them to work out a detailed plan for cooperation and participation in the eco-
nomic reforms. (Current Digest of the Soviet Press 1991, 5)

Immediately a plan for an ambitious new program of privatization, liberal-
ization, and stabilization designed to rapidly create a full market economy was
laid out to the Fifth Russian Congress of People’s Deputies on 28 October 1991.
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Four days later the Congress granted Yeltsin broad powers to rule by decree for
a year. The new prime minister promptly appointed a government of young re-
formers led by Yegor Gaidar as deputy prime minister with responsibility for eco-
nomic policy.

At this stage, the IMF had two powerful bargaining chips in its relationship
with the Soviet Union. First, Russia wanted full membership of the Fund (from
which membership of the World Bank would follow). In October 1991 Russia
had been given “associate membership” of the IMF but this gave it rights only to
technical assistance and advice, not to financial assistance.4 It took several
months for the IMF to accept Russia’s application for membership. That said,
once approved in April 1992, the Fund was able to present Russia’s successful
bid and its larger-than-expected quota as a trump card to reformers who by the
spring of 1992 were very much in need of external support.

A second bargaining chip in the hands of the IMF was that the government
needed a G-7 package of debt relief, which was being promised by a Bush ad-
ministration keen to attenuate criticism of inaction on Russia in the run-up to the
U.S. presidential elections of 1992. This package was conditioned on the gov-
ernment following IMF advice and permitted the IMF to negotiate a detailed
Memorandum of Economic Policy with the new government. The agreement,
concluded in February 1992, included commitments to unify the exchange rate
by mid April, eliminate export quotas and licenses except on energy-related and
strategic goods by July, reduce inflation to 1–3 percent per month, and eliminate
the budget deficit by the end of the year.

The World Bank had less coercive leverage than the IMF at this stage. Before
Russia became a member of the organization, the Bank used a special $30 mil-
lion trust fund established by its Executive Board to provide technical assistance
grants to the former Soviet republics. In Russia this involved setting up a Resi-
dent Mission in the autumn of 1991, advising the Russian Privatization Center,
and completing a series of studies indicating how the institution might assist Rus-
sia. That said, the time it took to set up these advisory services meant that they
did not influence Russia’s first reform program (Operations Evaluation Depart-
ment 2002, 6).

The potential influence of both institutions was greatly enhanced by the re-
formist composition of the new government in Russia, which focused on eco-
nomic rather than political reform (McFaul 2001, 118). The new team of
“young reformers” led by Yegor Gaidar, desperate to deal with a country “on
the verge of economic chaos,” accepted advice from several prominent pro-
market economists (Gaidar 1997, 13). In particular, they faced hyperinflation,
a large and growing budget deficit, lack of currency reserves, monetary chaos
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(sixteen different central banks in different republics), an inability to service
foreign debt, and growing shortages of basic staples. Old Soviet models offered
little solution. There was little disagreement at this stage between Russian econ-
omists, the IMF, the World Bank, and prominent Western economists advising
Russia.

Russia’s first set of economic reforms began on 2 January 1992. Prices for
around 80 percent of consumer goods and 90 percent of producer goods were
decontrolled. Internal trade was freed. The ruble was floated. Inflation fell rapidly
from a monthly rate of 245 percent in January to 12 percent in May. The bud-
get was cut and a small budget surplus was recorded in the first quarter of 1992
(Russian Economic Trends 1992, 10). The reformers argued that a combination
of maximum possible speed of market reforms and drastic tightness of fiscal and
monetary policy was vital if reform was to succeed (Interview with Illiaronov
1996; Gaidar 1997, 14). A mass voucher privatization program was whisked into
place in June 1992 with strong advice and backing from the international com-
munity, including USAID funding to the tune of $58 million.5 Writing later, three
key advisers to the government privatization claimed that by 1 June 1994, two-
thirds of Russian industry was privately owned, the stock market was booming,
and 40 million Russian citizens owned shares in privatized firms and mutual
funds (Boycko, Shleifer, and Vishny 1995).

Political reforms were taking place at a much slower rate. Neither Yeltsin nor
his government—nor Western donors—pushed for a modernization of govern-
ment institutions that would have increased the likelihood of a sustained set of
economic reforms. As Michael McFaul has detailed, the Russian Supreme Soviet
and the Congress of People’s Deputies were left intact. Yeltsin failed to create his
own political party and refrained from convoking a new postcommunist found-
ing election. Instead Yeltsin and his government “used their political mandate to
initiate economic transformation.” The result was a set of political institutions
in which ambiguity, stalemate, and conflict very quickly arose (McFaul 2002,
118). Similarly, Russian economic rather than political reform preoccupied the
West. It has been calculated than more than half the bilateral assistance chan-
neled through USAID (the lead agency on U.S. efforts to support democratiza-
tion in Russia) was directed toward U.S. private sector consulting firms working
on market reform (Mendelson 2001, 78). That said, support of any kind was very
meager at this point.

The first phase of Russian economic reform took place before any significant
foreign financial assistance other than a G-7 debt relief package was disbursed.
At most the IMF and World Bank contributed technical assistance and a seal of
approval to the ideologically sympathetic reformers in the government. Many in
the United States and elsewhere in the West were proposing larger-scale assis-
tance, including one proposal for a “Grand Bargain” of up to $100 billion over
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four years alongside an orthodox IMF program (Sachs 1992, Sachs 1991 cf Red-
daway 1994). However, very little assistance was forthcoming (Sachs 1994, ap-
pendix and table A.1; and Sachs 1992). Yegor Gaidar would later comment that
“although there was mutual understanding of the need to help Russian reforms,
real mechanisms to carry it out were not elaborated. Instead, there appeared the
simplest, deliberately inadequate solution of shifting the burden of responsibility
to the IMF” (Gaidar 1997, 14).

In the United States a standoff was taking place between a Republican presi-
dent seeking reelection and a Democratic-controlled Congress. The European
Union was looking inward as Germany dealt with reunification and the rest pre-
pared for monetary union and further expansion. Nonetheless, German techni-
cal assistance was greater than that of any other state. The Group of Seven
countries professed at each of their summits that they wanted collectively to do
something but did very little. In the end transition was left to the IMF and World
Bank, and in the period prior to Russia’s first loans they seemed to have some
success in persuading Russian policymakers to embark on a series of measures to
control inflation and begin to restructure the economy. The first actual IMF and
World Bank loans were not approved until 5 and 6 August 1992 respectively. By
that time, both the political and economic conditions in Russia had changed as
had the leverage and persuasive power of the IMF and World Bank.

The Lending Begins

Already by the spring of 1992 pressure was building against economic reform,
and Yeltsin’s conviction and support of his own government was beginning to
waver (Stone 2002, 118). As Yegor Gaidar called for IMF funding in his defense
of unpopular budget proposals (Bush 1992), the chairman of the Supreme So-
viet, Ruslan Khasbulatov, dismissed the potential of IMF help and called for
“adjustments” to economic policy (Current Digest of the Post-Soviet Press
1992, 12).

Inside Russia, new forces were emerging. In particular, powerful industrialists
began to petition the government to protect their interests from economic reform.
In June 1992, a government reshuffle brought Viktor Chernomyrdin and Georgii
Kizha—representatives of the industrial lobbies—into government. The follow-
ing month Viktor Gerashchenko, the former head of the old Soviet Central Bank,
was appointed chairman of the Central Bank of Russia (CBR). He quickly proved
a much easier and more responsive source of credit for the industrialists than his
predecessor had been. The consequence of these developments was a larger bud-
get deficit financed by credits issued by the Central Bank, and a significant in-
crease in government off-budget credits, which threw Russia into an inflationary
spiral, derailing stabilization, and impoverishing Russians on pensions and fixed
incomes (Hough, Davidheiser, and Lehman 1996).

A further set of interests had been inadvertently created by the sequencing of
policies in the first phase of reform. In essence, massive rents were directed into
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the hands of a small group of managers of state companies producing oil and
metals. The reforms had permitted the creation of private trading firms that ex-
ported oil and metals at the world market price. However, this was before com-
modity prices within Russia had been liberalized. In the spring of 1992 the state
price of oil was still only 1 percent of the world market price, and even in 1993,
the average Russian oil price was only 8.3 percent of the world market price. As
a result, in the peak year of 1992, some 30 percent of GDP was channeled into
the hands (or more accurately put, the foreign bank accounts) of a small number
of private beneficiaries, including state enterprise managers, government officials,
politicians, and commodity traders (Aslund 2000). This laid the political-eco-
nomic framework for a rent-seeking economy in which industrial lobbies and
powerful rent-seekers would constantly hinder further reform.

Ironically, it was at this point that the IMF and World Bank began lending to
the government. Following Russia’s formal admission to the IMF on 1 June 1992,
on 5 August 1992 Russia concluded a first tranche agreement with the IMF,
which released US$1 billion on condition that Russia undertook steps to reduce
inflation. These included reducing the budget deficit, limiting money creation by
the central bank, and supporting a flexible exchange-rate policy within the frame-
work of the ruble zone. The next day the World Bank approved a US$600 mil-
lion Rehabilitation Loan, which was linked to the IMF agreement.

The IMF and World Bank now had significant monetary incentives to offer
Russia. In theory, their influence and bargaining power should have increased.
They could afford to demand tough conditionality because if Russia did not agree
the institutions could withhold loans. The conditionality laid out in agreements
and their enforcement of that conditionality, we might expect, would increase at
this time. Paradoxically it did not.

Russia demanded special treatment, at the outset arguing that Fund condi-
tionality be waived and that Russia be granted a two-year moratorium on debt
service (Stone 2002, 119; Erlanger, 1992; Uchitelle, 1992; New York Times
1992). At first the IMF would not concede. As Russia failed to meet agreed con-
ditions on curbing inflation and reducing the budget deficit, the IMF froze pay-
ments of the Stand-by Agreement. This had the knock-on effect of freezing other
aid to Russia that had been linked to the IMF program. Negotiations broke down
between the Fund staff and the Russian authorities and the IMF postponed Rus-
sia’s arrangement just ten days before a G-7 Summit was to take place. However,
political pressures soon intensified as the Bush administration began to lean on
the IMF in the hope of ensuring a positive announcement at the G-7 Summit.
IMF managing director Michel Camdessus flew to Moscow and personally en-
sured a watering down of the conditionality.

Likewise the World Bank was under strong political pressure to lend on le-
nient terms. In the loan formally approved on 6 August 1992, the Bank poured
money into balance-of-payments support with a $600 million Rehabilitation
Loan tied to the IMF’s first credit tranche arrangement and soon extended to fi-
nance imports in an attempt to limit the decline in output occurring in the wake
of the devaluation of the ruble. As the Bank would later confess, the loan was
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approved with “virtually no conditionalities” (Operations Evaluation Depart-
ment 2002, 7). Under pressure to lend from their largest shareholder, neither the
IMF nor the Bank, it seemed, had significant bargaining power.

Unwittingly, the IMF and the World Bank were also eroding the foundations
of a relationship with reformers such as that which had so enhanced their influ-
ence in Mexico. In their 1992 loans the Fund and Bank took their first steps into
a political battle being played out between the president and parliament. The con-
flict was not a simple one of reformers versus nonreformers. Industrialists had
been siding with Parliament in order to press for more credits. President Yeltsin
had now brought key industrialists into government and acquiesced to the ap-
pointment of a Central Banker who would do their bidding. In so doing, the pres-
ident had bolstered his own position of power at the cost of sacrificing key
elements of economic reform and the position of interlocutors sympathetic to the
IMF and World Bank. Reformer Yegor Gaidar was replaced in December 1992
by Victor Chernomyrdin. The new prime minister rapidly secured himself mo-
nopoly rights for Gazprom—the natural gas company he had created—granting
it extensive tax exemptions at the end of 1993, which amounted to a value of 1–
2 percent of GDP (Aslund, 2000).

Conditionality Compromised

The pattern set in 1992 would continue throughout the Yeltsin presidency. The
president would alternately play to Russia’s most powerful vested interests on the
one hand, and to more or less reformist governments, international financial in-
stitutions, and bilateral allies such as the United States on the other. In each case
Yeltsin sought to maximize his own power and authority.

For the IMF and the World Bank the pattern was an extremely difficult one to
manage. Each of their three sources of influence was diminished. Their bargain-
ing power was undercut when each time they tried to insist on stringent condi-
tionality, Yeltsin would successfully appeal to the United States to ensure that
they lightened loan terms. The persuasive power and the status of the institutions’
technical advice was demolished by increasingly powerful vested interests using
arguments of nationalism and patriotism to underscore the costs of reform and
to insinuate that the institutions had negative ulterior motives. And finally, the
capacity of the institutions to forge a close and trusting relationship with inter-
locutors in Russia was eroded by the president’s shifting loyalties and the new
vested interests coming into government. Ongoing economic crisis, however,
pushed even the new government back toward reform.

Inflation was soaring. By the end of 1992 inflation in Russia had risen to an
annual rate of 1354.1 percent as exports and output dropped dramatically
(Operations Evaluation Department 2002, 3), for although inflation had been
brought down to 9 percent in the month of August, from October onward it leapt
at a monthly rate of 23 percent, 26 percent (November), 25 percent (December),
25.8 percent (January), 24.7 percent (February), 20.1 percent (March) (IMF
1997b and 1997d).
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The ruble was losing value, although the IMF data do not support the view
that the ruble collapsed after Gaidar lost office as some analysts have averred
(Stone 2002, 124, makes this point, see also Odling-Smee and Pastor 2002). In
real terms the exchange rate went from a base rate of 100 in July 1992 to 89.5
in December 1992 and actually rose to 95 in January 1993 and again to 101.4
in February 1993 (Balino et al 1997, 21). Very serious problems existed with the
ruble area arrangements that had been made with other republics, making it
nearly impossible to control the money supply. By spring 1993 the pressure to
limit these arrangements was unstoppable.

In this context both the World Bank and the IMF announced concern about
the direction of Russian economic policy. World Bank president Lewis Preston
criticized Russian policymakers for failing to use loans already allocated to them
and condemned the Russian Central Bank for its failure to get a grip on inflation.
The World Bank, he argued, would be unable to lend to Russia until the country
acted to stabilize its economy (Bush and Lyle, 1993). Meanwhile the IMF resi-
dent representative in Moscow announced that the IMF was not ready to approve
the proposed $6 billion stabilization fund, underscoring that Russia had failed to
meet its IMF target of a budget deficit not exceeding 5–6 percent of GDP in 1992
or in its projected budget for 1993, and that it was unclear that the stabilization
fund would be properly used (Bush 1993). The IMF’s representative also noted
that a new aid program could not be approved while there was uncertainty over
who was in charge of the country. This referred directly to a brewing political
crisis.

As the economy descended into a new crisis, Yeltsin’s political position was
directly challenged. In the Congress of People’s Deputies his former political ally,
Ruslan Khasbulatov, led a campaign to impeach him. In the wider battle for con-
trol between the Congress and the president, deputies in the Congress drafted
constitutional amendments that would hugely limit if not extinguish the presi-
dent’s powers (McFaul 2002, 119). Yeltsin’s response was to bolster his own po-
sition by playing the reformist economic hand. He appointed reformer Boris
Fedorov as finance minister and announced a referendum to endorse his presi-
dency and the course of economic reform. He won the referendum, which took
place on 25 April 1993.

Up to this point the IMF and World Bank were pointed in their criticisms of
the Russian government, which had failed to meet specified targets. Until Russia
did so, they argued, the government would not be able to access more loans from
the institutions. The Fund demonstrated that it was prepared to enforce its con-
ditionality and withhold lending. The Bank made similar noises. However, their
tough positions were swept away by high politics.

Virtually at the same time as the institutions voiced their criticisms, President
Clinton was publicly urging the IMF to increase its lending to Russia to $13.5
billion a year and to impose less rigorous conditionality (Whitlock 1993). In a
strenuous fit of lobbying, the U.S. administration swiftly put together a package
of some $28 billion with a large contribution from the IMF and the World Bank
and a rescheduling of Paris Club debt (Stone 2002, 124). This included a light-
ening of the enforcement of existing conditions and new easier loans.
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The new IMF contribution was a generous credit from the brand new Systemic
Transformation Facility (STF). The facility was specially created to help with
transition, lending to members “experiencing severe disruptions in their trade
and payments arrangements due to a shift from significant reliance on trading at
non-market prices to multilateral market-based trading.” Unlike other facilities
the STF carried no standard conditionality, merely requiring that the recipients
not “intensify exchange or trade restrictions” (IMF 1993, 60). The STF agreed
for Russia in June 1993 was for $3 billion, half of which was agreed immediately
with a remaining $1.5 billion to follow after talks on providing more support
through a standby arrangement. Once again, as the capacity of the IMF to lend
to Russia increased, paradoxically its capacity to influence Russia decreased.

And so too with the World Bank—under intense political pressure to lend
more and faster to Russia, even though this was extremely difficult. The Bank’s
objective was supposed to be to improve social services and restructure various
sectors of the economy. However, efforts to disburse sector and project-oriented
loans were frustrated by bureaucratic resistance and inertia, and the inability of
Russian agencies to implement loans. In 1992 the Bank approved a $70 million
loan for employment services and social protection and $90 million for privati-
zation implementation. In June 1993 a further US$610 million Oil Rehabilita-
tion Loan for reform within the oil and gas sector was also approved. Yet by the
end of 1994 only 23 percent of approved loans to Russia had been disbursed and
about 90 percent of this was the initial Rehabilitation Loan (General Account-
ing Office 2000, 140).

Bank officials say that they were severely hampered not just by their own lack
of expertise on transition issues, but by the fact that they did not have access to
high-level officials—nor were they able to develop a stable evolving relationship
with Russian counterparts (General Accounting Office 2000, 139). Later the
Bank’s Operations Evaluation Department would confess: “In the first half of the
1990s, under pressure from shareholders, the Bank approved many technical as-
sistance and investment projects that were overly ambitious, far from ready for
implementation, and in sectors with a weak commitment to reform (e.g. oil, agri-
culture, banking, and highways). . . . Significant project design weaknesses were
tolerated at entry in the belief that they could be corrected later” (Operations
Evaluation Department 2002, 28). The clash between the Bank’s efforts to stick
to its own rules and procedures and the preferences of its most powerful share-
holders was underscored when the Bank’s management held up board submis-
sion of a second Rehabilitation Loan until mid 1995 (Operations Evaluation
Department 2002, 7).

Although the bargaining power of the Fund and Bank was severely limited by
overarching political pressures, there was one place where the Fund exercised
persuasive power as it did in the Mexico case. Where it could tilt the balance
among domestic actors struggling for power, the Fund’s advice or conditions
could occasionally be used by reformers to gain an upper hand over others insti-
tutions of government. For example, in negotiating the 1993 agreements with
Russia, the IMF worked with finance minister Boris Fedorov to strengthen his
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hand in reining in the Central Bank. Before Russia could access the STF described
above, Fedorov urged and the IMF required more restrictive rules governing the
way the Central Bank allocated credit. These were subsequently put in place, as
described in a later IMF review (Balino 1997; Fedorov 2004).

Was this simply a rewriting of the story by Fund officials and Fedorov him-
self? Central Bank officials interviewed by Randall Stone argued that the new
1993 restrictions were no big concession since the Bank was already reducing its
lending to banks (Stone 2002, 126). In fact, a later report would demonstrate
that the Bank had found more covert ways to channel credits to the government
and commercial banks (PriceWaterhouseCoopers 1999). However, other sources
concur that Fedorov’s role in restraining the Central Bank was a crucial one (U.S.
State Department 1994), and on Fedorov’s own account IMF support was criti-
cal to succeeding in this (Fedorov 2004).

Lending into a Political Drama

The situation for the Bank and Fund became yet more difficult as the political sit-
uation in Russia turned further against reform and disintegrated. In July 1993,
the Supreme Soviet passed a number of measures, including a budget with a pro-
jected deficit of 25 percent of GDP. Economists feared that the budget deficit
would fuel hyperinflation. Yeltsin feared that he would lose control of an unruly
legislature. In turn he appointed reformer Yegor Gaidar to the post of first deputy
prime minister on 18 September 1993 just before the New York Times reported
that the IMF was considering suspending its lending program to Russia because
of slow progress on reform (Greenhouse 1993b).

On 21 September, Yeltsin dissolved the legislature by decree, precipitating a
bloody showdown with parliamentarians. Their rebellion was supported by tens
of thousands of protesters in the streets. But Yeltsin prevailed and subsequently
his government, led by Gaidar, passed a series of measures that converged with
IMF conditionality. These included bringing the Central Bank under executive
control, reducing the deficit, breaking up the ruble zone, and abolishing most ex-
port quotas and licenses, which had been lucrative sources of rent. Doubtless here
Gaidar was bolstered by the IMF’s willingness to suspend the second tranche pay-
ment of the STF loan that had been due in November.

Crucially, however, the deficit was reduced by failing to pay wages and pen-
sion benefits. This created an immediate backlash bolstering the position of ul-
tra-nationalists and communists who polled 22.8 percent and 12.4 percent
respectively in the December 1993 elections. In those same elections Yeltsin suc-
ceeded in passing a referendum that granted him enormous powers and greatly
diminished the Duma’s role. However, this did not boost the position of reform-
ers. Indeed on 16 January 1994 Gaidar resigned, as did Boris Fedorov four days
later.

Although by early 1994 the Russian government’s capacity and commitment
to reform had markedly eroded, outside of Russia political pressures for the in-
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ternational financial institutions to increase lending were intensified. In Wash-
ington, officials feared that communists might further strengthen their position
and destabilize Russia. This led U.S. vice president Al Gore to call for a loosen-
ing of IMF conditionality and senior official Strobe Talbott to call for “less shock
and more therapy.” Their comments were immediately criticized by Vladimir
Mau—a close aide to Yegor Gaidar—as being unhelpful to the reformers within
Russia whose main problems lay not with the IMF’s position but with Western
countries restricting Russian exports (Lloyd 1993, 2).

The IMF and the World Bank were yet again in a bind. They took the unusual
step of issuing a joint note justifying conditionality and urging Western countries
not to abandon efforts to require Russia to reform (Graham 1994, 2). Within the
institutions, senior staff strongly believed that Russia needed to be held to the
targets and policy prescriptions on which loans had been based (Odling-Smee and
Pastor 2002, and see interviews reported by Stone 2002, 130). However, as the
managing director of the IMF would later recount, the political imperatives
pushed management to override this view (Camdessus 1996). Both institutions
duly agreed to new loans for Russia with the IMF significantly relaxing its con-
ditionality (Greenhouse 1993a, A1; Stone 2002, 129).

Once again Western alarm about political crises in Russia swept away the sub-
stance of agreements between the government and the Fund and Bank. The IMF
approved a second installment of $1.5 billion from the STF on condition that the
government reduce monthly inflation to 7 percent and increase gross interna-
tional reserves to approximately $10 billion, both by the end of 1994. The World
Bank approved six new loans to Russia totaling $1.52 billion for work on high-
ways, financial institutions, land reform, agricultural reform, enterprise support,
and oil rehabilitation.

Economic policy in Russia was fluctuating at the time. Pressured by the need
to stem capital flight and shore up confidence in the ruble, the government pegged
the exchange rate to the dollar and prohibited the Central Bank from extending
credit to the government. The immediate result seemed disastrous as the pegged
ruble collapsed and fell by 40 percent on “Black Tuesday,” 11 October 1994.
However, Yeltsin responded by promoting reformer Anatoly Chubais to the po-
sition of first deputy premier, permitting him to launch a second stage of eco-
nomic reforms. The timing was not propitious.

By the end of 1994, as Russian troops began their war in Chechnya, it was
clear that the IMF’s macroeconomic targets had not been met. Inflation was twice
as high as that targeted, and by January was up to 18 percent. The reserves tar-
get was missed by a significant margin. Fiscal policy was moving way off track
as the government increased spending and failed to improve its tax revenue. Lit-
tle progress was made implementing the World Bank’s loans, indeed by the end
of 1994 disbursements on only two of them had begun.

The institutions were in an extremely difficult position. In Washington they
were being criticized for imposing conditionality on Russia and at the same time
for not ensuring reform was being undertaken. The Senate undertook hearings
on the IMF and Russia during which critics argued that conditionality had ad-
versely affected Russia’s economic stability and transition to democracy (Riegle
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1994). Jeffrey Sachs, for example, who had earlier advocated a “Grand Bargain”
embodying orthodox IMF prescriptions for Russia, criticized the Fund’s demands
for drastic budget cuts, arguing that IMF credits should be used not just to build
up reserves, but to assist in the noninflationary financing of the deficit (Sachs
1994). The implications for the Fund and Bank were far-reaching. They make
loans on condition that their terms are met. Their leverage is based on their ca-
pacity to enforce terms and conditions, withholding further financing where nec-
essary. In Russia it was clear that loan conditions were not being met. Yet still
the institutions were being told to lend. Their political masters had, in essence,
redefined their mission as a political one, thereby dramatically reducing their bar-
gaining power.

The problem with the new political mission was that it was not a clear one. It
was not to bring about political reforms. At most it was to support “reformers”
as a route to ensuring economic reform. Yet neither the Fund nor the Bank suc-
ceeded in developing a relationship with reformers that might later facilitate more
reform through a persuasive influence—as they had done in Mexico. Although
their advice conveniently bolstered particular actions at discrete moments—such
as the measures to control the Central Bank mentioned above and later in the pri-
vatization of 1995—for the most part both institutions were marginalized as po-
litical maneuvering continued within Russia through 1995.

Seizing Privatization

By 1995 Russia’s policymakers were looking for a way to finance their deficit
without creating more inflation. The government’s options were very limited, in-
deed the IMF and World Bank had been criticized for pushing deficit reduction
too hard while doing nothing “to find acceptable and non-inflationary ways to
finance part of [the deficit]” (Sachs 1994). In 1995 President Yeltsin was also
looking for a way to get support from the business elite for his bid in the spring
1996 presidential elections. One solution seemed to offer something to each of
these problems—a second phase of privatization.

Beginning in late 1995, the government auctioned off state assets in a loans-
for-shares privatization. The bidding process used was neither open nor ade-
quately publicized. Most winning bids fell far short of what was expected and
were made by the very same banks managing the auctions. The result was to
transfer control of Russia’s most valuable assets such as its oil and metals com-
panies to a handful of financial-industrial groups. Helpfully for Yeltsin, these oli-
garchs returned the favor by offering him a unified block of support in his
presidential campaign.

Neither the IMF nor the World Bank had great influence in Russia at this time,
but nor did either institution oppose the 1995 loans-for-shares privatization.
Each institution was involved in negotiations on their largest loans to date with
Russia. Yet each claims that they had no responsibility over the course of the
1995 privatization.

The IMF argues that privatization, being a World Bank issue, was not pri-
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marily within its jurisdiction. For this reason, although Fund officials raised con-
cerns about the process, they also argue that they could not link their concerns
to any legitimate sanction or enforcement action. The IMF’s justification is weak-
ened by two facts. First, privatization has very often been explicitly on the agenda
of IMF negotiations with Russia. Indeed, the IMF’s April 1995 loan to Russia in-
cluded a call for further privatization, and the Extended Fund Facility (EFF) ap-
proved in 1997 required the Russian government first to announce transparent
privatization measures. Second, although Fund officials might have raised con-
cerns, they continued to recommend to the board that disbursements and loans
to Russia be completed.

At the time of privatization the IMF’s board was disbursing by far its largest
ever loan to Russia (a $6.8 billion Standby Arrangement approved in April 1995)
with a new exceptionally demanding set of monitoring mechanisms that included
monthly as opposed to quarterly reports by a working group comprising IMF
staff and Russian agencies, which were reviewed by the IMF’s Executive Board.
Furthermore, the IMF would approve a further $10.1 billion EFF in early 1996.
There was ample opportunity for staff to press their concerns at the very least
with the Executive Board of the Fund.

The World Bank’s silence on the loans-for-shares issue is equally if not more
striking. The institution had played a strong advisory role on privatization from
the start. The U.S. General Accounting Office reported in 2000 that a World Bank
official in Moscow did express serious concerns about the loans-for-shares pro-
gram but senior Bank officials did not follow this up with any high-level protests
(General Accounting Office 2000, 94). Yet the Bank was in the process of ap-
proving a large $600 million second Rehabilitation Loan for Russia in mid 1995
(approved on 6 June 1995), a further loan for standards development in No-
vember 1995, and yet further loans for bridge rehabilitation, community social
infrastructure, and energy efficiency in early 1996.

One explanation for the World Bank’s silence on the loans-for-shares issue
might lie in the fact that by the end of 1995 the Bank had disbursed less than 10
percent of loans for investment projects that had been approved to Russia. “Im-
proving the Russia portfolio” had become a major priority for the institution
(General Accounting Office 2000, 141) and other considerations took second
place to the imperative to lend more and faster.

The silence of the Fund and Bank on privatization also reflected other con-
straints and pressures on the institutions in 1995–96. The high political stakes
for the West in maintaining and bolstering the Yeltsin regime increased over this
period. By the end of 1995 the Communist Party emerged strongly in the Duma
elections and Yeltsin’s popularity plummeted. The chances of Communist Party
candidate Zyuganov in the spring 1996 presidential election began to look more
promising. The IMF and World Bank were under pressure to provide assistance
to ensure that the communists stayed in opposition. But this political pressure
does not wholly explain the lack of rigor on the part of Fund and Bank experts
in analyzing and foreseeing the results of the privatization process.

Each institution also faced incentives to tout its own successes in lending to
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Russia as well as to justify them in terms of their official lending criteria. Hence,
officially the rationale for more loans even in the face of the loans-for-shares scan-
dal was economic. Both the Fund and the Bank drew selectively on positive in-
dicators of Russian economic performance. Paradoxically each touted the success
of Russia’s massive privatization in justifying their lending. Early on the IMF’s
managing director announced that Russia was a “clear leader” in the area of pri-
vatization (Camdessus 1994), and the World Bank advertised Russia as “the
largest privatization program in history” (World Bank 1997b).

Both the IMF and the World Bank cited the extent of Russia’s macroeconomic
stabilization in 1995. A ruble corridor had been established in the summer, pre-
serving the value of the currency within a target band set by the Central Bank.
Tight monetary policy cut inflation to only 5 percent a month by the end of the
year. And the government succeeded in covering the deficit with internal and ex-
ternal borrowing. The Fund could also point to government pledges to cut back
on the provision of subsidized credits and trading subsidies and privileges that
had been so enormously costly to the Russian economy: one informed estimate
valued gross rents in 1992 at 80 percent of GDP (Aslund 1996).

By the end of 1995, the IMF declared that Russia had met all of its macro-
economic targets and that it was largely satisfied with Russia’s progress. In fact
the IMF was wrong. A 1999 audit demonstrated that Russia misreported and
had failed to meet at least two targets in 1995 (PriceWaterhouseCoopers audit
1999). Subsequently the United States General Accounting Office reported on
ways to prevent this (General Accounting Office 1999 and 2000).

A careful study of the documents and statements of the IMF and World Bank
on Russia reveals the extent of their powerful presumption, indeed ideological
belief, in favor of rapid privatization. This had been a fundamental tenet of the
Washington consensus since the mid 1980s. Indeed, as mentioned above, by the
mid 1990s both institutions were using rapid privatization as a key indicator of
its successes in Russia. The assumption in respect of privatization was that new
owners of enterprises would push for institutional reforms, such as an increase
in their security of property rights over time. In this way privatization was a core
part of the technical consensus on how to achieve institutional as well as eco-
nomic reform.

Yet in Russia the second round of privatization had the opposite effect. The
loans-for-shares program led to a once-for-all loss of potential state revenue that
a competitive procedure might have netted. Furthermore when the government
exercised its option not to repay loans in 1996, it left controlling stakes in the
newly privatized companies firmly in the hands of newly established financial in-
stitutions. This conferred enormous political power on the oligarchs or financial-
industrial groups. Soon they would successfully demand tax exemptions and
nonpayment of those taxes for which they were liable. Gazprom, for example,
continued to hold billions of rubles in a tax-free “stabilization fund” for invest-
ment (World Bank 1998b). Far from demanding the provision of public goods
and institutions from the state, the new owners of privatized enterprises directed
massive private benefits to themselves. As highlighted in a pathbreaking World
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Bank study, far from becoming a competitive market economy, this marked one
further step toward Russia becoming a “capture economy” (Hellman et al. 2000).

In Search of Sympathetic Interlocutors

After 1995, the oligarchs entrenched their position in government and across the
economy. Partly in response, the IMF and World Bank expanded their prescrip-
tion for reform. They argued that successful economic reform would require a
broader transformation—and deeper conditionality—than originally conceived.
Stronger, more transparent, and less corrupt institutions of governance had to be
developed alongside structural adjustment and economic reform. The Washing-
ton consensus had to be expanded to include “good governance.”

In pursuit of the new broader consensus, both institutions became more gen-
erous in their assistance to Russia and more rigorous and regular in their moni-
toring of conditionality. Paradoxically, as their agenda, lending resources, and
monitoring expanded, their bargaining and persuasive power seemed further to
diminish. The oligarchs were not sympathetic interlocutors to the institutions’
new agenda, and only on one occasion did the Fund or Bank seem able leverage
tactical support to ensure a specific reform was undertaken.

The presidential elections of June 1996 swept aside the economic agenda in
the early part of that year. Anatoly Chubais was rapidly redeployed to run
Yeltsin’s election campaign—a task greatly assisted by the 1995 privatization,
which had delivered not just a constituency but a large source of campaign fund-
ing to the president’s campaign. He was replaced on 25 January 1996 by Vladimir
Kadannikov, an industrialist who had been lobbying hard for subsidies to in-
dustry (Rudland 1996).

The president framed his campaign in two contradictory promises. To the out-
side world he argued that his government would restrain spending, reduce the
deficit, and stay the course on economic reform (Parrish 1996). Yet this would be
an impossible task if he were to live up to his simultaneous promises to the Rus-
sian people to pay wage and pensions arrears and to improve the living standard
of the poor (As announced in his New Year’s Eve Address to the Nation: Mor-
vant 1996). Subsequently President Yeltsin expanded these promises to include
rescheduling $6.7 billion in taxes owed by enterprises and to allocate $2.2 billion
to the coal industry in the face of a nationwide miners’ strike (Stone 2002, 139).

As the election campaigns raced ahead, Western powers became increasingly
alarmed at the prospect of a Communist victory by Communist Party candidate
Zyuganov. Predictably, both the Fund and Bank came under pressure to lend
more to Russia prior to the election, to bolster Yeltsin’s chances. The IMF waived
its agreed targets on budget revenue and budget deficit and even turned a blind
eye to the dubious accounting methods used by the Central Bank to cover up its
failure to meet international reserves requirement (these methods were later de-
tailed in PricewaterhouseCoopers 1999).
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Against a background of noncompliance, the IMF offered Russia a new EFF
of around $10.1 billion, which would be disbursed monthly over the period 26
March 1996–25 March 1999, and unlocked a comprehensive restructuring of
Russia’s $38.7 billion debt with the official creditors of the Paris Club in April.
The conditions for the loan included further reduction of the fiscal deficit (to 4
percent of GDP in 1996 and 2 percent in 1998) and reduced inflation (to 1 per-
cent a month by the end of the year), structural reforms in privatization and agri-
culture, and the elimination of all export duties. There was also a new range of
conditions such as banking reform, proper auditing of the largest enterprises, and
improvements in tax collection that reflected the new technical consensus on
good governance.

By 1996, the World Bank shifted its focus away from investment lending at
the regional level and into large, quick-disbursing adjustment loans made to the
federal government. Between 1997 and 1999 the Bank approved five large loans
for structural adjustment and adjustment in social protection and the coal sector,
amounting to $4.5 billion and accounting for 84 percent of loans. These loans
channeled money straight to the core ministries of the Russian government such
as the ministries of Finance and the Economy. One effect was to improve the
Bank’s access to these officials. Access they got and World Bank staff have said
that these loans to the central government facilitated a closer relationship with
these agencies (General Accounting Office 2000, 147). However, there is no ev-
idence that the Bank enhanced its leverage over these officials.

Once again in 1996, the West’s political aims overrode Fund and Bank con-
scientiousness in enforcing conditionality. The IMF staff monitoring Russia’s
progress on a monthly basis had to modify targets to prevent any squeeze on
Yeltsin. The Fund was not unaware of Yeltsin’s campaign-building but condi-
tionality-breaching largesse. Indeed, just before the IMF Executive Board met in
June to decide on the release of that month’s credit tranche, it was informed by
the government of a transfer of CBR profits to the budget. The board approved
the release of the credit nonetheless (Boiko 1996). The first tranche was not with-
held until July—after the elections had taken place. As the newspaper Sevodnya
put it: “Both the Fund experts who conducted the monthly review in Moscow
and officials at IMF headquarters in Washington were well aware that too much
was at stake at that particular time to raise an international commotion over ‘net
domestic assets’” (Bekkr 1996).

In the 1996 presidential elections Yeltsin emerged victorious, and so did the
oligarchs. Two of the latter were immediately appointed in the new government.
Boris Berezovsky controlled two of Russia’s oil companies, Sibneft and Lukoil,
as well as the television channel ORT and the Izvestia newspaper. He was ap-
pointed deputy secretary of the Security Council. Vladimir Potanin, who was 
appointed deputy prime minister, controlled Russia’s largest private bank, Onex-
imbank, which he had set up to finance foreign trade using his knowledge and
position as the key communist official concerned in regulating foreign trade un-
der the Soviet regime. He had profited greatly from the privatizations, which took
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place while he was deputy prime minister, buying stakes in the Russian telephone
system Svyazinvest, the oil company Sidanko, and the valuable mining conces-
sion Norilsk Nickel, each for a fraction of their real value.

Linked to the rise of the oligarchs, tax collection fell precipitously during the
campaign and did not subsequently recover (see table 5.2). Both the IMF and the
World Bank became increasingly concerned about the problem of taxation and
on occasion the IMF withheld tranches because of inadequate government efforts
to improve collection. Yet neither the IMF nor the World Bank had adequate bar-
gaining or persuasive power to touch this problem. The preponderance of tax
revenue withheld was owed by a very small number of oligarch-owned compa-
nies who had not only become highly influential within the powerful executive
but had gained control over most of the print and broadcast media outlets. The
World Bank would later estimate that had Gazprom (formerly headed by Victor
Chernomyrdin) been required to pay all of its tax obligations in 1995, these
would have gone some way toward shrinking Russia’s budget deficit by con-
tributing somewhere between 2 and 3 percent of GDP (World Bank 1998b, Box
7.1). However, any move by the government, and by extension any pressure ex-
erted on the government by the IMF, to challenge these interests would inevitably
elicit both direct resistance from the oligarchs and efforts to mobilize opinion in
their favor—as the subsequent reform-minded government of Kiriyenko would
find out in 1998.

As described by politician and reformer Yegor Gaidar, the problem of tax col-
lection was not a normal problem of tax administration. “It was more a politi-
cal struggle over what constituted the essence of the emerging economic system,
whether . . . the relationship between the state and the enterprises was to be reg-
ulated by law or whether it would be business as usual, based on political influ-
ence and personal contacts” (Gaidar 1999).

The political core of the tax problem became increasingly obvious to the IMF
and the World Bank over this time. A few months later, in April 1997, while prais-
ing Russia’s achievements at cutting inflation, stabilizing the exchange rate, and
reducing the government deficit, Michel Camdessus noted that there were still
core problems to be addressed, one of which was “the exceedingly close rela-
tionship between the government and a number of large enterprises, which al-
lows many to benefit from explicit or implicit tax exemptions, to exploit flaws in
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TABLE 5.2
Russia’s shrinking federal tax revenue, 1992–1997 (percentage of GDP)

1992 1993 1994 1995 1996 1997

Federal tax revenue* 17.8% 11.5% 13% 11.7% 10.7% 10.1%
Federal government expenditure** 26% 20.2% 23.2% 17.6% 22.1% 18.9%

*As calculated by Treisman 1999 from World Bank operational data, taking into account changes in classi-
fication of revenues. Treisman notes the importance of regional tax revenue, which is not taken into account in
these figures.

**As compiled from IMF, World Economic Outlook (May 1998): 100 & (October 1998): 70.



the tax system to avoid paying taxes—and even to engage in tax evasion” (IMF
1997c). In 1998 the managing director would speak out yet more stridently
against “crony capitalism” (IMF 1998e).

Overcoming Russia’s crisis, the Fund and Bank staff came to argue, required
deep legal institutional reforms (IMF 1997d; World Bank 2001a). The Fund high-
lighted the need to create an institutional and regulatory environment that fos-
ters investment and promotes new private sector activity. To this end, the
institution recommended reforming the tax system, reducing red tape and bu-
reaucratic corruption, strengthening the judicial system, and improving capital
market infrastructure (IMF 1997d). This fit within a more general view of the
Bank and Fund that modernizing the state was necessary. To achieve this both in-
stitutions advocated accountability, transparency, the rule of law, and an effec-
tive judiciary, at the same time as rooting out corruption and building up the state
capacity (IMF 1997a, World Bank 1998b).

By the end of 1996 there were powerful obstacles to the IMF or the World
Bank wielding influence over Russian economic policy in the areas that the in-
stitutions had defined as critical—taxation and good governance. Although
Yeltsin had appointed two important reformers to high positions—Anatoly
Chubais was made chief of staff and Alexander Livshits was made finance min-
ister and deputy premier—these appointments did not counter the power of the
oligarchs and their determination to hinder reform in these areas. More impor-
tant, as Russia began to develop access to alternative sources of finance from pri-
vate capital markets, the IMF and World Bank were being supplanted in their
role as financiers.

Abolishing Capital Controls—A Moment of Influence?

In 1997 the ever-adaptable President Yeltsin temporarily switched his support
and appointed a government of young reformers who seemed keen to take on the
oligarchs. Anatoly Chubais and Boris Nemtsov were named as first deputy prime
ministers in March 1997. With the encouragement and support of the IMF,
Nemtsov, a popular and reforming provincial governor, set about challenging the
oligarchs’ interests on a range of issues: the elimination of insider privatization,
the reform of natural monopolies, and the punishment of tax debtors. The gov-
ernment also took steps to reduce inflation as well as to take on the oligarchs.
For example, a special committee was set up under Deputy Prime Minister
Chubais in late 1996 to browbeat major companies into paying tax arrears. The
workings of this committee soon became a staple of the daily political press
(Treisman 1999, 157). That effort was short-lived.

The government’s Temporary Extraordinary Commission on Strengthening
Tax and Budget Discipline was empowered to seize and sell off the assets of tax
debtors. However, such actions, and Fund and Bank support for them, provoked
a furious response from the oligarchs, who themselves had become yet more
wealthy and powerful from 1995 to 1997 through their investments in the ex-
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traordinarily high-yielding GKOs (GKOs being short-term couponless bonds is-
sued by the federal government)(Stone 2002, 150). One of the oligarchs most
threatened, the head of the LogoVaz-Sibneft group and close ally of the Yeltsin
family, Boris Berezovsky, printed excerpts of letters from the IMF and World
Bank to Prime Minister Viktor Chernomyrdin under the headline “Why Does
Russia Need a Government of Its Own?” (Nezavisimaya Gazeta, 1997, 8). Less
than two weeks later the powerful mayor of Moscow, Yuri Luzhkov, weighed in
on the same theme of national dependence on the IMF, describing it as a “na-
tional disgrace” (RFE/RL 1997a). A growing number of powerful voices were
now arguing that the Fund was a threat to Russia’s sovereignty—not to mention
to their own special privileges.

In spite of the clamor of oligarchs, overall the impact of economic policy in
1997 received plaudits from the IMF. It was “a year of achievement” according
to the IMF’s first deputy managing director, noting that for the first time since
1992, the economy actually grew. He rightly qualified this latter observation with
the words “albeit barely” (Fischer 1998b). In fact, Russia’s real gross domestic
product increased by 0.3 percent, having declined every year since 1992 (see
Table 5.1 above). Russia’s budget deficit remained worryingly high at nearly 7
percent of GDP, but the domestic and foreign attractiveness of government bonds
encouraged officials to predict that Russia would need no further IMF funds af-
ter the full disbursement of the current loan (RFE/RL 1997b). In early January
1998 the IMF completed a delayed review of Russia’s Extended Fund Facility and
agreed to disburse a further $700 million tranche of that loan.

During this period the IMF used a new window of influence in Russia to push
policymakers to liberalize the country’s capital account. Russia had earlier agreed
to be bound by the provision in the IMF’s articles (article VIII) committing mem-
bers to abolish restrictions on current payments. Initially, however, it had been
accepted that Russia could retain some capital controls during a transition pe-
riod. In early 1997 the IMF and bilateral and multilateral donors began to pres-
sure Russia to dismantle those residual capital controls (this was a standard
condition in IMF programs by mid 1990s). The problem for Russia was that
while it had a pegged ruble, capital controls were a crucial way of sustaining the
value of the currency. So how did the IMF come to exert influence in this area?
And why did the IMF not use its influence instead to push for the fiscal and tax
reforms? After all, it had marked these out as the highest priority for Russia (Fis-
cher 1998b).

According to one Russian policymaker, capital account liberalization in 1997
was a straightforward quid pro quo. The IMF would be lax in enforcing targets
on fiscal policy and restructuring, and in return Russia would liberalize its capi-
tal account. It was after all easier for the government to dismantle capital con-
trols than it was to take tough decisions on tax and spending (Aleksashenko cited
by Stone 2002, 147). In the battle among policymakers this was the easiest and
most likely area in which reform could be leveraged. This was particularly the
case in a year when the Russian government could access resources from private
capital markets, therefore obviating the need for too stringent a relationship with
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multilateral lenders. Capital account liberalization could appease the IMF and
United States at the same time as ease the government’s financing difficulties.

From the IMF’s point of view, capital account liberalization not only had the
full support of the United States but also of other multilateral organizations, in-
cluding the Organization for Economic Cooperation and Development (OECD)
and EBRD. There was no ambiguity about what external actors wanted and no
counterbalancing political influence attempting to dilute that position. Unlike
other episodes of conditionality, on this issue there were no political voices in
donor countries calling for Russia to be permitted to retain what its Central Bank
saw as necessary protective measures. This was the case, even though the IMF it-
self knew of the fragilities of Russia’s banking and financial system, which would
facilitate a full-blown financial crisis in 1998 (Fischer 1998b). Capital account
liberalization was an issue that the IMF could push—with some success to show
afterward, particularly to its major shareholders.

Russia’s Central Bank was cautious about easing restrictions, particularly on
foreign investor participation in the government securities market. Such a move
could attract “hot money,” which would fly out of the country in the face of any
shock, and there was also real concern about the impact on the domestic bank-
ing system. In spite of this concern, in August 1996 liberalization began with the
first partial relaxation of restrictions on foreign investment in the GKO/OFZ
market. Foreign investors could purchase GKOs through specially controlled bank
accounts in specified Russian banks with a requirement that they tie up their in-
vestment for a minimum of three months. By November 1996 they had purchased
$3.5 billion worth of GKOs in this way, and by mid 1997 some $8 billion, ac-
counting for about 30 percent of the market (Granville 1999). Subsequently the
restrictions on foreign investors were relaxed, and by January 1998, as required
by the IMF, all restrictions were lifted.

By early 1998 Russia’s capital controls had been abolished and access to for-
eign banks opened up. The Central Bank’s capacity to limit the volatility of GKOs
and OFZs (ruble-denominated coupon bonds) had been swept away. By May
1998 about one-third of all of these domestic treasury securities were held by
nonresident investors (IMF 1998i, 18), most of which were hedge funds (Hale
1998). Since 1995 the yield on GKOs had risen to 110 percent, since the gov-
ernment was paying interest rates of 150 percent on its treasury bills while infla-
tion was around 40 percent. Indeed, as a result Russian banks were putting their
funds into GKOs rather than making loans to businesses. There were two seri-
ous implications for Russia. First, as capital rushed into the government’s coffers
there was no hard budget constraint on policymakers—efforts to rein in the
deficit or increase tax revenue were bound to be wasted. Second, the rush of for-
eign capital would test—to the point of breaking—the country’s fragile banking
and financial system.

In October 1997 contagion from the East Asian financial turmoil forced Rus-
sia to defend the ruble by raising interest rates. This in turn increased the already
heavy burden of interest repayments on loans and so began a slow spiral into a
debt trap. The bond market became overbought and the yields on bonds fell to
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around 35 percent, shifting speculation to the stock market (Margolin 2000). The
fragility of Russia’s overall situation was soon exposed—although astonishingly
the Fund was upbeat in pronouncing that the country had “successfully fought
off contagion effects from East Asia and maintained the currency band” and that
“the most important battles in securing macroeconomic stabilization and creat-
ing a market economy have been won” (Fischer 1998b).

Meanwhile in October 1997 nonresidents who had rushed into the treasury
bill market in droves began withdrawing from the GKO market, leaving the Fi-
nance Ministry in search of buyers to refinance its bonds. By late October the
Central Bank was forced to intervene to support the bond market, depleting its
reserves by about a third in a matter of days even though interest rates were in-
creasing (IMF 1998c, Figure 2.8 at p. 34). Further private foreign inflows were
desperately sought. Indeed, by July 1998, accumulated foreign portfolio holdings
were nearly 15 percent of Russia’s GDP, with the loans from the Fund and Bank
amounting to another 4.5 percent of GDP. Russia had become heavily dependent
on foreign capital flows.

In March 1998 an ailing and somewhat incapacitated Yeltsin stepped into the
political fray, dismissing Chernomyrdin and replacing him with a junior minis-
ter Sergei Kiriyenko. This was politically costly. The Duma thrice rejected the ap-
pointment of Kiriyenko, and in the end Yeltsin threatened to dissolve the Duma
unless legislators agreed with the appointment. Although the new administration
brought a zeal and determination to reform in general, and the job of tax reform
in particular, unmatched since the early months of 1992, it had no political mus-
cle with which to take on the Duma with its entrenched position against them,
nor Gazprom and other oligarchical interests arrayed against it. The results of
the tax collection campaign were pretty inconclusive, as reports in the Gazprom
owned newspaper Tribuna revealed (RFE/RL 1998c). The continuing revenue
shortfalls, exacerbated by falling oil prices due to the East Asian crisis and com-
bined with the high debt service burden, which absorbed 36 percent of revenues
by July, finally led to crisis in the summer of 1998.

The Crisis of 1998

By May 1998 the GKO market had turned down sharply. One immediate cata-
lyst was the government’s failure to attract any bidders for a crucial privatization
deal, a 75 percent stake in state oil company NK Rosneft (Dow Jones, 28 May
1998). Unable to attract investment in ruble-denominated securities, the author-
ities made two large new issues of dollar-denominated Eurobonds in June at suc-
cessively higher interest rates. The government was fast building up a serious
repayment problem. Redemptions and coupon payments would amount to some
$1 billion per week by May 1999 (IMF 1998i, 18). On 19 June 1998 the Rus-
sian government was forced to appeal for foreign assistance as its reserves fell
sharply. Capital flight had been triggered by turmoil in financial markets. Fear
was rife that Russia could not maintain its high interest payments on foreign debt
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and defend the ruble. The IMF had earlier withheld disbursement of a monthly
tranche of Russia’s loan (Freeland 1998).

In late June the IMF approved the previously withheld disbursement amid the
beginning of intensive negotiations for a new loan package for Russia. As the cri-
sis developed, so too did intensive diplomatic activity between Washington and
Moscow. United States Treasury officials were said to be talking to their Russian
counterparts, two, three, or four times a day (Dow Jones 28 May 1998). On 10
July President Yeltsin spoke by telephone to the U.S., UK, French, and German
heads of state and the following day to the Japanese prime minister (RFE/RL
1998a).

In July 1998, after difficult negotiations, the IMF announced a total package
of some $17.1 billion of new loans for Russia, which included contributions from
the World Bank and Japan. It was initially proposed that the World Bank con-
tribute $6 billion to the Russia bailout, a figure that included existing loan dis-
bursements and a third structural adjustment loan for Russia of $1.5 billion,
which was approved by the Bank’s board on 6 August 1998. In fact the World
Bank’s contribution ended up being far smaller, with only $1.5 billion commit-
ted and only some $400 million eventually disbursed (General Accounting Of-
fice 2000, 142: the remainder of the structural adjustment loan was canceled on
August 8, 2000).

The IMF was committed to provide $11.2 billion of new funds for currency
support. This was an unprecedented use of resources for the organization, which
was already stretched due to the huge rescue packages it had extended in South
Korea and Indonesia in 1997. Indeed, when the press reminded Stanley Fischer
that he had previously said that $10 billion was too much for a single country to
draw, the first deputy managing director replied: “Ten billion was too much for
us, and we have had to draw on the GAB” (IMF 1998f). He was referring to
arrangements not used since 1978 whereby the Fund can borrow from eleven in-
dustrialized countries (or their Central Banks). Through this means the Fund
raised an $8.2 billion augmentation of Russia’s Extended Fund Facility for Rus-
sia. The remainder of the new loan was a $2.9 billion credit under the IMF’s Com-
pensatory and Contingency Financing Facility, which exists to provide temporary
compensation for a shortfall in export earnings. The final package was approved
by the Executive Board on 20 July in a nonunanimous vote that reflected diffi-
cult politics across the membership of the institution (IMF 1998g).

On both sides of the new multilateral loan package there were significant po-
litical difficulties. In the United States, congressional Republicans used the occa-
sion to oppose the Democratic presidency. On 11 June 1998, the U.S. House of
Representatives’ Republican leadership demanded more information from Pres-
ident Bill Clinton in order to consider the administration’s $18 billion funding
request for the IMF, arguing that “recent reports of misappropriation of IMF
funds in Russia, including the statements of a Russian official, also demonstrate
the need for more careful examination of IMF programs” (Kupchinsky 2002). In
his reply of 28 July 1998, U.S. treasury secretary Robert Rubin underscored the
risk that withdrawing IMF aid to Russia would lead to a market collapse and
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damaging turmoil in other emerging markets, and that the United States ought
“to use the leverage of IMF financing to help the Russian government finally take
the myriad steps needed to put its finances on a sustainable path” (Dow Jones,
29 July 1998). The treasury secretary was closely backed by the IMF’s deputy
managing director whose assessment was that Russia’s basics were all in the right
direction (Blustein 1998, A16). In the end the administration successfully forced
the $18 billion through Congress in the face of significant opposition and debate
hostile to the IMF and multilateral lending institutions (Locke 2000).

In other creditor countries, the 1998 loan, coming so soon after the East Asian
financial crisis, also provoked opposition within legislatures. In the UK Parlia-
ment, the Treasury Select Committee pressed the government to submit an an-
nual report to parliament on IMF issues, the first of which was published in 1999.
In France, the National Assembly passed a new law in December 1998 requiring
an extensive annual report from the government on the activity of the IMF and
France’s role therein, and an account of the positions taken by the French exec-
utive directors.6 A similar requirement was passed in Ireland in 1999 (Eggers,
Florini, and Woods 2005).

On the Russian side of the equation the legislature also posed obstacles for the
new multilateral loans. In the Russian Duma, which had earlier refused to pass
IMF-required measures, Speaker Gennadii Seleznev warned that the new loan
package could dilute Russian sovereignty and risked passing control of Russia’s
economic and budget policies to foreigners (RFE/RL 1998b). Eventually mea-
sures were approved but as negotiations continued the Russian stock market
plunged. The day before Rubin’s letter to the Speaker of the House and the IMF’s
upbeat assessment, the market suffered a 9 percent drop. “It’s looking ugly,” said
one Western economist on 27 July. Said another Western investment strategist:
“We’re sitting and watching this in shock and horror” (LaFraniere 1998, A1.)

Amid a snowballing financial crisis, the multilateral institutions were deter-
mined to act and the Kiriyenko government in Russia made serious efforts to im-
prove its tax collection and reduce the budget deficit. On 6 August 1998 the
World Bank approved a $1.5 billion loan to Russia just as the IMF’s first deputy
managing director traveled to Moscow to review program implementation—a
trip described as part of his “war against complacency by Russian officials” (Lyle
1998). On that same day, Russia’s Federal Tax Service ordered the seizure of the
assets of the oil companies SIDANCO, ONAKO, and Eastern Oil for nonpay-
ment of taxes. Vladimir Popov, head of the department charged with collecting
payments from companies in arrears, told reporters that the assets would include
buildings, apartments, and cars belonging to the companies’ management and
subsidiaries. According to Popov, SIDANCO owed 737.8 million rubles ($118
million) and ONAKO 214.5 million rubles. Earlier, Minister of Fuel and Energy
Sergei Generalov had announced that SIDANCO and ONAKO would be unable
to access export pipelines in August, owing to tax arrears (Corwin 1998). Yet the
efforts of the IMF and the government made little impact.
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Overall the massive multilateral loan package did not stave off the crisis. As
part of the July 1998 program the IMF helped Russia to convert some of the debt
into seven- and twenty-year dollar-denominated Eurobonds, but this affected too
little of the overall debt to restore confidence (IMF 1998i, 18). In the last weeks
of July 1998, as Treasury bill rates rose and equity prices fell, massive capital out-
flow put irresistible pressure on the ruble. Only three days after President Yeltsin
announced that such a measure would not be taken, Prime Minister Kiriyenko
announced on 17 August a 34 percent devaluation of the currency that soon be-
came a de facto float. The prime minister also announced a ninety-day morato-
rium on some commercial foreign debt and a forced restructuring of short-term
government bonds or ruble debt. It soon became clear that the entire $4.8 billion
first tranche of support from the IMF had been used up in a failed attempt to sup-
port the ruble that served only to assist capital flight. As investors fled, Russia
faced not just a debt crisis but simultaneously a currency crisis as confidence in
the ruble evaporated, and a banking crisis as fears of bank failures led to a run
on the banks.

On 23 August President Yeltsin dismissed the Kiriyenko government and
brought Chernomyrdin, the preferred candidate of the oligarchs, back as prime
minister designate. The ruble was now in free-fall and on 26 and 27 August the
Central Bank suspending trading. Meanwhile, IMF managing director Michel
Camdessus flew to Crimea to enter into urgent talks with Chernomyrdin and
make clear the dire consequences of populist measures like the printing of money
or the reimposition of prices and foreign exchange controls. Camdessus argued
instead that Russia must maintain monetary discipline and reestablish exchange
rate stability in order to receive any further assistance from the international com-
munity (IMF 1998f). As it turned out, Camdessus was talking to the wrong man.

In a move that heralded a resurgence of the Duma and a temporary decline of
the power of the oligarchs during the crisis, the parliament refused to endorse
Chernomyrdin as prime minister. Yeltsin was forced instead to propose the for-
eign minister Yevgeny Primakov, who was popular with the Parliament. Pri-
makov then formed a government of Soviet-era survivors like himself, including
Yuri Maslyukov, the former head of the state planning agency Gosplan who be-
came first deputy prime minister in charge of economic policy, and Viktor
Gerashchenko who had resigned as Central Bank chairman in October 1994 af-
ter the last ruble crash. Gerashchenko returned to his old position in place of
Sergei Dubinin, who went to work for former prime minister Chernomyrdin at
Gazprom, which was still highly successfully avoiding tax payments (Stone 2002,
World Bank 1998c).

The new government was far more critical of the Fund than previous Russian
governments and its rhetoric was more aggressive. Yuri Maslyukov said of the
crisis that “we did not just fall into this pit by ourselves—it was also thanks to
our ‘skilful’ partners in the International Monetary Fund. . . . There is only one
way out—we must be understood, and we need help. We demand that help”
(Reuters 1998). Russia’s threat to default on loans unless international funding
was restored was described as “a form of blackmail” by IMF officials (Sanger
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1998). The government’s proposals for tackling the economic crisis were swiftly
criticized by the IMF and the United States. All that said, however, the new gov-
ernment soon proved itself committed to a fairly orthodox tight monetary and
fiscal policy and concluded a new agreement with the IMF in July 1999.

Rebuilding the State: What Role for the IMF and World Bank?

After 1998 a further dramatic change occurred within Russia. When President
Boris Yeltsin withdrew from politics at the end of 1999, he appointed a fairly un-
known successor Vladimir Putin. After Putin won the presidential election in
2000 it was widely thought that his background within the intelligence service
and government would put him in a better position than others to “take on” the
oligarchs and strengthen the capacity of the Russian state. Certainly Putin’s early
rhetoric suggested this. An ambitious program for structural reform was outlined
by Putin to the Federal Council (upper house) on 3 April 2001 and to the Duma
(lower house) on 24 April 2001. In his address to the Duma, the new president
spoke of Russia’s “rentnaya” (rentier) economy and the need to tackle corrup-
tion, poor corporate governance, and the “illegalities” in the past privatizations
of Russia’s natural resources.

Further enhancing optimism about the government, commentators pointed to
Putin’s strong working relationship with both houses of Russia’s legislature and
the way he consolidated the power of the presidency and the federal government.
He created seven new “superregions” to facilitate central control over Russia’s
territory and appointed personnel from the military and intelligence agencies to
head six of these superregions (Hanson 2000).

To some degree the oligarchs’ underlying control and influence was dimin-
ished. For example, Putin went after Boris Berezovsky of Logo Vaz-Sibneft,
whose export businesses benefited from the 1998 crisis and currency devaluation
that fattened export profits. Using his television channel ORT ruthlessly to dis-
credit Mr. Putin’s opponents, Berezovsky had lavishly supported Putin in the
2000 presidential election. Berezovsky was subsequently stripped of most of his
media assets, including ORT and opted to exile himself rather than face ques-
tioning by Russia’s prosecutor general in November 2000. Subsequently his flir-
tations with Russian party politics were conducted from abroad. After 1998
Vladimir Gusinksy of the Media-Most group saw his Most Bank forcibly merged
with rivals Menatep and Oneximbank and he was finally pushed aside in a
takeover in 2001 (Fomin 2001).

Other oligarchs retained significant power. Vladimir Potanin of Oneximbank-
Interros saw his massive fortune dented but retained his controlling interests in
the gas, oil, real estate, and newspapers industries. Alexander Smolensky of the
failed bank SBS-Agro seemed seamlessly to relaunch his banking empire (Pravda
2003). Under President Putin the oligarchs soon learned to deal in a new way
with the Kremlin and presidency. Under Yeltsin, they had significant influence
over presidential and gubernatorial elections, government personnel decisions,
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and government economic policy. Such a deep level of influence in the political
machinery of Russia is no longer obvious.7

Nevertheless, a handful of oligarchs retain an extraordinary level of owner-
ship and control over large parts of the Russian economy. This makes them a cru-
cial force to be reckoned with, especially in a political system that is lacking in
coherent, unified, adaptable alternative sources of power, personnel, and au-
thority. There is weakness and resistance to reform in Russia’s state bureaucracy,
as well as in coalitions of political parties and the gubernatorial class. Couple
these weaknesses with the concentration of economic power in the hands of the
oligarchs, and the result makes the ongoing task of reforming the Russian state
a hugely ambitious one.

Taxation is extremely difficult in an economy that by 1998 was increasingly
based on barter (Gaddy and Ickes 1998). By 1998, over half of all interenterprise
payments were being made in barter, and enterprises were increasingly using their
tax debts to extract government orders or “offsets” (Commander, Dolinskaya,
and Mumssen 2000). This fact led one commentator to conclude that when Putin
spoke of strengthening the state, his vision of the state was more one of a “cor-
porate entity” specializing in “the protection of life and property, and coercion
services selectively to the business community under guise of ‘law enforcement’”
(Vassiliev 2000). That said, however, one of Putin’s first moves was to push a
comprehensive tax-reform package through the Duma, simplifying the tax codes
and closing off many loopholes.

Where have these developments left the IMF and the World Bank? Russia’s
last loan from the IMF was a Standby Arrangement, which expired in December
2000. However, up until March 2002 the IMF was still closely monitoring
macroeconomic targets in Russia under its Post-Program Monitoring arrange-
ments (IMF 2002b, 34). Russia still owed the IMF more than SDR5.55 billion,
which is about 10.67 percent of the institution’s total outstanding resources (IMF
2002g, 168). The institution’s potential influence has all but disappeared as Rus-
sia’s oil and gas revenues have obviated its need for IMF support either in the
form of loans or in the form of approval for Paris Club rescheduling. Instead Rus-
sia has been repaying its Paris Club debtors and the IMF (Munter 2003).

IMF staff have continued to report positively on dramatic improvements in
macroeconomic outcomes in Russia since the August 1998 crisis, citing the strong
stimulus to growth provided by the large real depreciation in the currency, and
assisted by the sharp increase in international energy prices. Other analysts have
commented more critically that the rise in energy prices has led to a new flow of
superprofits to Russia’s oil-exporting oligarchs. Less positively, the Fund has re-
ported disappointing results in structural reforms, especially in the banking sec-
tor and infrastructure monopolies, where plans to restructure the banking,
power, and gas sectors have all been repeatedly delayed.

The World Bank’s largest ever loan to Russia was the structural adjustment
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loan for $1.5 billion approved by the Bank on 6 August 1998 (World Bank
1998d), which was subsequently reduced and restructured into four tranches of
US$100 million, US$100 million, US$400 million, and US$600 million. This ex-
tended both the period and scope of the loan beyond the original agreement. In
subsequent years the World Bank has disbursed a number of smallish long-term
loans—mostly of between US$80–150 million and of seventeen-year matu-
rity—including loans for TB and AIDS control, tax administration and fiscal 
reform, education, and infrastructure (a constantly updated list is available at
www.worldbank.org).

Both the IMF and the World Bank have openly recognized that in Russia the
political landscape and the lack of development of appropriate institutions have
seriously hindered a successful reform process. In the words of the managing di-
rector of the IMF:

It is hard to overemphasize the structural and institutional obstacles to reform that
have existed in Russia. . . . Complex political realities have constrained policy op-
tions, vested interests have been able to side-track reform measures, and the gov-
ernment has often simply lacked adequate administrative capacity to see difficult
reforms through. (IMF 2000a)

Of course this statement reflects similar problems the Fund has faced elsewhere.
The World Bank president draws from the Russian experience the lesson that the
Bank needs to “structure programs for the possibility of long-term involvement
(for institution-building) in Russia” and to “concentrate assistance efforts on ar-
eas in which Russians are open to making reform.” The Fund seems largely to
agree with such a prescription. Yet these lessons overlook some of the factors that
drove policies in Russia and at the same time introduce significant new contra-
dictions and tensions into the work of both the IMF and the World Bank.

What Did the IMF and World Bank Get Wrong?

The experience of the IMF and the World Bank in Russia sheds important light
on their nature as international institutions. Many expect international financial
institutions to act as relatively autonomous agents undertaking technical tasks
on behalf of government members who delegate such tasks to them. Yet in Rus-
sia, there was no clear-cut delegation. Although the mission in Russia was framed
in technical terms befitting the goals and instruments of the institutions, overt po-
litical aims underpinned these goals. Although assistance was given according to
strictly negotiated conditionalities, these were sidelined when major sharehold-
ing governments decided that political exigencies overrode technical qualifica-
tions. This occurred in 1993–94 and in 1996 when the West had to be seen as
supporting Yeltsin’s government against destabilizing Communist and national-
ist opposition. The result was to reduce the bargaining power of the IMF and
World Bank, diminishing their capacity to enforce the terms they negotiated with
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the Russian government. Russia highlights the structural constraint within which
the institutions work.

When it came to Russia, a perception of “systemic threat” overrode individ-
ual country qualifications or the lack thereof. The threat, of course, was not eco-
nomic. The Russian economy per se does not represent a major part of the world
economy. In 1998, for example, the total value of Russia’s imports was similar
to that of Belgium or Switzerland (IMF 1999a 4–5). Russia’s trump card was
geostrategic. As a nuclear-armed colossus bordering Europe with a capacity to
generate conflict and turmoil spreading right across the continent, Russia com-
manded attention and special treatment from the West.

Nonetheless, both the IMF and the World Bank had a persuasive power in
their negotiations with the Russian government because of their position as cen-
ters of knowledge and research about economic policy. Neither the Fund nor the
Bank had specific tools or expertise in transforming centrally planned systems
into free market economies. Nevertheless, they had a ready set of ideas and 
prescriptions to offer Russia at a time of uncertainty and crisis. Their technical
expertise and data could assist sympathetic and willing Russian officials in for-
mulating policies for the Russian economy.

In their role as persuaders, the institutions faced two kinds of constraints.
First, their influence relied on sympathetic interlocutors within the Russian gov-
ernment who were willing and able to push the particular policy preferred by the
institutions. Where a policymaker had an interest in pushing a Fund- or Bank-
preferred policy, the institutions could coordinate support in favor of the policy,
adding incentives and disincentives to the choice, thereby leveraging the negoti-
ating power of those in favor of their preferred policy—as occurred in capital ac-
count liberalization in 1997. Where no such internal politics could be played, the
institutions had little influence.

The second constraint faced by the institutions was more ideological. Their
own experience, preexisting tools, and core beliefs set constraints on how they
defined both the problems and the solutions for the transition economies. Their
initial prescription for Russia was a standard Washington consensus mixture of
structural adjustment, privatization, liberalization, and deregulation. Neither the
Fund nor the Bank fully considered the possibility of the catastrophic decline that
subsequently occurred in the Russian economy.

More specific critiques of the Fund and Bank point to the institutions’ support
of policies which were, in retrospect, clearly wrong. For example, the IMF ini-
tially urged Russia to retain the ruble zone rather than creating national curren-
cies for the Soviet successor states. This resulted in inflationary pressures,
rendering financial stabilization virtually impossible (Goldman 1994, 108–12;
Sachs and Lipton 1993; Hansson 1993). The ruble zone benefited a small num-
ber of groups such as commodity traders who could exploit the differences in
price regulation among various former Soviet republics (Aslund 1999). The cost
to Russia was immense. According to the IMF, in 1992 alone it cost Russia 9.3
percent of GDP in financing and 13.2 percent GDP in implicit trade subsidies
(IMF 1994a). It was not until 1993 that the Fund took a clear stand against the
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ruble zone. Of interest to us here is why experts got things wrong. Is there evi-
dence of the problems elaborated in chapter 3, of mindset and ideological blind-
ness in the advice and approach taken by the Fund and the Bank? In at least a
couple of major policies, it would seem that there was.

On privatization both the World Bank and the IMF seemed blind to the risks
and negative scenarios emerging on the ground. In spite of considerable evidence
about the risks of privatization it took a long time for the core Washington con-
sensus presumption in favor of any form of privatization to change. Already by
the summer of 1993, in the first round of Russian privatization “insiders had ac-
quired majority shares in two-thirds of Russia’s privatized and privatizing firms”
and were demonstrating that privatization did not necessarily lead to restructur-
ing and independence from state aid (McFaul 1995, 210). The loans-for-shares
privatization of the mid-1990s had yet more dire consequences as discussed in
the previous section. It was not until the end of the 1990s that economists within
the Fund and Bank began to examine the importance of sound institutional
frameworks for successful privatization, and the costs of privatization in the ab-
sence of such institutions.

The gaps in the approach to privatization taken by the IMF and the World
Bank are highlighted by the World Bank’s more recent work demonstrating how
privatization can create or strengthen oligarchs who “capture” the state. These
oligarchs or captor firms do not put pressure on governments to strengthen in-
stitutions. Rather, they purchase advantages directly from the state, such as in-
dividualized protection of their property rights. In what are now labeled “capture
economies,” privatization erodes the capacity of the state to provide necessary
public goods and institutions. Instead the state becomes a provider of enormous
private benefits, which accrue to the owners of newly privatized firms. Nowhere
has this process been clearer than in Russia, which ranks as one of the most highly
captured of twenty-two former Soviet and transition economies (Hellman et al.
2000).

On exchange rates and capital account liberalization, the IMF’s advice and
prescriptions for Russia were ill-advised. Indeed, a later research paper by IMF
senior economists would detail the issues and vulnerabilities arising from capital
account liberalization (Prasad et al. 2003). In negotiations for the 1995 Standby
Agreement, the IMF persuaded Russia to put in place a crawling band exchange
rate (IMF 1996, 13). Russia was then urged to open its capital account in nego-
tiations for the 1996 EFF loan, thereby permitting foreign portfolio investment
in government bonds and shares (IMF 1997b). Both measures reflected Fund or-
thodoxy, which was maintained until 1997. The IMF prescribed the crawling
band exchange rate to countries as an anchor against inflation. Nonetheless, cap-
ital account liberalization, high on the agenda of the United States, had become
an article of faith within the organization. Indeed until 1997, moves were afoot
led by the United States to amend the Fund’s Articles of Agreement to permit it
greater jurisdiction in this area. Yet both parts of this orthodoxy proved risky
and particularly in combination in the context of globalizing capital markets.

The East Asian crisis definitively exposed the dangers of a fixed exchange rate
and capital account opening in economies where a country’s banking and finan-
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cial institutions were ill-prepared to cope with a flood of short-term capital. Sur-
prising, however, is that it took this long for the Fund’s experts to revise the or-
thodoxy. Recall that the IMF had advised with equal enthusiasm both these
measures in Mexico in the early 1990s. At the very least, this had greatly exac-
erbated Mexico’s crisis of 1994–95 (see chapter 3). In Russia, in 1998 the results
proved equally disastrous.

From the Russian point of view, capital account opening permitted the Rus-
sian government to depend increasingly on short-term foreign flows of capital in
order to finance its budget. As the Treasury bill yield in Russia increased, more
and more capital flowed in. One critic writes, “The Fund reacted to the high yield
on treasury bills, by persuading the Russian government to open its treasury bill
market to foreign investors rather than pushing for a smaller budget deficit”
(Aslund 2000, 20). This criticism seems to ignore the fact that the Fund staff had
been urging tax reform and a reduction of the budget deficit throughout negoti-
ations with Russia in 1996 and 1997. However the dangers of these short-term
flows were underestimated—just as they had been in Mexico in 1994, even
though some Fund staff were already analyzing the problems, fragilities, and vul-
nerabilities associated with this level of external borrowing (Kapur and Van der
Mensbrugghe 1997). The orthodoxy that such flows did not pose a serious sov-
ereign risk seemed to have remained in place, leading to what Fund staff them-
selves accept was poor advice on these issues in the case of Russia in 1996–97
(Fischer 2001).

Why did the IMF seem to offer poor advice? The Fund was caught between
powerful members on one side and scarce resources on the other. The United
States pushed the IMF to lend at particular junctures such as in 1993 and 1996
to support Yeltsin—regardless of his economic policies—and to avoid turmoil in
the markets when the financial crisis occurred in 1998. In these cases decisions
to lend to Russia were being taken outside of the IMF and this left the institution
with little negotiating or enforcement power in respect of conditionality. How-
ever, in other cases the IMF had more influence.

In respect of the 1993 and 1995 privatizations and the 1997 decision to lib-
eralize Russia’s capital account, the IMF was more involved. Each of these deci-
sions was driven by the Russian government’s need to find a way to fund the
government deficit. The IMF’s advice on this matter was heavily constrained by
its own lack of resources and alternatives. Other than exhorting tax reform and
deficit reduction, the institution had neither the resources nor a ready set of ideas
to propose or provide an alternative way for the Russian government to finance
its deficit. It was unable to mobilize more resources. It was ideologically en-
trenched in the belt-tightening solution. Equally importantly, the institution was
constrained by the interests and capabilities of Russian interlocutors. Whether or
not policies were being proposed or pursued in a rational sequence, the incentive
for the IMF was to seize any opportunity to implement policies which the insti-
tution and its major shareholders preferred. In so doing the institution could at
least point to some success in implementing reform and change within Russia and
thereby justify its ongoing lending.

Overall in Russia the IMF worked within a structural constraint imposed by
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its most powerful shareholders. Its actions were also shaped by institutional con-
straints imposed by its scarce resources and its entrenched contractionary ap-
proach to economic reform in a crisis. Finally, it was politically constrained by
its dependence on Russian interlocutors to take up and implement specific re-
forms. Working within these three sets of constraints, perhaps the most serious
weakness in the IMF’s approach lay in its sanguinity toward Russia’s political,
legal, and economic institutions and the presumption that they would material-
ize and strengthen as an organic part of market reform. The World Bank was
equally guilty of this.

In its sectoral work in Russia, the World Bank has been accused of “pouring
money into central government authorities of notoriously corrupt industries such
as coal or agriculture” (Aslund 2000, 26). In total the World Bank has approved
$1.525 billion of loans for coal sector adjustment in Russia since 1996 with the
aim of making the coal sector more efficient and ensuring social protection for
laid off and disabled miners. Critics allege that the Bank’s assistance to the coal
sector has in part “disappeared down a black hole” and that in 1997, “instead
of controlling how the money was spent, the bank handed over cash in exchange
for Kremlin promises to reform the industry” (Russian Reform Monitor 316,
1997). The Bank’s own staff admit to the constraints they have faced in lending
in this area. These include “the lack of stable top management in government”
and “the lack of fundamental reform in the banking sector, the lack of clarity in
private sector development and the lack of clear government policy as regards
oil, gas and coal are constraints” (World Bank 2001a, 7).

Obviously the World Bank is neither equipped nor permitted by its constitu-
tion to enter into wholesale political transformation in borrowing countries (nor
is the IMF). That said, we still need to ask why the Bank made substantial loans
when it knew (or should have known) that institutional weaknesses in Russia
would render many of the loans ineffective. The Bank itself admits that in Rus-
sia its “efforts have not borne fruit to date on a scale commensurate with the in-
crease in Bank exposure” (World Bank 1999a). Indeed, the Bank’s lending to
Russia has at times had “the poorest performance in the World Bank’s portfolio,
for countries with significant borrowing” (General Accounting Office 2000, 70).

One explanation for the lending in spite of inadequate reform was pressure
from its most powerful shareholders. As noted above, in 1994–96 the institution
came under intense pressure from Washington to increase its lending; in effect
this was the structural constraint within which the Bank’s work proceeded. But
there were institutional driving forces as well. The World Bank exists to make
loans. Its large staff earn their salaries by preparing loans that meet the approval
of the board. IBRD loans are then repaid with interest, which pays for the work-
ing expenses of the Bank. In other words, there are powerful internal incentives
within the organization which encourage staff to maximize lending.

The Bank’s failures in Russia have led to a constant rethinking of the Bank’s
mission and its prescriptions. In its coal sector loans to Russia, for example, the
Bank has embarked on a more explicitly institutional approach to identifying
necessary organizational mechanisms, processes, and institutions through which
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to work (World Bank 2001a). In effect, the Bank is attempting to overcome the
political constraint both it and the IMF work within. Finding stakeholders who
are both willing and able to use loans and implement projects or conditionality
is one aspect of that constraint, but of course, such policymakers will not always
exist and the experience of both institutions is that they do not necessarily ma-
terialize in the face of external incentives and pressures.

Both the IMF and the World Bank set out on their mission in Russia with the aim
of promoting transition by implementing the core elements of the Washington
consensus. What became apparent in Russia through the 1990s was that the core
missions of the Bank and Fund could not be achieved in the absence of a deeper
development of institutions, rules, norms, and state capacity across Russia. In
this sense mission creep has occurred in both organizations. The IMF and the
World Bank soon realized that policy prescriptions had to take much greater ac-
count of institutions and the political, legal, and social environment in which
economic policy was being attempted.

By the late 1990s, a much revised Washington consensus had been drawn up
casting the original mission of the Fund and Bank as “first generation reforms”
and adding to them a new set of “second generation reforms.” These labels
“first” and “second” generation give a sense of logical chronology to the mission
and evolution of Fund and Bank conditionality. This is misleading. Perhaps one
of the lasting lessons of their work in Russia in the 1990s was that some “second
generation” reforms need to come before the “first generation” reforms. If pri-
vatization is to result in the necessary restructuring and growth, the process needs
to take place in a well-regulated, transparent way and subsequent owners need
to be regulated and taxed in an appropriate way. Sectoral adjustment loans will
only have an impact if they are disbursed through institutions that are effective
and accountable.

As mission creep has expanded the activities of the IMF and the World Bank,
so too it has increased the challenges posed to them in implementing projects and
conditionalities. So-called “second generation” reforms take much longer to
achieve than traditional goals and certainly longer than the average short-term
IMF loan or even the somewhat longer average World Bank loan. They are also
more difficult to monitor. Both institutions are evolving new measures to try to
capture institutional reforms. Finally, it is not clear that the staff of the Fund and
Bank have the expertise and experience to ascertain and advise governments on
the development of sound institutions of governance. Probing more deeply, it is
not obvious that there are universal aspects to this expertise that the Fund and
Bank could usefully collect and aggregate.

Will rethinking reform have an effect? The Fund and Bank have worked within
three constraints in Russia. These constraints have been described above as struc-
tural, institutional, and political. When experts within the institutions refine their
vision of how to achieve transition and development, it is not necessarily the case
that their learning will result in different advice or priorities. The institutions rely
on a combination of negotiating power derived from their creditor members and
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the material incentives they can offer, as well as persuasive power deriving from
the expertise of their staff. In any one case the influence of the IMF or World Bank
may be subject to overriding political imperatives, resource constraints, and other
institutional exigencies, and politics within borrowing countries. However, ex-
perts within the institutions have a power to define what is possible and to pre-
sent and probe the implications of any given set of policies. In so doing they
cannot only influence choices made within the abovementioned constraints, but
also inform those who impose the constraints.
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Chapter 6

MISSION UNACCOMPLISHED IN AFRICA

Sub-Saharan Africa came to rely heavily on the IMF and the World Bank dur-
ing the 1980s. The 1970s oil price rises, the raising of U.S. interest rates and sub-
sequent contraction in the global economy in 1979, the appreciation of the U.S.
dollar, and the ongoing volatility of commodity prices rocked the continent. Deep
domestic policy weaknesses and poorly aimed interventions by Cold War rivals,
former colonial powers, and aid donors further enfeebled African countries who
tried to deal with these problems.

In the face of a continentwide crisis, the IMF and the World Bank became
frontline purveyors of advice and conditional resources for Africa. The stakes
were high for both institutions, as expressed by World Bank president Barber
Conable in April 1986:

The role and reputation of the Bank Group is at stake in Africa. . . . We have said
publicly . . . that we are giving Africa the highest priority. . . . We have been telling
Africa how to reform, sometimes in terms of great detail. . . . If these programmes
fail, for whatever reasons, our policies will be seen widely to have failed, the ideas
themselves will be set back for a long time in Africa and elsewhere. (Kapur et al.
1997, 730)

Africa was recognized as a serious test for both the IMF and the World Bank.
Africa was potentially a showcase for the technical expertise of the institutions

because unlike Mexico and Russia, the country-level work of each international
institution was not overridden by threats to international financial stability or the
need to stabilize a nuclear arsenal. Nowhere was good quality economic advice
more needed. Many African governments had limited capacity to analyze global
economic trends and shocks, yet their economies are hugely influenced by such
forces. The IMF and World Bank also had a very strong bargaining position in
sub-Saharan Africa. Borrowing governments faced a disastrous external position



and most had few other sources of finance. The Fund and Bank were not only
lenders in their own right but gatekeepers to all other aid since individual donor
governments followed behind their accreditation, loans, and programs.

In 2002 both the Fund and Bank published evaluations as to why their loans,
advice, and conditionality seem to have failed on the continent (World Bank
2002c, Independent Evaluation Office 2002). Scattered through their reports we
find evidence of the core factors discussed in this book so far. The advice they of-
fered to governments was not always right. Politics within borrowing countries,
and a lack of sympathetic interlocutors and propitious political institutions,
made their jobs difficult. And the preferences of their major shareholder some-
times eroded their bargaining power or interfered in other ways. This chapter
teases out these factors and explains what drove the mission of the IMF and
World Bank in sub-Saharan Africa.

Defining the Mission

In the early 1980s the IMF and World Bank plunged into a widespread debate
about what kind of economic reform would work in Africa. Up until the late
1970s most developing countries had favored a statist approach to development,
using economic planning, import-substitution-industrialization, price controls,
credit rationing, state-owned enterprises, and government control of agricultural
marketing (Van de Walle 2001, Lofchie 1994, Killick 1989, Waterbury 1999). In
Africa the approach was reiterated in the Lagos Plan of Action set out by the Or-
ganization for African Unity in 1980. The concern of African leaders advancing
the plan was to shift the continent away from its dependence on the export of
basic raw materials, which “had made African economies highly susceptible to
external developments” (Economic Commission for Africa 1980, Preamble). To
this end, the plan focused on increasing Africa’s self-reliance, promoting indus-
trialization, and building up regional and subregional cooperation and integra-
tion.

The Lagos approach to development faced two severe challenges in the 1980s.
First, it required resources and by the early 1980s most African countries were
in economic crisis. Hit by the increase in oil prices in 1973–74 as well as a slump
in commodity prices, many had increased their borrowing in the 1970s so that
by 1980 they faced a world economic downturn with a huge debt burden on their
backs. There was a huge gap between the resources required for a renewed push
toward industrialization and what was available. External donors were unlikely
to come forward, in part because industrialized countries faced problems of in-
flation and a downturn in their own economies. Also skepticism had grown
among governments in several industrialized countries about the statist approach
to development. This was the second challenge faced by the Lagos approach.

The ideological climate in donor countries changed dramatically in the early
1980s. In the United States, the United Kingdom, and Germany, President Rea-
gan, Prime Minister Thatcher, and Chancellor Kohl espoused a new antistate,
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antigovernment, free-market rhetoric. Their hostility to government spending,
industrial policy, and the welfare state soon spread into their view of aid. Sud-
denly the focus was on the failures of development policy in the 1970s (Bauer
1984, Tucker 1977). In the worst cases in Africa the state-owned, state-driven
economic model had created and sustained a kleptocratic state. Across the con-
tinent as a whole, economic development seemed at the time to have failed. In
the twenty years from 1960 to 1980 the average annual rate of growth for Africa
was about 4.8 percent, dropping to 2.9 percent for the least developed countries
(Economic Commission for Africa 1980). At the time these figures were treated
as disastrous, although in retrospect they look like a golden age of development
on the continent. For example, over the period 1990–2001 Africa suffered a neg-
ative 0.2 percent average annual percentage decline in gross national income
(World Bank 2003, chap. 1).

Against the background of scarce aid resources and skepticism about state-
centered development, the IMF and the World Bank defined conditionality for
Africa in the 1980s. Two important choices underpinned the approach they took.
First, they treated the primary cause of the 1980s crisis in sub-Saharan African
countries as internal rather than external to each country. Eschewing African
leaders’ concerns about external shocks and constraints and how these might be
mitigated (a central theme of the Lagos Plan), the institutions focused their at-
tention on actions indebted governments needed to take. They chose to turn away
radically from the state-centered industrialization model, which had prevailed
until the end of the 1970s, and to focus on reducing the state in the hope that this
would enhance the role of the private sector.

The IMF’s analysis began first and foremost as a requirement that govern-
ments undertake stabilization policies reducing the budget deficit and stemming
inflation. This was evident in the conditions attached to loans during the 1970s.
The Fund’s largest loan at the time was to Zambia, which took out its first
standby arrangement with the IMF in 1973 when its border with Rhodesia was
closed by that country’s white-controlled minority government of Ian Smith, who
was trying to suppress the majority struggle for control in that country. Among
many other effects, the border closure severely disrupted Zambia’s commercial
transportation system, decimating the country’s trade (Boughton 2001, 787). In
1976 and 1978 Zambia took out two further IMF loans, this time as its econ-
omy, heavily dependent on copper exports, was rocked by shifts in the world cop-
per price. In each program the Fund required the Zambian government to take
measures to reduce inflation and trim the deficit. In these terms Zambia succeeded
and indeed this spurred further IMF offers of assistance (IMF External Evalua-
tion 1998, 95; Callaghy 1990, 290; Boughton 2001, 291). However, a 50 per-
cent reduction in the deficit in 1976–79 was essentially achieved by cutting
recurrent and capital expenditure, and this policy soon caused a political back-
lash that wiped out the gains of reform (Callaghy 1990, 290).

What the IMF soon recognized was that stabilization measures worked only
as a short-term measure. In and of itself stabilization did not enhance a country’s
capacity to repay the Fund. Indeed, even as Zambia met its core program condi-
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tions, its debts mounted alarmingly, and by the early 1980s Zambia could no
longer repay the IMF in a timely fashion (Boughton 2001, 787). For the IMF this
spelled out the need for deeper measures of “structural adjustment,” while crit-
ics argue that the case of Zambia in the 1970s underlined the extenuating impact
of external factors—political, strategic, and economic.

The World Bank’s approach was very similar to that of the IMF. In 1981 in a
report named after its coordinator Elliot Berg, the Bank set out a tough critique
of African governments for failing to provide incentives for agricultural growth,
discouraging the private sector, poor public sector management and investment,
and poor exchange rate and trade policies. The Berg report underlined the need
for the countries of the region to “adjust” (World Bank 1981). Many have treated
this as a statement of the “technical consensus” of the time. That consensus, how-
ever, was highly contested outside of Washington, D.C.

The World Bank’s diagnosis of Africa’s economic position in 1981 created a
storm of controversy. As historians of the Bank later recorded, “Never before had
the Bank been as publicly critical of such a large group of borrowers” (Kapur et
al. 1997, 719). At the April 1982 meeting of the Economic Commission for
Africa the report was declared to be “in fundamental contradiction with the po-
litical, economic and social aspirations of Africa” (Economic Commission for
Africa 1982). Of course, one would expect this response from those most heav-
ily criticized in the report. However, African countries were not alone in arguing
that the multilateral institutions were taking insufficient account of factors be-
yond their control such as terms of trade, international economic conditions, and
climatic and regional security problems. Nor were they the only ones to reject the
consensus expressed in the Berg report. Strong critiques were also expressed at
the 1982 meetings of the OECD Development Assistance Committee, by Arab/
OPEC countries, the European Economic Community, the United Nations De-
velopment Program, and by the United Nations Children’s Fund (UNICEF).

It was not strictly true to say that the IMF and World Bank were ignoring ex-
ternal factors or exogenous shocks. The Berg report recognized compounding
factors beyond governments’ economic policy such as the rise in oil prices, slow
growth in industrialized countries, adverse climatic conditions, civil and military
strife, and donor policies that supported and even encouraged inappropriate do-
mestic strategies and institutions (Kapur et al. 1997, citing internal World Bank
memoranda, 716–17). However, these factors were not emphasized in the pre-
scriptions of the report. The importance of exogenous shocks was recognized in
the IMF in 1963 when a Compensatory Financing Facility was established for
countries affected by commodity price shifts. But such a facility could only ever
provide short-term alleviation of the problem. Furthermore, limited funding and
limited shareholder support rendered it very difficult to build on that approach
in the 1980s.

The alternative to the tough stabilization approach taken by the IMF and
World Bank was a more explicitly gradualist approach to reform as advocated
by many development economists at the time and through the 1980s. The Eco-
nomic Commission for Africa produced an African Alternative Framework as a
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conceptual starting point, although this did not include specific program designs
(Economic Commission for Africa 1989). A more specific alternative was drawn
up by an independent team of advisers to Uganda, sponsored by the Canadian
International Development Research Centre, who advocated a program of eco-
nomic stabilization and reform while retaining several key elements of the exist-
ing system of centralized planning and control (Uganda Economic Study Team
1987). At the core of gradualist alternatives was an attention to attenuating the
vulnerability of African economies to world markets, exogenous economic
shocks, and their reliance on exporting primary commodities—in the case of
Uganda 90 percent of its export earnings came from global coffee markets (Lox-
ley 1986).

In Tanzania in 1980–81, Robert McNamara arranged, with the agreement of
the government of Tanzania, a three-person “wise-men’s group” to attempt to
find an accommodation between the IMF and Tanzania. After about a year’s
work by expatriate and local staff an alternative adjustment program was devel-
oped. It placed much greater emphasis on supply-side expansion rather than de-
mand-side restraint, took much greater care with the income distributional
implications of the required macroeconomic adjustments, and more gradual im-
plementation. That said, in the end, both the IMF and Tanzania turned it down
(McDonald and Sahle 2002).

Commodity exports lay at the core of the problem for many low-income de-
veloping economies. Their reliance on exporting commodities laid a vicious eco-
nomic trap for three reasons. First, access to markets for commodities was (and
still is) tightly controlled by industrialized countries who instead of opening their
markets, operate tight discretionary policies. Second, the price and demand for
primary commodities is in a long-term decline, which means that even if the
volatility in world prices for commodities is alleviated, an alternative long-term
strategy is still required. Finally, the possibilities for poor countries to pursue a
longer-term strategy of moving away from raw commodities into semiprocessed
and processed goods are blocked by industrialized countries who apply higher
and higher barriers to these goods, effectively kicking away the development lad-
der from any countries trying to move up it: a 1988 United Nations Conference
on Trade and Development (UNCTAD) study showed industrialized countries
were applying twice the level of nontariff barriers to manufactured goods from
developing countries compared to what they were applying to manufactured
trade with each other (UNCTAD 1988, Chakravarthi 1989).

An alternative approach to Africa’s crisis in the 1980s would recognize that
all small, low-income economies were being buffeted by factors beyond their con-
trol, including shifts in terms of trade, in capital flows, and in world interest rates.
Calling on small, low-income economies to adjust their own economies was like
exhorting passengers in a lifeboat to paddle faster when their raft is in the mid-
dle of the Atlantic Ocean in a hurricane. No matter how impressive the efforts
of the passengers, it is unlikely that their paddling will bring them to safety. With-
out a coherent approach to international conditions, it was clear to some econ-
omists that the “adjustment” programs being foisted on one country at a time
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would not work. The fallacy in the Fund and Bank’s approach was, as Tony Kil-
lick expressed in 1990, that adjustment “has come to be viewed primarily as
something to be undertaken by deficit countries, with no equivalent pressure for
action on surplus countries” (Killick 1989, 1990).

The problem for Fund or Bank staff, even if sympathetic to this approach, was
twofold. A different approach required resources that did not seem to be avail-
able; and it countered the new ideological predilections of their most powerful
shareholders. The support and influence of major shareholders in the Fund and
Bank was a critical feature of the institutions’ work in Africa in the early 1980s.
Having extended loans to African countries throughout the 1960s and 1970s for
a variety of geostrategic, postcolonial, economic, and domestic political reasons,
the industrialized countries found themselves in relationships with aid-dependent
states that could not repay even the most concessional loans. They turned to the
IMF and World Bank for help and the institutions duly became more active in
Africa.

Loans from the IMF and World Bank in the 1980s reflected new stringent con-
straints: a squeeze on resources as their industrialized country members re-
sponded to general economic downturn; and a new ideological imprimatur
imposed very rapidly and forcefully in each institution when the Reagan admin-
istration took office (Boughton 2001, Kapur et al. 1997, interview with former
U.S. IMF Executive Director Charles Dallara 1995). These constraints meant that
it was easier for the IMF and World Bank to call on borrowers to tighten their
belts than it was to extract more resources from industrialized country members,
or indeed even their cooperation in macroeconomic coordination. Further re-
inforcing this approach was the fact that as the institutions became more involved
in lending to Africa, their priority became to ensure that short-term repayment
schedules were met and hence their own resources assured.

Implementing the Mission in the 1980s

By the end of the 1980s both the IMF and the World Bank had each staked sig-
nificant material and intellectual resources in their work in Africa. They coor-
dinated the region’s relations with creditors, setting down the conditions debtors
needed to meet in order to continue borrowing not just from the institutions
themselves but from all donors. This position gave the international financial in-
stitutions significant bargaining power since sub-Saharan African countries be-
came massively indebted throughout the decade. As illustrated below, the total
debt of countries on the continent doubled between 1979 and 1985 and dou-
bled again by the early 1990s. The value of their external debt as a share of gross
national product (GNP) rose from around 25 percent in 1980 to more than 80
percent in 1994. As the IMF and World Bank became more involved in Africa,
indebted countries began to use bilateral loans from individual donor agencies
to repay the IMF and the World Bank who were necessarily their “preferred
creditors.” The result was both to create reverse flows of funds to the IMF (see
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figure 6.3 below) and to create strong political pressure for a change in the debt
strategy.

The IMF was at the heart of the rescheduling of African debt. Any country
needing to reschedule its debts to governments had first to conclude a deal with
the IMF and then present itself to the “Paris Club” to negotiate a new repayment
schedule. The Paris Club was (and still is) a forum in which creditor governments
could gang up on individual debtor countries, demanding concessions defined by
the IMF. The process has been described by participants as “a deliberately com-
plex obstacle course, full of chicanery” (James 1996, 523) and as a necessarily
“unpleasant affair” (Rieffel 1985, 15).

The reschedulings of the 1980s led to a vast increase in the debt burden of
African countries. As debt-service payments were postponed outstanding debt
was increased as debt-servicing obligations were added to the capital sum. While
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the IMF lay at the heart of the rescheduling process, the World Bank attempted
to coordinate donors more generally through consultative group meetings for
donors on a country-by-country basis, and on specific sectors. This would later
be described as a particularly thankless task (Kapur et al. 1997, 739) but it in-
cluded the creation in 1988 of the Special Program of Assistance for Africa, which
was supposed to act as a focal point for coordinating the balance of payments
portion of external assistance to sub-Saharan Africa with all major official
donors.

A second role the IMF and World Bank played in respect of Africa was as
lenders to debt-ridden African countries. But IMF creditor nations seriously lim-
ited the resources the institutions were willing to lend to Africa. In March 1986
the Structural Adjustment Facility (SAF) was created in the IMF with $3.2 bil-
lion to provide loans to the poorest countries (defined as those eligible for assis-
tance from the Bank’s International Development Association) with balance of
payments difficulties. However, after strong U.S. opposition to new or easy
money, the facility was meagerly funded from repayments on previous loans to
the IMF’s Trust Fund, and accompanied by particularly stringent conditionality
(Boughton 2001, 646).

A second attempt to increase IMF lending was made in late 1987 when the
Enhanced Structural Adjustment Facility (ESAF) was created, which had larger
funding and offered a longer support framework (IMF 1988, 120). Again how-
ever, the United States was very reluctant to contribute to a new facility. The U.S.
administration argued that it needed to concentrate on securing appropriations
for the International Development Association (IDA) from Congress and refused
to countenance selling some of the IMF’s gold stock in order to finance the new
facility (and U.S. approval was a sine qua non since such as sale required 85 per-
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cent of total voting power on the Board of the Fund). Eventually the United States
made a very modest contribution of about 4 percent of the total grant commit-
ments of the ESAF, leaving it to the IMF to establish a trust fund negotiated with
ad hoc contributions from other countries, among whom Japan became by far
the largest contributor.

The Enhanced Structural Adjustment Facility magnified the bargaining power
of the IMF vis-à-vis Africa. It combined much-needed loans with particularly far
ranging and high-level conditionality covering medium-term policy changes and
short-term monetary and fiscal management. It was a prerequisite for loans from
all other bilateral donors and other international funding programs. Fund con-
ditions were thus “at the top of the hierarchy of donor conditionality” not be-
cause of the amount of resources that the Fund transferred but because the Fund
was the lead coordinator (IMF External Evaluation 1998, 26).

The World Bank’s role in the adjustment process was a complementary one to
that of the IMF. The Bank’s agenda was to reshape the role of the state and in-
crease the role of markets and the private sector in African economies. In prac-
tice, however, the Bank soon found that its most feasible goals were to liberalize
trade policies and to devalue overvalued exchange rates. These goals were much
easier to achieve than deeper institutional reform within borrowing countries;
furthermore liberalization and currency reform were prerequisites for ESAF lend-
ing. Within this framework, the World Bank increased its lending to Africa
through its concessional arm in the 1980s (see figure 6.3 above) and increased its
overall stake in the continent. During the early 1980s the Bank came to deploy
the largest share of staff and budgetary resources to sub-Saharan Africa: a third
of its regional staff resources, an increasing percentage of research time produc-
ing numerous special regional reports, and a plethora of special initiatives and
programs launched (Kapur et al. 1997, 731–72). The Bank’s concessional lend-
ing to Africa increased from less than a quarter of IDA from 1977 to 1979 to
nearly half of IDA from 1988 to 1990 and was further increased by a Special Fa-
cility for Africa created in January 1985 based principally on contributions from
France, Italy, the Netherlands, Germany, Japan, the United Kingdom, and a
transfer from the Bank’s net income (Kapur et al. 1997, 733). Much of the Bank’s
new lending was aimed at bringing about policy reforms within African bor-
rowing members. Obviously, to be effective in this role more than monetary in-
centives were needed.

A third role, played by the IMF and World Bank in Africa in the 1980s, and
by far the most contentious, was their attempt jointly to induce particular eco-
nomic reforms. Their roles in coordinating assistance and lending to African
countries gave them some bargaining power. However, as we saw in Mexico and
Russia analyzed in earlier chapters of this book, the IMF and World Bank de-
pend on sympathetic national policymakers to bring about policy change. Their
interlocutors need to be interested in pursuing policies prescribed by the IMF and
World Bank. Furthermore, they must be situated within institutional arrange-
ments, which permit them to implement such measures. In Africa, the Fund and
Bank attempted to shape economic policy in what they saw as a hostile political
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context—they were somewhat weak and lost in an alien terrain. By contrast, crit-
ics saw them as tremendously powerful and arrogant—blind to the political
needs and constraints of even the most well-intentioned policymakers. So how
powerful were they?

The case of Senegal, a leading recipient of aid per capita in Africa from 1980
to 1987, illustrates the way politics, economics, and conditionality were inter-
twined. In the late 1970s economic crisis and a collapse in revenue from peanut
exports on which Senegal depended brought reformer Abdou Diouf to power,
first as prime minister and then as president (Mbodji 1991). In a first flurry of re-
form, Prime Minister Diouf launched an adjustment program with the World
Bank supported by a $60 million structural adjustment loan approved on 18 De-
cember 1980 (World Bank 2004a) and a loan from the IMF’s Extended Fund Fa-
cility. The IMF loan carried tough conditions requiring the government to cut its
current account deficit by more than half, almost double net public savings by
1985, increase overall investment from 16 percent in 1981 to 18 percent in 1985,
and achieve a 4 percent annual growth rate of GDP (World Bank 1989e; Ka and
Van de Walle 1994, 309).

Both multilateral loans soon ran into difficulties. Bad weather affected exports
and necessitated greater food imports, public debt was higher than originally ad-
mitted, and fiscal revenues actually declined from 1981 to 1984 (Ka and Van de
Walle 1994, 311). The IMF loan was discontinued in January 1981 and replaced
by a one-year standby arrangement. The World Bank canceled the second tranche
of its structural adjustment loan in June 1983 because of noncompliance. For a
government facing a sharp drop in the export price of peanuts and in the run-up
to an election, it was increasingly difficult to sustain unpopular, contractionary
reforms (Landell-Mills and Ngo 1991, 48; Mbodji 1991, 124–25). For some an-
alysts this demonstrated that Diouf’s political base was too narrow and techno-
cratic with insufficient grounding in political parties, the political process, and
electoral politics of Senegal—a constraint that soon began to change (Ka and Van
de Walle 1994).

Immediately after the 1983 elections in Senegal, Diouf began to consolidate
his political power. He eliminated the post of prime minister and limited the
power of the National Assembly, strongly reinforcing his position as president.
He also began to usher a new breed of technocrats into positions of authority
across all ministries, enhancing and streamlining the capacity of the government
to negotiate with external aid and lending agencies and to undertake new eco-
nomic policies. Principal among the new breed of officials was Mamoudou Toure,
a former IMF official who was to lead Senegal’s structural adjustment effort from
1985.

By mid 1984 Senegal enjoyed three newly approved World Bank loans and a
new IMF loan (IMF-Senegal 2004, World Bank 2004a). The government em-
barked on a program of economic reform that was approved by a World Bank–
organized consultative group meeting in December 1984 (Landell-Mills and Ngo
1991). Subsequently, government expenditure was slashed, credit was controlled,
and fiscal and current account deficits were both cut. As Senegal struggled with
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an exchange rate fixed within the CFA franc zone and fluctuating against the dol-
lar, it relied heavily in the period 1980–87 on foreign aid flows, which grew by
about 18 percent per year, totaling about one fifth of Senegal’s GDP. Much of this
aid was coordinated with IMF and World Bank lending, further enhancing the
potential leverage of the organizations.

By 1987 the president’s reform agenda faced powerful opposition. Although
Senegal’s public finance situation had improved by this point, as World Bank
economists have written, “The bulk of the program was achieved through con-
tainment of expenditures and reliance on extraordinary revenues generated from
petroleum and rice imports” (Landell-Mills and Ngo 1991, 50). Austerity and
cuts in government spending soon led to student boycotts, school closures,
strikes, and union opposition to the government. In the aftermath of the 1988
election a state of emergency was called by the government as opponents of the
government went on a rampage, and even once order had been restored, public
demonstrations against reform continued. In the spring of 1989 riots took on an
ethnic dimension as tensions with neighboring Mauritania spilled over in the
streets of Dakar, forcing Mauritanian shopkeepers out.

The IMF and World Bank had succeeded in supporting the government to un-
dertake stabilization, but longer-term reforms seemed to be slipping rapidly out
of reach. The key technocrats in charge of structural adjustment—Mamoudou
Toure and Cheikh Hamidou Kane—both left government in March 1988.
Meanwhile, key structural adjustment policies were reversed in the face of the
need to shore up political support and the government’s lack of revenue. For ex-
ample, the government had removed trade protective tariffs as a core part of a
relatively successful new industrial policy (Boone 1991). By 1988, the policy was
reversed because the government needed the revenues that tariffs produced and
a small number of large, powerful businesses lobbied against it (Ka and Van de
Walle 1994). While outside commentators accuse the IMF, World Bank, and
donors of having imposed conditions that were too detailed and copious to be
implemented and too seldom enforced (Ka and Van de Walle 1994, 329), Sene-
galese critics of structural adjustment in that country argue that it imposed un-
sustainable and unacceptable costs in health, sanitation, education, and literacy
(Ndiaye 2003).

The IMF and World Bank had enjoyed some key preconditions for their suc-
cess. They had incentives to offer Senegal and sympathetic interlocutors within
the government with whom to work. They had shown themselves able to sus-
pend, cancel, and defer loans when conditionality was not met. Yet after the first
phase of stabilization and structural adjustment, further reform seemed virtually
impossible. In retrospect, a survey of the assumptions underpinning reform and
the evidence of impact makes this finding unsurprising.

During the 1980s, the IMF and World Bank justification for their programs in
Senegal was that once the government undertook stabilization and a first phase
of adjustment, it would achieve an annual growth rate of around 3.8 percent.
This prediction was based on some extraordinary premises. For example, it was
assumed that liberalization in agriculture and industry would produce an imme-
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diate “supply response.” In other words, farmers could and would rapidly in-
crease production in response to greater market freedom. Similarly, industry
would expand as privatization and liberalization attracted new credit and per-
mitted new export sectors to flourish. Unsurprisingly (given all other cases of sta-
bilization and structural adjustment) new policies would take much longer to
produce change, and in Senegal there were technical and environmental factors
along with wide fluctuations in world market prices of exports and low interna-
tional peanut prices that prevented an expansion of food production and exports
(Landell-Mills and Ngo 1991, 52). In respect of industry, the establishment of
new private sector activity and increased investment would require at the very
least a more developed banking system. More generally, in the words of one
scholar examining the evidence in the textile industry, “Senegal’s Structural Ad-
justment programs offered no economically viable or politically acceptable means
of restructuring the existing textile industry” (Boone 1991, 146). What does the
failure of IMF and World Bank predictions tell us?

Hemmed in by their own resource constraints, yet desiring to play a role in a
large number of countries across the world, the Fund and Bank had their own
reasons for adopting policy prescriptions that cast an onus on developing coun-
try borrowers to adjust and to keep adjusting even in the absence of any evidence
of economic growth. Conditionality had to be premised on a prediction of
growth or the institutions would be explicitly trying to persuade patients to take
medicine that was bad for them. At the same time neither the Fund nor the Bank
could lend or catalyze lending that would directly fund growth-inducing invest-
ment. Furthermore, both the Fund and the Bank had to ensure that borrowers
repaid them for previous loans and this put a stringent priority on stabilization.

In Senegal the harsh effects of adjustment were magnified by the country’s in-
ability to devalue its currency. As a member of the West African Monetary Union,
Senegal was locked into the CFA franc zone arrangements. In essence this left the
government with only two real instruments of adjustment: cutting government
expenditure, and controlling exports and imports. The overvalued CFA franc
made the latter extremely difficult.

Why did the IMF (and World Bank) accept and support Senegal’s currency
arrangement? In economic terms a permanently fixed and externally guaranteed
exchange rate coupled with a supranational central bank should promote low in-
flation and encourage savings, investment, and growth. These benefits have been
reviewed by several IMF and World Bank economists (Bhatia 1985, Devarajan
and de Melo 1987, Elbadawi and Majd 1992). Certainly low inflation was
achieved within the franc zone and some scholars go further and positively cor-
relate the currency arrangement with growth (Devarajan and de Melo 1987,
Guillaumont et al. 1988). However, these studies also show that members did not
benefit equally. Indeed, smaller countries such as Senegal did much worse than
the larger members (Medhora 2000). Furthermore, the most obvious benefit of
the currency arrangement—exchange rate stability—may well have been illusory
for Senegal since the real effective exchange rate was more unstable than the nom-
inal effective exchange rate (de Macedo 1986). In economic terms there was (and
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still is) genuine debate and disagreement as to the merits and demerits of Sene-
gal’s currency arrangement through the 1980s.

For the IMF and World Bank there was a further political reason underpin-
ning support for Senegal’s currency arrangement. This highlights an already-men-
tioned structural constraint at work facing the institutions. As one of France’s
former colonies and largest aid recipients, decisions about Senegal are led by
France’s preferences, with other powerful shareholders in the international insti-
tutions loath to intervene in respect of what they recognize as a special sphere of
influence. Senegal’s currency arrangements in the 1980s were part of France’s
CFA-franc zone encompassing the West African Monetary Union and a currency
union among the central African states across which France guaranteed the con-
vertibility of the common currency—the CFA franc (Medhora 1992). France 
vigorously opposed CFA franc devaluation and fought the Bank’s and Fund’s rec-
ommendations in this respect.

At a more general level the structural constraint of special spheres of influence
has at times permitted major shareholders to pursue geostrategic goals in the con-
text of the Cold War, to reinforce former colonial ties, or to bolster narrow eco-
nomic interests, sometimes with catastrophic consequences for development. The
extreme cases of this were the support provided to Nicaragua under Somoza, to
the Philippines under Marcos, and to Zaire under Mobutu. In these cases the IMF
and World Bank were not lending on technical economic or developmental
grounds. Rather they were following the directions of their major shareholders,
who permitted dictators to amass vast personal fortunes leaving behind a crip-
pling debt burden which these impoverished countries have been forced subse-
quently to service (Kremer and Jayachandran 2003). That said, even in cases
where the structural constraint was not a determining factor, the results of the IMF
and World Bank’s loans to Africa in the 1980s were extremely disappointing.

Conditionality and structural adjustment simply did not work in the 1980s.
The large number of evaluations undertaken by the IMF and the World Bank
themselves provides ample proof. Combing through their studies, which use a va-
riety of methodologies, it is difficult to find any evidence that countries that en-
tered into programs of structural adjustment with the IMF and World Bank did
any better than countries that did not.1 Their critics argue that this was at least
in part because their prescription was both wrong and in itself damaging.

Was the Prescription Wrong?

Independent analysts have argued that the Bank and Fund misdiagnosed the
problem in African economies in the 1980s, making inappropriate forecasts for
recovery and applying the wrong policy conditions. Far from facilitating nec-
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essary adjustments and reform, the conditionality pushed by the international 
financial institutions drove countries into a vicious circle of stagnation and
poverty.

What was needed for effective structural adjustment was a boost in low do-
mestic savings so that countries could fund the investments necessary for struc-
tural change and growth. It required increased imports of raw materials and spare
parts, which necessitated additional foreign exchange. And for structural adjust-
ment to work, there needed to be political support and a sense of confidence and
sustainability in policies undertaken. The converse, the “import compression” or
“import strangulation” phenomenon, resulted in serious underutilization of ex-
isting capacity (due to the shortage of critical inputs), not just a limited ability to
invest in order to expand it.

Instead, a narrow set of structural adjustment targets were imposed by the
Fund and Bank in the context of increasingly onerous debt repayments sched-
ules. A vicious cycle was created. Governments forced to meet enormous debt re-
payments obligations did not have foreign exchange resources to finance imports
and without necessary imports, exports could not be increased, thus further re-
ducing the capacity to purchase imports. Debt servicing also claimed domestic
savings needed for investment and the maintenance of capital stock (Killick 1989
calculates some 20–25 percent of domestic savings being absorbed in debt re-
payments). The lack of investment was exacerbated by the uncertainties intro-
duced by “debt overhang,” which further discouraged investment and diverted
governments away from longer-term problems of structural reform (Killick 1989,
1990). The result was to grind economies to a halt rather than to permit re-
structuring that would bring about growth.

The impact of IMF conditionality (on which World Bank lending hinged) was
rigorously analyzed by an expert group commissioned by the board of the IMF
in 1996. Their brief was to analyze the most far-ranging and high-level condi-
tionality applied by the Fund—the ESAF, or Enhanced Structural Adjustment Fa-
cility. Designed to deliver concessional financing to low-income countries, ESAF
required medium-term policy changes across the economy as well as shorter-term
monetary and fiscal management targets. Although the amounts lent from ESAF
were small, the associated conditionality was highly leveraged because com-
pliance with the IMF’s ESAF conditionality was a prerequisite for most aid and
lending (in technical jargon, there is “nonreciprocal cross-conditionality”), par-
ticularly program assistance.

The goal of ESAF was to enhance investment and growth in low-income coun-
tries by channeling funds not to governments (who complied with conditional-
ity) but mostly to a country’s central bank to bolster reserves and thereby to
promote confidence and greater investment in a country’s economy. The key to
the success of ESAF was enhancing investment.2
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The External Evaluation of ESAF substantiated several powerful criticisms of
IMF conditionality, some of which had previously also been leveled at the World
Bank’s structural adjustment lending.

A first problem with ESAF conditionality was that it simply did not seem 
to work. In many countries ESAF targets were not met. The review found that
three-quarters of ESAF programs collapsed or were interrupted (IMF External
Evaluation 1998, 32). Perhaps more seriously, the evaluation cited the evidence
that where ESAF programs were being followed, they seemed to have no impact
on investment flows (IMF External Evaluation 1998, Rodrik 1995). Finally, the
review found that conditionality can be counterproductive in the sense that “one
of the IMF’s most valuable functions is the signal of credibility that it provides
to private investors by approving a program. This signal becomes noisy as its
recipients become aware that the design of approved programs may be faulty
and that program interruptions are indeed common” (IMF External Evaluation
1998, 32).

A second set of problems detailed in the report might be summarized (although
the experts did not summarize in this way) as the IMF’s overly doctrinaire and
short-term focus on reducing budget deficits in ESAF countries. This had several
very negative effects. Three effects mentioned in the evaluation are particularly
worth elaborating.

By putting such priority on balancing the budget, the Fund supported policies
that had adverse long-term effects. For example, the Fund resisted lowering im-
port tariffs, without analyzing the longer-term consequences on growth. In re-
spect of privatization, the Fund was so keen to use the sale of assets to improve
the budget deficit that it paid little heed to the way privatization was undertaken
and the consequent longer run efficiency implications (or social implications).
Among other cases, the evaluators cite the privatization of the public telephone
company in Cote d’Ivoire, which resulted in a highly profitable monopoly charg-
ing much higher prices and setting back the development of access to infrastruc-
ture necessary for development. According to the ESAF report, the IMF simply
did not adequately trade off the short-run fiscal benefits and the long-run social
costs in such cases. It left this work to the World Bank to pursue in an entirely
separate way, which did not work.

A further effect of the Fund’s single-minded focus on balancing the budget was
that the institution was too quick to assume an end to external aid to countries
and this hindered the prospects for growth in the poststabilization phase. The
Fund’s emphasis has been to plan radically to reduce “aid dependency.” Yet, as
the ESAF report argues, poststabilization low-income countries need more
money not less—so as to begin to invest. Instead the IMF’s approach (exempli-
fied by Uganda) was to force a reliance on trade and petroleum taxes that were
very costly in terms of growth.
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Compounding the damage of obsession with budgetary balance was the
Fund’s exaggeration of countries’ fiscal deficits. The independent evaluation de-
tails the way the Fund included only pure grants in its calculations of fiscal bal-
ance, excluding the grant element in all other loans and treating them instead as
commercial loans. In respect of IDA loans, the external evaluation team argued
that some 70 percent should be treated as grant aid. By not treating IDA loans
in this way, the IMF probably discouraged investment and pushed for too strin-
gent a budget contraction (IMF External Evaluation 1998, 33).

A third set of problems with IMF conditionality lay in their design. Several
countries were encouraged to undertake financial and exchange rate liberaliza-
tion before they had stabilized their economies. The results were disastrous, not
only making stabilization unnecessarily difficult but leading to broader economic
collapse. As the ESAF report details, in Zimbabwe and Zambia the policy se-
quence led to economic crisis as the government lost fiscal control and interest
rates rose, deterring any investment. In Zambia the share of public expenditure
in GDP halved in a two-year period. In Zimbabwe deep cuts in health and edu-
cation spending could have been avoided.

A related problem in conditionality—which affected both the IMF and World
Bank—was a reliance on unleashing market effects to bring about structural re-
forms. In reality, specific structural reforms needed to complement liberalizing
measures. For example, in Zambia privatization in agriculture needed to be com-
plemented with early reforms to improve rural transport, extension, and storage.
Without these, farmers simply “got stuck” (IMF External Evaluation 1998).

The ESAF report criticisms of the IMF were not new and some had already
been applied to the World Bank. In the 1980s and early 1990s both the IMF and
the World Bank had been criticized for basing their structural adjustment pro-
grams on overly optimistic projections (Helleiner 1987, Van der Hoeven and Van
der Kraaij 1994). Key assumptions regarding the demand in industrial countries
for primary commodities, terms of trade, private flows, and costs of servicing
commercial debt all went in the opposite direction to that assumed in the Fund’s
programs. The Fund itself acknowledged this at a very early point (IMF 1982,
96) and similarly the World Bank would later conclude that the external eco-
nomic environment “turned out to be substantially worse than was assumed at
the start of the 1980s” making “adjustment slower and more difficult than ini-
tially expected” (World Bank 1989e). In 2002 a report of the IMF’s Independent
Evaluation Office detailed that the IMF had projected a mean export growth rate
of 10.5 percent in countries making prolonged use of Fund resources. In reality
the mean export growth rate in these countries was 7.4 percent. Similarly, real
GDP growth in prolonged-use countries had been projected at 4.1 percent (again
as a mean) whereas the actual growth rate was 3.5 percent (Independent Evalu-
ation Office 2002).

Over-optimism in the IMF has frequently reflected a desire on the part of staff
and the country to ensure that the board would accept a loan program. But this
does not obviate the subsequent problem that over-optimistic projections have
knock-on effects for program design, funding needs, and expectations about
meeting conditions.
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IMF missions in countries making prolonged use of IMF resources have typi-
cally been staffed by more junior personnel, those less willing and less able to
challenge head office orthodoxy. In sub-Saharan Africa IMF missions were often
more rigid, interacting with local officials on the details of programs that had al-
ready been broadly constructed in Washington (IMF External Evaluation 1998,
Independent Evaluation Office 2002).

The content of World Bank conditionality had been criticized from a number
of sources. As mentioned above, the Bank relied heavily on reforms in prices and
market signals yet as one analysis of reform in rural Africa puts it, “reliance on
markets may not necessarily ensure competitive processing or marketing of
crops, where monopolies exist, or where historical factors explain oligopolistic
tendencies” (Lele 1988, 204). The Bank had been overly optimistic about the
prospects for traditional exports, particularly where several countries were being
simultaneously advised to expand their exports of a particular commodity
(Cassen 1994, Koester et al. 1987). The push for rapid privatization—as per the
Washington consensus—was misguided (Adam 1994) and displayed too little re-
gard for the ways it could be instrumentalized by politicians to consolidate power
and direct profits toward favored groups and sectors as has been documented in
the case of Cameroon (Van de Walle 1989, Konings 1989).

Too often, Bank conditionality was based on simplified but incorrect pre-
sumptions about both the situation on the ground and the likely impact of ad-
justment policies. For example, Bank staff in the 1980s worked on the premise
that all over Africa government employees were overpaid and overemployed.
This assumption reflected an idea popular at the Bank that the rapid and exces-
sive expansion of government service in the immediate aftermath of indepen-
dence had produced too many public sector employees (Goldsmith 1999). Critics
argue that the Bank’s perception was based on out-of-date and faulty evidence.
The assumption of too many overpaid civil servants was contradicted by the
Bank’s own subsequent data and analysis (Lindauer, Meesook, and Suebsaen
1986; Dipak Muzumdar cited in Kapur et al. 1997, 737). In Anglophone African
countries over the 1970s and 1980s civil service salaries had in fact collapsed by
more than 80 percent of their real value (Robinson 1990). In many countries, an
increase in the number of civil servants was accompanied by a dramatic decline
in quality and remuneration (Van de Walle 2002). A better analysis of the prob-
lem, as the World Bank would later admit following consultations with African
leaders, institutions, and donors, was not that Africa needed “less government”
but that it needed “better government best pursued through technical assistance,
institution-building, public expenditure reviews and the like” (Agarwala et al.
1994).

In fashioning reforms, Bank and Fund officials discounted the realities of for-
mal and informal financial markets and structures (Johnson 1994). In Nigeria
for example, financial sector liberalization hugely increased corruption within the
banking sector (Lewis and Stein 1997). Similarly, trade liberalization often re-
sulted in an exploitation of new opportunities for fraud and rent-seeking behav-
ior (Van de Walle 2002, Hibou 1996). Finally, the World Bank was heavily
criticized for paying insufficient attention to areas where greater public invest-
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ment was needed and most especially for inadequate efforts being made to pro-
tect the poor and public programs beneficial to them (Stewart 1994).

The critiques of the Fund and Bank prescriptions for African economic reform
suggest that conditionality was too often aimed at narrow, measurable, short-
term targets. There also seem to have been too few incentives for the organiza-
tion and staff to achieve the longer-term aims of each institution. By contrast the
incentives facing officials of each organization weighed heavily in favor of setting
and achieving short-term targets. The result was too little attention paid to ana-
lyzing or taking into account the clear trade-offs arising between short-term and
long-term goals.

Political pressures also pushed and shaped the conditionality of the IMF and
World Bank. Most obviously, politically powerful members imposed a resource
constraint. Each institution has to cut a robe to fit its available cloth and to some
degree this explains the incentive on both the IMF and the World Bank to stay
blind to the (obvious) fact that the debt position of most African borrowing mem-
bers in the 1980s was unsustainable and that stabilization and adjustment was
not producing the effects necessary to reverse that position .

This seeming blindness of the Fund and Bank to the failure of their approach
to sub-Saharan Africa persisted even as the studies of the IMF and the World
Bank themselves demonstrated that stabilization and adjustment failed to elicit
positive investment effects (World Bank 1989a, 1989e, 1989f; Khan 1990; 
Killick 1990; Corbo and Rojas 1992; Elbadawi and Majd 1992; Bird 1995; 
Killick 1995). It permitted structural adjustment to be offered as the most con-
venient diagnosis and prescription for agencies needing to ensure that repayments
were made in a timely fashion without catalyzing accelerating needs for further
financial assistance.

The most politically mobilizing criticism of structural adjustment as pursued
by both the IMF and the World Bank was that it had an unacceptably harsh im-
pact on the poor and vulnerable in economies across Africa. In 1986, UNICEF
launched a report on The State of the World’s Children, calling for “adjustment
with a human face” (Cornia et al. 1987). Study after study of the impact of ad-
justment in Africa and elsewhere pronounced adverse effects on the poor or at
the very least highlighted how little attention had been paid to protecting the poor
(Havnevik 1987, Bassett 1988, Hodges 1988, Helleiner 1987, Van der Hoeven
and Van der Kraaij 1994). Public sector job retrenchments, job losses in other ar-
eas, cutbacks in food subsidies and other welfare provisions, as well as a loss in
the quality of welfare provision, the effects of the general economic slowdown,
and the lack of any political voice in the process of adjustment all exacted a high
price on the poor in sub-Saharan Africa. An internal Bank memorandum re-
flecting on the impact of adjustment noted that “adjustment through further eco-
nomic contraction is not a feasible alternative in a continent where per capita
income levels are no higher than they were twenty years ago” (internal memo-
randum written in 1986, cited in Kapur et al. 1997, 732).

If the Bank and Fund had wanted to prioritize protecting the poor in the
1980s, they needed to build into stabilization and structural adjustment pro-
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grams protections of five core aspects of the lives and opportunities of the poor:
access to productive assets such as land; the quality and availability of extension
services which increased the returns of the poor from the assets they did have;
employment opportunities; access to education and health services; and supple-
mentary resources, such as food subsidies (see UNICEF 1986 and the World Bank
staff paper published in 1987: Demery and Addison 1987).

To plan economic adjustment with a human face would require the IMF and
World Bank to work differently. To protect the poor, they would need to use lo-
cal information about who was poor in any country and how they might be pro-
tected. Such information is unlikely to be held by Fund and Bank interlocutors
in the Ministry of Finance or Central Bank. As the External Evaluation of ESAF
noted: “It is not possible to devise, a priori, safety net interventions that will work
across ESAF programs” in different countries. There is no substitute for detailed
country-level work using socioeconomic survey data. However, to the extent that
information was available, the Bank and Fund failed to use it to build safety nets
into the design of ESAF programs (IMF External Evaluation 1998, 18). The IMF
could make better use of the household poverty expertise of the World Bank in
integrating projections of social impact into program design and monitoring the
outcomes. At the very least the IMF and World Bank could work together to
share information and their respective expertise. This had not happened in the
1980s.

The Bank and Fund Modify Their Approach

By the late 1980s a growing wave of criticism of structural adjustment and of the
Bank and Fund washed over donor countries. Indeed some donor countries broke
the link of bilateral aid to the region with IMF programs (James 1996, 525).
Nongovernmental organizations (NGOs) in Canada, Scandinavia, and in the
United States took up a vociferous role urging their governments to address the
hardship being suffered by people in heavily indebted countries. In September
1987 American NGOs held a press conference delivering a letter calling for
greater World Bank efforts on poverty and signed by 153 members of the U.S.
Congress and 40 senators (Kapur et al. 1997, 368).

External pressures on the World Bank were leveraged by two big funding
struggles. First the Bank had begun negotiations to replenish its concessional
lending fund—called in Bank jargon IDA 8. This occurred in the context of the
disastrous previous negotiations on IDA 7, in which the United States had cut
funding. Second, the Bank was also negotiating a general capital increase, and in
that context the whole adjustment with a human face issue was raised, with the
U.S. Treasury committing to report to Congress on the Bank’s involvement with
NGOs, poverty programs, women’s programs, micro-enterprises, and other is-
sues (Kapur et al. 1997, 368).

The Bank and Fund considered some measures to alleviate the impact of ad-
justment on the poor. For example, the World Bank called for more external fi-
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nancing to reduce the social costs of adjustment and gradually began to accept
that compensatory services and public works projects might usefully ensure some
protection for the poor. At the same time, staff began to focus on how govern-
ment social services might be channeled more directly to the poor through tar-
geted, needs-based benefits, funded by charges and user-fees paid by the better-off
(Nelson 1995, 23). Similarly the IMF began an internal debate about how to
monitor poverty impacts and protect programs from external shocks. This led to
the creation of a new Compensatory and Contingency Financing Facility (CCFF)
in 1988, which integrated the preexisting Compensatory Financing Facility with
a new external contingency mechanism.

In practice, there was little modification to the overall approach of the Fund
and Bank. Both institutions held to their existing paradigm, which assumed that
stabilization and adjustment were prerequisites to alleviating poverty. Official
Bank and Fund documents all robustly promulgated the view that adjustment
was a necessary step toward poverty alleviation. For example, in the World
Bank’s 1992 review of structural adjustment we find several assertions that 
adjustment reduced the incidence of poverty, that the “distributional effects of
well-designed policies often favour the poor,” and that “adjustment is much bet-
ter for the poor than non-adjustment” (World Bank 1992, 19–20). But the evi-
dence does not back up these claims. One central assumption was that adjustment
would improve the rural/urban terms of trade and therefore, because poverty in
rural areas was far greater than in urban areas, reduce poverty overall. However,
critics combing the actual available figures on poverty have found no hard evi-
dence to back this claim. For example, one study found that poverty was high
and increasing in most of sub-Saharan Africa in the 1980s in both adjusting and
nonadjusting countries, belying the claim that adjustment was better for the poor
(Stewart 1995, 138–70).

Why was it so difficult to modify Bank and Fund conditionality? Adjustment
programs in sub-Saharan Africa in the 1980s demonstrated a high degree of uni-
formity and consistency on the part of each of the IMF and the World Bank in
diagnosing the problems of these economies and in prescribing solutions (Killick
et al. 1984).3 In outlining structural adjustment measures staff from both the
Fund and Bank drew heavily on in-house theoretical propositions and predilec-
tions, which were not always supported by substantiating evidence. As discussed
in chapter 2, there were strong incentives for staff members and their immediate
interlocutors to use such a template. Originality in design would only increase
the likelihood of a proposed loan being rejected. By contrast, using a template
reduced the responsibility of the individuals writing the agreement for its con-
tent. Simply put, if the program turned out to be wrong but followed the insti-
tutional template, responsibility would fall more heavily on the institution than
the authors of the program.
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More recent evidence about the institutions’ modus operandi in Africa points
to another reason for a template approach to have dominated their programs on
the continent. A recent IMF evaluation provides figures about how much staff
time has been put into designing and monitoring programs in countries that have
the longest ongoing programs with the IMF (into which category most of Africa
falls). The evaluation published in 2002 highlights that far fewer staff resources
are invested in the programs of these countries than in the more successful “tem-
porary” users of IMF resources. It also shows the very high degree of turnover
of staff and mission chiefs working with countries, with less than half of any mis-
sion team having been involved in the same country in the previous two years
(Independent Evaluation Office 2002, Annex VI).

Similarly in the World Bank a recent report on low-income countries under
stress (LICUS) notes that most of these countries “have typically not received
much Senior Management attention . . . and little investment in economic and
sector work, so that World Bank Group knowledge of these countries is often se-
riously deficient” (World Bank 2002c, vii). Under these time and staffing con-
straints, it is difficult to see how either the Fund or Bank might acquire expertise
about the subtle and complex economic, political, and social implications of re-
form in any one country. Yet a final criticism emphasizes how vital such knowl-
edge is.

The most difficult, irrefutable, and profoundly challenging critique for both
the IMF and the World Bank is that their work in fostering economic reform has
ignored or wished away political realities—in Africa just as much if not more as
in other countries. To some degree the institutions have recognized this. To quote
a working paper produced in the World Bank’s evaluation department in 2000
“development constraints are structural and social, and cannot be overcome
through economic stabilization and policy adjustment alone—they require a
long-term and holistic vision of needs and solutions” (Branson and Hanna 2000).

A deeper critique of the institutions’ policies is that political realities have
turned rational policies into instruments of deeply damaging change, incurring
perverse effects and hindering the prospects of positive development outcomes.
The argument is not necessarily that the theory of structural adjustment is wrong.
Indeed, many have questioned the extent to which stabilization and adjustment
measures were ever actually implemented in Africa (Van de Walle 2001). One
worldwide survey of 305 IMF programs from 1979 to 1993 found implementa-
tion failure in 53 percent of cases where failure was defined as a country not im-
plementing 20 percent or more of the program’s conditions (Killick 1996). In a
different study of World Bank adjustment loans, the same author found that 75
percent of adjustment loans faced problems of noncompliance (Killick 1998).

The core political economy argument about reform in Africa is that IMF,
World Bank, and other donors’ conditionality made an unintended difference to
politics rather than to economics. For example, Nicolas Van de Walle makes a
powerful argument that conditional loans produced an entrenchment and re-
inforcement of patrimonial politics in Africa. He argues that two decades of 
economic reform have produced three key trends. First, there has been a cen-

M I S S I O N  U N ACCOM P L I S H E D  I N  A F R I CA 161



tralization of power as staffing, control of economic reform, and control of the
rent-seeking opportunities have all converged on the office of the president. Sec-
ond, at the behest of the head of state, “reforms” have been used to direct bene-
fits to specific groups in the economy, whether they are tribal, regional, or
political. Third, the state has withdrawn from development, leaving nongovern-
mental organizations often run by the elite (who profit from them) to enter into
the business of providing health, education, and so forth in an even less ac-
countable, potentially more clientelistic way than governments (Van de Walle
2002).

Although both the IMF and the World Bank have recognized the need to take
political circumstances into account, this recognition is very difficult to act on.
How could the institutions acquire the kinds of knowledge required to take po-
litical, social, and institutional factors into account? At a fairly theoretical level,
the IMF has probed a number of political science approaches to understanding
reform feasibility and sustainability, the most recent of which is a review com-
missioned by the Independent Evaluation Office (Wimmer 2002). In the World
Bank more practical attempts have been made to advance “reform readiness
analysis” (World Bank 1999b). However, to cite World Bank researchers in the
evaluation department: “This tool demands detailed knowledge of a proposed
reform and of the political situation surrounding it, knowledge often unavailable
to outsiders” (Branson and Hanna 2000, 6). As a result any change in either in-
stitution has been very slow and partial even though the institutions have long
expounded the need for more sensitivity to political constraints. That said, other
exigencies forced a change in strategy by the end of the 1980s.

A Growing Problem within the Institutions

By the early 1990s the strategy vis-à-vis the poorest, most indebted countries was
not working. Debt levels and debt service payments were continuing to increase.
In spite of debt rescheduling and reduction efforts, the debt stock of most ESAF-
supported countries had doubled between 1985 and 1995, current account
deficits had seen little reduction, and savings performance had been disappoint-
ing (IMF External Evaluation 1998, 23). Overall, to adapt the words of histo-
rian Harold James, the experience of the IMF and the World Bank with Africa
had been “profoundly dispiriting, disappointing, and disillusioning” (James
1996, 543). So-called “structural adjustment with growth” was neither being
consistently pursued, nor was it leading to the promised growth and recovery.

In 1996 the Fund and Bank responded to the failure of the debt strategy in
Africa with the launch of the Heavily Indebted Poor Countries (HIPC) Initiative
to provide exceptional assistance to heavily indebted poor countries. To quote
the IMF: “For these countries, even full use of traditional mechanisms of resched-
uling and debt reduction—together with continued provision of concessional fi-
nancing and pursuit of sound economic policies—may not be sufficient to attain
sustainable external debt levels within a reasonable period of time and without
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additional external support” (IMF 2001d). Eligible countries were defined as
those facing an unsustainable debt burden beyond available debt-relief mecha-
nisms, and an established track record of reform and sound policies through
IMF- and World Bank-supported programs.

What brought about a new debt initiative? To some degree it was the NGOs
and critics of structural adjustment who shamed and pressured the most power-
ful G-7 governments into action in the early and mid 1990s, however, they had
an even stronger influence on the subsequent shift in policy. In the mid 1990s
their calls coincided with pressing practical exigencies, which began to force a
shift in the strategy toward the poorest countries.

Throughout the 1980s and early 1990s the G-7 blindly refused to accept that
many of their loans (both bilateral and multilateral) to the poorest and most
heavily indebted countries would never be repaid. Even in the face of figures
showing an obviously unsustainable debt burden and mounting poverty and dev-
astation, the G-7 continued to reaffirm a debt strategy that eschewed debt re-
duction and instead looked to indebted developing countries to reschedule their
debt obligations while pursuing stringent adjustment measures (G-7/G-8 Re-
search Archive at www.toronto.edu/g-7).

The only glimmer of a prospect for debt reduction was made in the Paris Club
forum for government creditors. In 1988 these official creditors agreed to
“Toronto terms” (followed up by successor “London terms,” “Naples terms,”
“Lyon terms,” and “Cologne terms”) laying out a menu of options through
which creditors could modestly reduce the debt service obligations of their poor-
est borrowers subject to stringent conditionality. The lack of greater action in re-
spect of the world’s poorest, most indebted countries stood in marked contrast
to the more decisive actions taken in respect of the middle-income, transition,
and emerging countries whose situations more directly impacted on the econo-
mies of powerful industrialized countries (Evans 1999, Serieux 2001, and see
chapter two).

Even the very modest reduction in debt service achieved by the Paris Club
through a lowering of the interest rate on rescheduled debt was vociferously op-
posed by several creditor governments, among whom a consensus had to be
reached in the Paris Club. Three arguments dominated negotiations. These would
recur throughout all debates on debt in the 1980s and 1990s.

A first argument against debt relief was that it was wrong to let countries off
paying. The sanctity of contracts had to be upheld, and not to do so would in-
vite other (e.g., middle-income debtors) not to repay. This was a principle par-
ticularly emphasized by Germany in negotiations.

A second argument against debt relief was that it would undermine IMF con-
ditionality by heralding incentives for failure.

A third argument against a new approach to debt was that creditors could not
afford the cost of debt reduction, particularly in the straightened circumstances
of the fiscally contractionary 1980s.

Against the arguments for not changing the status quo were the simple facts
that many debtors were not repaying their debts, nor meeting their IMF condi-
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tions. Furthermore, most creditors were being forced to extend new credit to
them anyway. Two British participants in negotiations among the G-7 recall hav-
ing laid out these arguments to other participants (Evans 1999, Lawson 1992.)

In practice even once the new Paris Club rescheduling framework was in place,
it did little to address the seriousness of the debt crisis in the poorest, most heav-
ily indebted countries. Under the Toronto terms creditors could reduce debt ser-
vice by about a third (this proportion increased under subsequent terms) by
choosing from a menu consisting of partial reduction, rescheduling, or resched-
uling in a way that would reduce debt. The debt figures from eligible countries
reveal that creditor actions under this agreement did little to moderate these
countries’ increasing debt burdens (see figures 6.1 and 6.2 above).

As countries faced mounting difficulties in meeting their obligations to the
IMF and World Bank (which if they failed to meet, would cut off funding), bi-
lateral creditors deferred repayments to themselves and essentially provided loans
to countries so that they could repay the IMF and the World Bank. Development
assistance budgets thus rapidly turned into funds being directed to the IMF and
World Bank. Zambia offers a good example of what was happening. Between
1991 and 1993 Zambia made a net transfer to the IMF of $335 million in an ef-
fort to pay past debts—a sum which Oxfam points out was equivalent to total
government spending on health and education (Oxfam 1996). Zambia was mak-
ing its repayments mainly from foreign aid. With a 14 percent current account
deficit, Zambia had zero debt servicing capacity. The $335 million earmarked for
debt repayments in 1993 was more than half of the $550 million or so pledged
to that country in development assistance over the same period.

The position of the IMF and World Bank was becoming less and less tenable
in the 1990s. Loans conditional on stabilization and structural adjustment had
not catalyzed new flows of finance nor growth nor better debt sustainability in
heavily indebted countries. Throughout the 1980s new loans and conditionality
had ensured that most poor debtor countries did not fall into arrears (as the IMF
terms it) or nonaccrual status (as the World Bank describes a country more than
180 days in arrears on its payments). However, as the debts of the poorest coun-
tries mounted and were gradually becoming dominated by their debt to the Fund
and Bank, the unsustainability of this debt ultimately risked eroding the institu-
tions’ own financial credibility.

As “preferred creditors,” the IMF and World Bank enjoyed being first in line
for repayment throughout the 1980s. Debtors had to repay them in full or face
being cut off from all other debt financing, including trade credits. Until 1984 the
IMF had only ever taken action on three cases of nonrepayment (Cuba, Egypt,
and Cambodia), all of which were due to powerful political circumstances
(Boughton 2001, chap. 16). The World Bank had never declared a member coun-
try in “nonaccrual status” until 1984.

In April 1984 the IMF faced three borrowers overdue by more than six months
in their repayments and a further eight overdue by at least six weeks (Boughton
2001, 757–846). In that same year, the World Bank placed Nicaragua in “nonac-
crual status,” and by 1989, nine countries with loans comprising 4 percent of the
Bank’s portfolio were in nonaccrual status (Kapur et al. 1997, 1058–73; McKen-
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zie 2002). Simply put, the institutions were beginning to face a debt crisis of their
own.

In the IMF by 1990, eleven countries were in protracted arrears (payments in
arrears for six months or more) to the tune of nearly 14 percent of outstanding
Fund credits (Boughton 2001, 764). In total, at the end of December 1998, some
forty heavily indebted poor countries had outstanding and disbursed debts of
US$39.247 billion to the World Bank group (mainly IDA), of which $746 mil-
lion were in arrears, and US$8.192 billion to the IMF of which US$1.660 billion
were in arrears (IDA/IMF 1999). Clearly both institutions now urgently needed
to reduce their nonperforming loans and thereby any risk to their own financial
credibility.

The arrears crisis initially brought out different responses in the Fund and
Bank. At first the IMF’s response to arrears—at the behest of its powerful share-
holders led by the United States—was to try to penalize countries in arrears
through both financial and nonfinancial means in order to deter countries from
not repaying. In 1985 the board raised the interest rate charged on outstanding
obligations (the “rate of charge”), thus passing the full cost of arrears onto all
borrowing countries making repayments. This was soon altered so as to pass the
extra cost directly onto those countries in arrears through “special charges.”
However, in 1986 a new burden-sharing arrangement was agreed in response to
the argument that the membership as a whole had approved arrangements that
had subsequently gone wrong and therefore the whole membership should bear
the cost. This paved the way for the Fund to work toward a more cooperative
strategy to help the arrears countries to return to a more sustainable course
(Boughton 2001, 812).

The World Bank at first muddled through in negotiations with countries in ar-
rears. It was able to use its concessional lending arm—the IDA—to disburse new
credits to severely indebted, low-income countries so as to ensure that they kept
up with their IBRD loan repayments. In several cases economic decline made non-
repaying borrowers eligible for such credits. In the short-term IDA became “a
means to bail out the Bank” (Kapur et al. 1997, 1067). In 1991 the Bank an-
nounced a new “carrot and stick” arrears policy. Countries would be encouraged
to keep repaying through a waiver of a part of interest charges on a year-by-year
basis. However, the payment deadlines would be tighter as would the penalties
attached to these deadlines (Kapur et al. 1997, 1064).

Throughout the 1990s the IMF and the World Bank fought to maintain their
preferred creditor status vis-à-vis private and official creditors. They also fought
a little with one another. The Bank worried that countries would use their loans
to repay the Fund, and the Fund worried that the reverse would happen. These
concerns led to detailed negotiations and agreements between the two institu-
tions regarding their respective roles in supporting and receiving payments from
borrowers in arrears (Kapur et al. 1997, 1071).

In summary, by the mid 1990s it was clear that the financial credibility of the
IMF and the World Bank could be threatened by members’ failure to repay. At
the same time, a small number of powerful member countries, urged on by an
active NGO campaign, were beginning to press for action to extend debt reduc-
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tion into the realm of multilateral debt. The United Kingdom, the Netherlands,
and the Nordic states in particular began arguing for a reduction in the debt owed
by the poorest, most heavily indebted countries to the IMF and World Bank. Op-
posing their stance (predictably given previous rounds of discussion) were the
United States and Germany.

The official positions of the Fund and Bank were extraordinarily conservative
at this point. The IMF remained resolutely opposed to relief in respect of debts
owed to it. In the World Bank, although some staff set up a taskforce that gave
a realistic appraisal of the urgent need for a radical new approach—and indeed
outlined one—they were blocked by senior management who opposed any change
in the status quo (World Bank 1995).

Inching toward a New Strategy

When the Heavily Indebted Poor Countries (HIPC) Initiative was launched in
1996, for the first time major creditor countries agreed that debt owed to the mul-
tilateral institutions by the poorest countries would need to be reduced. Nonethe-
less, the initiative was a poor and unworkable compromise reached among
creditor countries. To be eligible for relief, a highly indebted poor country had
first to undertake three years of structural adjustment (the technical conditions
of which were drafted by the Fund and Bank staff) and exhaust all traditional
debt relief, at which point the country could be considered for relief, which would
become available only after three more years of adjustment.

Like all its predecessor debt strategies, HIPC required heavily indebted coun-
tries successfully to undertake deep economic restructuring and long-term im-
provements in performance even as they continued to be hobbled by a crippling
burden of debt. To quote the IMF, countries had to tackle “the whole range of fac-
tors currently limiting their growth performance, including poor infrastructure,
the lack of effective policy making institutions, and governance problems” (IMF
1998b). As in the case of Senegal discussed above, to ask governments to do this
with no resources and in the context of hostile politics catalyzed by stabilization,
economic contraction, and increasing poverty was to ask the impossible.

Although unworkable, the HIPC initiative highlighted the three elements that
were required for a change in the debt strategy. First, there had to be new ideas
about how to reduce debt. Second, there had to be resources available to do it.
Third, there had to be a revision of conditionality to fit the new strategy.

New ideas were provided by technical work done by economists within the
Fund and Bank and other development agencies. In the words of a senior British
official engaged in the negotiations at the time: “Many of the individuals in the
institutions had come to the conclusion that debt reduction was needed. This was
not the policy of some key shareholders and therefore not of the IMF and World
Bank management, but the staff played important roles behind the scenes in giv-
ing support to the UK and other initiatives” (Evans 1999, 274). The new techni-
cal work opened up the possibility of a policy change. Once the technical basis
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for debt reduction was established, the Fund and Bank needed to resolve two fur-
ther issues.

The new debt strategy needed to be financed. One proposal was to use a reval-
uation of a portion of the IMF’s gold stocks. However, this was opposed by the
United States and also by Germany whose opposition led protesters to lay mock
gold bars outside the German embassy in London. The United States was reti-
cent in spite of the U.S. Treasury secretary’s repeated declarations of support for
HIPC (U.S. Treasury 1998a, 1998b). It would not be until 2000 that the U.S. ad-
ministration finally made its first ever request to the Congress to agree to a con-
tribution toward multilateral debt relief.

A final necessary element for a new debt strategy was to rewrite conditional-
ity. The existing approach was not working. However, its failure provoked two
different responses among economists within the Bank and Fund (as well as
among critics outside the organizations). Innovators argued that the institutions
should reconceive conditionality to ensure greater “ownership” by borrowing
countries. Traditionalists argued that the institutions simply had to be tougher in
applying existing conditionality.

When UK chancellor Gordon Brown proposed a review of HIPC in Septem-
ber 1998, the traditionalists feared that this would lead to wrong criticism or di-
lution of the institutions’ prescriptions. On this view, the continuing lack of
growth in Africa was not due to any problem with the content of conditionality.
Rather it was due to the failure of governments to restructure and provide in-
centives to the private sector. In the words of the World Bank in 1994, “Even
among the strongest adjusters, no country has gone the full distance in restruc-
turing its economy” (World Bank 1994, 1). The crisis in Africa was “predomi-
nantly a consequence of the failure of domestic policy and of the institutions the
state helped to develop and sustain” (Sahn 1994, 366). The solution lay in tough
love and the more stringent application of conditionality—as enshrined in the
1996 HIPC.

The weakness in the traditionalist approach was that it neatly split sound eco-
nomic prescription (the work of the Fund and Bank) from practical implemen-
tation and sustainability (the duty of the borrowing state). It sidestepped the fact
that regardless of who was to blame, Fund and Bank conditionality was simply
not working in Africa. By contrast, innovators, particularly within the Bank, be-
gan to open up and consider what this failure suggested about both the content
and the process of defining conditionality (World Bank 1996).

The New Strategy—A Revolutionized Washington Consensus?

In 1999 a new, enhanced HIPC was launched that would potentially affect some
thirty-four African debtors.4 It was heralded as “deeper, broader and faster” than
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the existing HIPC. It was faster in the sense that most countries would get relief
at an earlier point in the process. It was deeper because the amount of assistance
would be determined by their actual debt position at that time (the so-called “de-
cision point”) whereas previously, debt relief was based on a debtor’s projected
position at a later time (the “completion point”). It was broader because condi-
tionality would now be defined by a country’s poverty reduction strategy an-
chored by a “broad-based participatory process.” And where countries needed
more time to develop such a strategy, the initial relief could be based on an in-
terim strategy setting out their commitment to and plans for developing such a
strategy (IMF 1999c, International Development Association 1999 and 2002).

Change had to take place. By 1999 it had become clear that the 1996 HIPC
was failing. By 1999, the debt of HIPC-eligible countries had quadrupled (from
about $59 billion in 1980 to about $205 billion in 1999). On average, countries
now faced debt burdens more than four times larger than their export earnings,
and equivalent to more than their entire GDP (Birdsall and Williamson 2002).
These facts mobilized debt-relief politics in industrialized countries.

Throughout the 1990s many NGOs had been monitoring the work of the IMF
and World Bank and calling for more action on debt. However, in the late 1990s
they became better organized and visible, and began to mobilize serious levels of
public support on the issue. At the G-8 Summit in Birmingham in May 1998 an
astonishing seventy thousand Jubilee 2000 supporters formed a Human Chain
around Birmingham City Center urging the meeting of world leaders to forgive
the debts of the world’s poorest countries. As national and international media
covered the event, even its organizers were amazed by the number of people,
churches, charities, and civic organizations who had come out to demonstrate on
the issues of debt and poverty.

Capitalizing on their success, by the end of 1998 a high-profile NGO cam-
paign under the umbrella organization of Jubilee 2000 dominated the interna-
tional media debate about debt. Although they addressed themselves to the IMF
and World Bank, the real impact of their campaign was on voters within power-
ful creditor countries. “When a plea for debt relief becomes the common cause
of a coalition that embraces both the Pope and the pop world, creditors should
take notice,” wrote the Financial Times in their leader of 17 February 1999. “The
case for appropriate and radical action,” the newspaper continued, “is com-
pelling. Debt servicing imposes an impossible burden, particularly in Africa.
Mozambique spends more on repaying debt than it spends on health: this is a
country where one in five children die before the age of five. In Tanzania, pay-
ments consume more than the entire primary school budget” (Financial Times 17
February 1999, 21).

Creditor governments had rejected multilateral debt relief for both ideologi-
cal and financial reasons. Ideologically, opposition focused on the adverse con-
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sequences of weakening contractual obligations undertaken by borrowers and on
the impossibility of ensuring that relief would be well used. This was memorably
expressed by Senator Phil Gramm:

It is a pretty hard sell to talk about forgiving billions of dollars of debt to countries
that borrowed money from us and, in too many cases, simply squandered or stole
it, and now they do not want to repay it. They riot, they protest, they demand, but
those things do not work in College Station, Texas. In College Station, Texas, when
you borrow money from the bank or finance company or from your brother-in-
law, you are expected to pay it back (Gramm to U.S. Senate 18 October 2000).

In the upper echelons of the IMF and World Bank, this argument had its at-
tractions but it was being rapidly superseded by the simple fact that large amounts
of debt on their books were now recognized as unrepayable—putting at risk the
financial solidity of the institutions. And among the wider public within industri-
alized countries the argument for “no relief” was rapidly losing sway.

In industrialized countries, opponents to debt relief soon found that they were
losing the argument to a groundswell of public opinion. In late 1998 the new cen-
ter-left government in Germany turned around that country’s traditional oppo-
sition to debt reduction, and let it be known that debt relief would be showcased
at the G-8 Summit to be held in Cologne in 1999 (Elliott 1998). Tellingly, no
fewer than five of the eight countries attending the Summit produced debt relief
proposals (Chote 1999).

In the United States, as Senator Biden would later declare to the Senate, the
campaign to reduce debt drew together right-wing Christians such as Reverend
Pat Robertson and left-wing legislators such as Maxine Waters (Address in the
U.S. Senate, 12 Oct 2000). In a more complaining tone in his closing remarks to
the 106th Senate, Senator Phil Gramm declared, “I had a group of holy people
come to my office the other day to lobby for this debt forgiveness. I do not think
since Constantine the Great called his ecumenical council in Nicaea has there
been a larger gathering of holy people in one place than the people who came to
see me about supporting debt forgiveness” (U.S. Senate, 18 October 2000). The
impact of public pressure such as those faced by Senator Gramm helped to un-
block a new approach.

Public pressure on the debt strategy focused on two features that would shape
a new approach. The first was poverty reduction. The original HIPC had mainly
left poverty alleviation to other agencies and processes, requiring only that the
international financial institutions monitor progress toward the OECD 1996 De-
velopment Assistance Committee goals of poverty reduction and social develop-
ment. The old approach reflected the view that poverty alleviation was best
“supported by the international community through various instruments, in-
cluding lending, policy dialogue, and social expenditure reviews” rather than
through explicit IMF and World Bank programs (IMF 1998b). The enhanced
debt relief initiative changed this.

In 1999, the IMF joined the World Bank in voicing a new focus on poverty,
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recognizing “increasing evidence that entrenched poverty and severe inequality
in economic opportunities and asset endowments can themselves be impediments
to growth” (IMF 1999c). In large part the new focus on poverty was a direct re-
sponse to the concerns of people and governments within industrialized coun-
tries. Two decades of indebtedness in Africa had exacerbated poverty within the
poorest countries. Any new debt relief initiative would have to demonstrate that
it was attempting to remedy this.

The second new element of the enhanced strategy was its explicit commitment
to let countries and their peoples “take the lead.” Bank and Fund conditionality
was to be based on strategies developed locally with the active participation of
civil society and NGOs as well as donors and international institutions. The key
concepts driving the new process would be “participation” and “ownership.”
“Participation” captured a new “on-the-ground” approach to working with lo-
cal communities and nongovernmental organization. This mirrored what was
happening in Washington, D.C., as more NGOs became involved in input, ad-
vocacy, and the monitoring of results of HIPC.

“Ownership” captured a rethinking being undertaken within the Bank and
Fund as to how each might improve the commitment of governments to reform
and thereby the effectiveness of conditionality. It dovetailed with a public anxi-
ety about the institutions imposing harsh terms on governments. The new em-
phasis on ownership permitted the institutions to respond both to critics of their
harshness and critics of their ineffectiveness.

The role of NGOs in influencing the debt strategy was significant. From 1998
onward large well-organized NGOs (mostly from industrialized countries) suc-
cessfully carved out a place for themselves in the official review of HIPC. Their
campaign for debt reduction targeted both the IMF and the World Bank, accus-
ing the institutions of failing to listen or heed the views of people within the most
indebted countries. Many NGOs presented themselves as proxies for otherwise
marginalized people, at least in negotiations at the international level. In this role,
they played a very active part in the review of HIPC. To cite a joint report of the
Fund and Bank:

From the very beginning the HIPC process has benefited from consultation with
civil society in all parts of the world. . . . Recently, a number of organizations have
produced detailed and insightful analyses on the HIPC Initiative and debt relief
more broadly. We want to build on this existing consultative process as we carry
out this year’s comprehensive review. (IMF 1999c)

The Fund and Bank proceeded to formalize the input of NGOs in the 1999
review, creating a broad-based consultative exercise managed at the headquar-
ters in Washington. This shaped the rhetoric of the enhanced debt strategy. It also
further established a pattern of engagement with NGOs—whether at headquar-
ters in Washington or in the field—in formulating poverty reduction strategies.

For the Bank and Fund as institutions (i.e., for their management and staff),
the new participatory approach had direct political benefits. Increasing openness
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to NGOs both softened critiques of the organizations and enhanced the leverage
of management over the creditor governments in which most of the powerful,
well organized, and mobilized NGOs were based. Robert Wade proposes to us
that the new alliance “may be understood, in part, as an attempt to build a broad
constituency of support precisely so that the Bank is not completely beholden to
the U.S. government and a narrow range of US ‘gotcha’ NGOs” (Wade 2001).
However, as Wade goes on to note, much of the new alliance and broadened Bank
agenda was “largely rhetorical and aimed at satisfying external Part I [i.e. cred-
itor] entities rather than intended to have any effect on the goods and services de-
livered to the borrowers in return for loans” (Wade 2001).

A second effect of the new alliance with NGOs is that it boosted the resources
available for the institutions to use in implementing the new debt strategy, as the
World Bank heralds on its website:

In 1999, the Jubilee 2000 global coalition and hundreds of other interested NGOs
participated with the Bank in a six-month review of the HIPC Initiative. The con-
tributions to the HIPC review from civil society directly resulted in the doubling
of debt relief pledged by international creditors, accelerated implementation, and
the linking of relief to poverty reduction strategies. (www.worldbank.org)

At the global level the new participation of NGOs opened up the debate about
debt relief and mobilized political support in industrialized countries, forcing
governments and the international financial institutions to engage with a wider
audience and a wider range of interlocutors.

At the national level in borrowing countries, the participation by NGOs pro-
voked a new debate about who participates and why in IMF and World Bank
consultations and public outreach exercises. Critics argue that a very selective
process of engagement has emerged that privileges some groups over others and
too often bypasses the broader “civil society” (Scholte 2001). A second criticism
is that too often the new participation excludes or marginalizes existing political
institutions such as political parties and parliaments (Eggers, Florini, and Woods
2004). The growing antagonism between Southern and Northern NGOs, and in-
deed the intense suspicion on the part of Southern governments of Northern
NGOs, exacerbated these problems.

The other key element of the enhanced HIPC was “ownership,” a concept that
emerged from several in-house studies and external evaluations undertaken in
both the IMF and the World Bank that detail the degree to which traditional con-
ditionality was not working. “Improving ownership” was seen as a way to 
ensure greater national commitment for policies and increasing public account-
ability through policy debate and better monitoring of expenditure and out-
comes.

The clearest expression of the new ownership approach lies in the 1997–98
World Bank’s Comprehensive Development Framework (CDF), although there
had previously been significant informal discussion about ownership, both
within the Bank and even more so within the DAC and donor community. For
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example, the “radical” initiative on aid relationships in Tanzania, which centered
on ownership, and in which the Bank was directly involved, preceded the CDF.
Within the IMF, rather a latecomer, the ownership issue received a significant im-
petus from the external ESAF review. Drawing on earlier research into the Bank’s
relations with its borrowers (World Bank 1989f, World Bank 1996b), the CDF
aimed to “put the country in the driver’s seat, both ‘owning’ and directing the
policy agenda, with the Bank and the country’s other partners each defining their
support in their respective business plans.” The key was to find “mechanisms to
bring people together and build consensus.” The Bank’s role would be to sup-
port the process, which would forge stronger partnerships allowing for strategic
selectivity, a reduction of wasteful competition, and an emphasis on the achieve-
ment of concrete results (World Bank 2001b).

The rhetoric of ownership is powerful. Much more difficult has been practi-
cal clarification of how to operationalize and muster strong staff support for the
new approach. In its early renditions, increased ownership was frequently un-
derstood by staff to mean that they should better explain conditionality and its
rationale to local groups (Piciotto and Weaving 1994). In respect of its poorest
borrowers, the Bank’s own findings highlight serious difficulties in attempting to
alter its policies and its modus operandi (World Bank 2002c). In spite of these
problems, the most recent study of the Bank’s evaluation department provides
empirical evidence of why greater ownership will lead to more effective devel-
opment assistance (Operations Evaluation Department 2003).

For the IMF the new participatory approach to negotiating conditions for debt
relief posed a yet more substantial challenge. The institution voiced its desire “to
be ready to assess new approaches and to recognize and support a healthy process
of experimentation and innovation. Fund staff will be open to considering alter-
native adjustment paths, taking into account their impact on the poor” (IMF
1999c). However, this would always be difficult for an organization used to mon-
itoring concrete specific actions through intensive internal review processes. The
new framework called for a more fluid approach and one that required the in-
stitution to balance several competing “key features.” The Fund would have to
narrow its approach to ensure more selective structural conditionality and more
emphasis on measures to improve public resource management and account-
ability. At the same time, however, the framework calls on the Fund to broaden
its approach so as to embed poverty reduction in overall strategies, ensure bud-
gets are pro-poor, and undertake social impact analysis. The IMF, with its em-
phasis on fast crisis response, is bound to have a great deal more trouble with
participatory processes (Boughton and Mourmouras 2002).

At a more general level, ownership poses a larger challenge to both the IMF
and the Bank, requiring them to undertake a degree of self-denial—to facilitate
specific outcomes but at the same time to abjure from imposing conditionality.
To sharpen up their expertise but to hold it back in preference for the new
broader, country-based, participatory approach to designing policies. Fund staff
speaking to assessors of the new initiative voiced fears that in the end this trade-
off is one of “ownership” versus “quality” (Adam and Bevan 2001, 4). In prac-
tice, however, the result has been to change little.

172 T H E  G L O BA L I Z E R S



The Impact of the New Strategy

In 2003 the Jubilee Research group described the progress of HIPC as “glacial,”
referring to the fact that only eight countries (rather than a projected twenty-one)
had reached completion point and therefore benefited from stock-of-debt reduc-
tion (Jubilee 2003). According to the IMF and the World Bank, two obstacles
have rendered progress very slow. First, there has been a lack of adequate fund-
ing for the initiative. Creditor governments have failed to convert support for the
initiative into “firm commitments” and to provide adequate “topping up” fund-
ing to increase debt relief, especially since so many HIPC countries are suffering
from the global economic downturn and a fall in commodity prices (International
Development Association 2002). Furthermore, many countries need further grants,
particularly the most vulnerable countries, some of whom are too far in arrears
and too conflict-affected even to qualify for interim assistance.

Critics argue that the Fund and Bank could themselves put more of their re-
sources into debt relief—net income from the Bank and gold sales from the Fund
(Jubilee 2003). The Bank and Fund respond that this would weaken their ca-
pacity to provide financial support to low-income countries, including the HIPCs
(International Development Association 2002). It would also cast some of the
costs of debt relief onto their borrowers.

The lack of committed funding to debt relief means—to cite a report by the
Bank’s operations evaluations department—that the Fund and Bank cannot hope
to improve both debt sustainability and poverty alleviation in the most heavily
indebted countries. Debt sustainability requires redesigning the ways resources
are delivered to countries—something the institutions can do. Poverty reduction
requires increasing the resources delivered to poor countries—for which the
Fund and Bank must rely on other aid flows (Operations Evaluation Department
2003, 57). On this logic, the enhanced debt strategy is a less radical revision than
it seems. Constrained by resources, the Bank and Fund must still rely heavily on
indebted countries “adjusting” so as better to be able to service their debts and
invest in poverty alleviation.

A second reason for the slow progress on debt relief lies in the conditionality
attached to HIPC. The new conditionality requires countries to produce a
poverty reduction strategy in a consultative and participatory way. Where this is
difficult, countries can use an interim procedure to access relief. However, the old
conditionalities must also still be met. In the absence of much greater funding,
adjustment is still the mainstay of the debt strategy. And this continues to be dif-
ficult and contentious.

To qualify for debt relief, countries are required to meet macroeconomic tar-
gets in respect of inflation, fiscal balance, and their external position, as well as
to implement structural and sectoral reforms (IMF 2001e). Critics accuse the IMF
of applying these targets to crisis-ridden countries with far too great a vigor. They
argue that the Fund is forcing countries off-track for debt relief by applying
overly conservative fiscal targets and focusing too much on privatization in the
conditionality attached to HIPC. Some fourteen of the nineteen program coun-
tries in the HIPC process have fallen “off track” at least once (Jubilee 2003, 3).
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To some degree the institutions’ own review tells a similar rather pessimistic
story. Summarizing the experience of HIPC-eligible countries, the staff of the IMF
and World Bank detail slippages in fiscal policy and delays in structural reforms
and privatization measures to explain why several countries, such as Ghana,
Malawi, the Central African Republic, Senegal, Rwanda, and Tanzania, have
been slow in qualifying (IMF/World Bank 2002).

A fundamental question here is whether the conditionality—for these coun-
tries at this time—is right. Or, more pointedly, what explains the priorities re-
flected in the ongoing conditionality? Does it reflect the needs and economic
conditions of each country? Or is it being overly shaped by the resource con-
straints of the institutions?

The enhanced HIPC promised a new process for fashioning conditionality—
one that focused on participation and ownership. Yet, the evidence suggests that
in practice little has changed. Take two countries discussed earlier in this chap-
ter—Senegal and Zambia. Each has run into difficulties in its path toward eligi-
bility for debt relief. In Senegal the IMF and World Bank write that external debt
stock indicators have worsened significantly as a result of lower export projec-
tions than anticipated and that progress in economic reforms has been slow (In-
ternational Development Association 2002, 65). Particular sticking points in
Senegal’s performance have been in respect of privatizing the peanut industry and
privatizing and deregulating electricity.

About Zambia the institutions are more sanguine: “All structural performance
criteria and benchmarks were met” they announced in 2002 (International De-
velopment Association 2002, 69), heralding the government’s commitment to a
speedy privatization of the Zambia National Commercial Bank (ZNCB) in a later
press release (IMF 2002). However, low world prices for copper and the closure
of mines in Zambia have meant lower export earnings in Zambia and therefore
an ongoing unsustainable burden of debt.

Instantly recognizable in the cases of Senegal and Zambia are two factors that
have marked Africa’s last two decades: the devastating impact of external factors
and in particular lower world prices and markets in commodities; and the un-
abated continuation of structural conditionalities whose urgency, sequencing,
and efficacy in countries facing extreme economic (and often political) crisis are
at the very least a matter of debate. The argument is not that in the abstract struc-
tural adjustment is wrong. It is that countries suffering extreme political and so-
cial stress do not enjoy the conditions necessary for all such reforms to be
beneficial. These pre-conditions include the core infrastructure, political capital,
and transparent, effective institutions, which are necessary in order to proceed
with wholesale programs of privatization and liberalization.

In conversations with country experts in both the IMF and the World Bank,
it is clear that many staff in both institutions know this. There has doubtless been
a great deal more rhetoric about ownership than actual change in practices. How-
ever, there have been some significant changes by donors at the country level
where an increased proportion of aid from some countries is taking the form of
budget support or sectoral programs. For example, the UK Department for In-
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ternational Development reports that some 15 percent of its bilateral aid pro-
gram is being disbursed in budget support and other forms of program aid (DFID
2004a, 117–18 and 162–63). Furthermore, at least in respect to some countries,
there is an improvement in donor coordination (Renzio 2004, OECD/DAC
2004). However, there are larger institutional imperatives, which prevent the core
approach from changing.

What Is Driving the IMF and World Bank?

Three obvious tensions arise out of the way the Bank and Fund might adapt to
better achieve their mission in Africa. Each takes us back to the institutions’
sources of power and autonomy explored in the first two chapters of this book.
In the first place, each institution has long relied on its specialist “expertise” as
a rationale for conditionality and as a source of influence in persuading govern-
ments to undertake reform. In giving advice, experts in each institution face very
powerful incentives not to deviate from standardized prescriptions. The more
standard the template of conditionality they negotiate, the less any individual
staff member will have to justify his or her actions. It is a risk-averse strategy for
staff whose time is short and whose expertise is more theoretical than empirical.

Equally, for each institution a template makes life easier. It makes it easier to
claim that all borrowers are being treated equally. Furthermore, the closer the in-
stitution’s advice reflects a consensus among professional economists, the easier
it will be for the institution to justify its prescriptions in terms of specialist ex-
pertise. All of this will be threatened if ownership and participation were gen-
uinely to take hold in the modus operandi of each institution.

A genuine local ownership of policies, resulting from broad local participa-
tion in Africa, would likely produce more complex and diverse policy packages.
The Bank has recently noted the tension “between the Bank’s country focus and
its implementation of more comprehensive and rigorous operational standards”
(World Bank 2002b, vi). Taking steps away from their professionalized economic
expertise takes each institution into uncharted territory—not just as economists
but also as institutions with norms, practices, and structures, which have devel-
oped because they are useful to the institutions.

A second tension in the new mission in Africa takes us back to the financial
structure of the Fund and Bank and the nature of lending they undertake. Insti-
tutional reform and poverty alleviation take considerably longer to achieve than
the kinds of macroeconomic and microeconomic structural adjustment measures
that have been promulgated in conditionality to date. The ESAF review discussed
above demonstrated that the institutions tend to focus their energy and hard con-
ditionality on short-term monitorable targets rather than broader long-term
goals.

A new broader mission in Africa, which strengthens the processes of decision-
making rather than just focusing on targets, will be much more difficult to im-
plement, measure, and monitor. Institutional change, degrees of participation and
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ownership, and poverty alleviation are all multifaceted and complex goals. A re-
cent study of the “new approach” to IMF conditionality found that the new
poverty reduction strategy papers “have tended to be rather general, weakly pri-
oritised and of variable quality” (Killick 2002).

The essential question is whether short- and medium-term conditional fi-
nancing instruments can achieve the longer-term goals of the IMF and the World
Bank. If they cannot, the institutions need to retool or to delegate to other insti-
tutions better placed to undertake the longer-term mission.

A third and final tension in the IMF and World Bank’s mission in Africa is that
between “borrower ownership” and “donor control.” The aid community is now
discussing longer-term and more concessional lending or grants that will not nec-
essarily be channeled through the Fund or Bank—such as the Global Fund for
AIDS/HIV Tuberculosis and Malaria and the new Millennium Challenge Ac-
count. The contradiction arising from these new funds is that they offer yet 
another donor-controlled modality of development assistance. Just as some econ-
omists are drawing the lesson from debt relief that aid works best where it is 
fungible (Birdsall and Williamson 2002), the new “global fund” model of gov-
ernance proposes assistance that is less fungible and more highly directed and
controlled by international donors. Indeed, policymakers within Africa have 
argued that this new approach further hollows out any possibility of genuine par-
ticipation or ownership in the budgetary process within countries (Tumusiime-
Mutebile 2002).

The Bank and Fund risk being caught somewhere between their new mission
and a new model of financing development. Their new mission attempts to inject
enhanced participation and ownership into their work and necessarily devolves
(or will in the future devolve) responsibility and control to borrowers. Yet the
new model of development funding injects greater donor control or at the very
least greater donor scrutiny of “concrete, provable results.”

The problem for the Fund and Bank is this. They are under increasing pres-
sure to demonstrate results. This is captured in the ferocious critiques of the in-
stitutions mounted both by the U.S. Congress through a commission it appointed
in 2000 (Meltzer Commission 2000) and by the remarks of the then-incoming
U.S. secretary of treasury Paul O’Neill (Blustein 2001b). Yet their mission is be-
ing rewritten to set goals that are, by definition, more difficult to evaluate and to
prove successful.

A final comment needs to be made about the relationship between the IMF
and the World Bank. The new debt relief initiative has brought the Fund and
Bank into greater areas of potential conflict with one another. As had occurred
before, the respective roles of the IMF and the World Bank had to be very care-
fully negotiated and elaborated (a proposal for them to work together on joint
programs had failed to gain support). The documentation about HIPC subtly re-
veals the tension between the institutions. To quote the Fund’s definition of their
relationship:

The staffs of the Fund and Bank will need to cooperate closely and seek to pre-
sent the authorities with a coherent overall view, focusing on their traditional ar-
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eas of expertise in line with past agreements between the two institutions. . . . In
order to fulfil their role in assisting in preparation of the macroeconomic strategy,
the Fund staff will need to be able to interpret the work of the Bank and other in-
stitutions. However, consistent with the views of the Board, the Fund staff will not
attempt to supplement or substitute for Bank work in poverty analysis or the de-
velopment of social policies. (IMF 1999c)

In substance the World Bank has been assigned to take the lead in advising
countries on the design, cost assessment, and monitoring of poverty reduction
strategies; the design of sectoral strategies and structural reforms such as priva-
tization and regulatory reform; the strengthening of institutions including public
expenditure reviews; and the provision of social safety nets.

The IMF’s role is to lead in its traditional areas of responsibility such as in pro-
moting prudent macroeconomic policies, structural reforms in areas such as ex-
change rate and tax policy, and issues related to fiscal management, budget
execution, fiscal transparency, and tax and customs administration. The division
of labor leaves many areas of overlap, mostly notably in governance issues such
as “establishing an environment conducive to private sector growth,” trade lib-
eralization, and financial sector development.

Beneath the polite language of collaboration, liaison between the IMF and the
World Bank was found to be “seriously deficient” in the external evaluation of
ESAF (IMF External Evaluation 1998, 34). The expert reviewers found that as the
Fund broadened its agenda into areas of the World Bank’s expertise, it was still
not working closely with the Bank on the ground. While “expressions of good-
will” abound, no attempt had been made to undertake the “major institutional
change” necessary if technical advice were to be improved. Indeed, they found 
no evidence of even the minimal requisite formalization of procedures for cross-
institutional teamwork and decision rules (IMF External Evaluation 1998, 34).

The IMF and World Bank have found it extremely difficult to facilitate success-
ful economic growth, development, and policy reform in line with their condi-
tionality in Africa. This is puzzling from the outside because the institutions look
very powerful vis-à-vis Africa. They have leverage due to their resources and
knowledge. Their borrowers in Africa are among the least likely to have access
to alternative sources of finance. Powerful shareholders are less likely than else-
where to override the authority of the institutions to meet their own geopolitical
goals. In sum, Africa is the one region in which we might expect the staff of the
institutions to act relatively independently of the ideologies and preferences of
the most powerful member states. Under these conditions, the technical exper-
tise and research of the IMF and the World Bank might well be expected to come
to the fore.

The experience of sub-Saharan Africa highlights weaknesses within the inter-
national financial institutions. Those weaknesses cannot all be attributed to po-
litical pressures from outside. In Africa countries seem to have been poorly served
by the research and lending practices of the Fund and Bank. The most recent eval-
uations undertaken by the World Bank staff and the IMF’s independent evalua-

M I S S I O N  U N ACCOM P L I S H E D  I N  A F R I CA 177



tion office highlight the shortcomings of their respective missions to date (Inde-
pendent Evaluation Office 2002, World Bank 2002c). Too often specific policy
advice has been fashioned according to easy blueprints rather than hard re-
search—ideological presumptions rather than tested theories. Certainly the in-
stitutions have had limited resources with which to fashion policies for poor,
indebted countries. But even within those constraints, it would seem that they
economized on staff time in designing programs for their most needy borrowers,
they were very slow to seize and shape the issue of debt relief in respect to sums
owed to themselves, and most poignantly of all even after two decades of en-
gagement their main borrowers in sub-Saharan Africa seem no closer to the
promise of economic growth, and are still highly indebted to the IMF and World
Bank. This experience, set alongside that of emerging market economies such as
Mexico, and transition countries such as Russia, discussed in earlier chapters, ne-
cessitates consideration of how each institution could be reformed.
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Chapter 7

REFORMING THE IMF AND WORLD BANK

The IMF and the World Bank are extraordinary international institutions.
Their money, remit, and expertise endow them with a power about which other
international organizations can only dream. The fact that they are automatically
funded and earn income from their lending and investments gives them a degree
of independence unrivaled by other institutions. They exist to foster global mon-
etary cooperation and financial stability, facilitate international trade, promote
high employment and sustainable economic growth, reduce poverty, and improve
the living standards of people in the developing world. They can pursue these
aims through lending and conditionality as well as through research. They em-
ploy the largest number of applied economists of any institution in the world, ag-
gregating an awe-inspiring bank of economic data and applied research.

Critics assail the IMF and World Bank from all sides. They accuse the institu-
tions of being U.S. dominated. They charge them with peddling poor quality eco-
nomic advice. Each institution is indicted for supporting or even promoting
corrupt and oppressive regimes. This chapter reviews and builds on the evidence
assembled in this book. It argues that the work of the Fund and Bank is affected
by the preferences of their most powerful members, by their own bureaucratic mo-
tives, and by politics within countries with whom they work. They are not purely
technical institutions. Economists are naïve to assume that the Fund and Bank
would work better if they were insulated from the hurly burly of politics. The
agencies cannot escape the political decisions and debates they sit within. What
would make them more effective is a governance structure that better mediated
the competing interests they face. This chapter seeks to lay out that structure.

What Drives the Institutions?

Three forces drive and shape what the IMF and World Bank try to do. First, there
are the interests of their most powerful member countries—very much led by the



United States. Powerful countries define the outer perimeter within which each
organization works. Often, this means particular agencies within a powerful
country—such as the U.S. Treasury. This sets down a general direction for 
the institution, but seldom defines the detail of what each of the IMF and World
Bank do.

The second set of forces is economic ideas, fashions, and orthodoxies, as
shaped by the needs of each institution. The well-known Washington consensus
is one example. Fiscal and monetary prudence were bastions of a consensus
emerging in economics as well as in politics by the end of the inflation-prone
1970s. For the IMF, this offered a clear starting-point for dealing with the chaos
of the debt crisis. For the World Bank, the consensus on adjustment through pri-
vatization, deregulation, and sectoral reform did the same. It offered a condi-
tionality-heavy but relatively resource-light way to deal with a large number of
member countries in crisis at the same time. The alternatives would have required
more staff effort and time, more resources, and greater political largesse on the
part of major shareholders.

The third set of forces is bureaucratic. They take us into the offices of the staff
and management to discover pressures and incentives within which they work.
In the World Bank a disbursement culture has long prevailed for the obvious rea-
son that it is IBRD lending which sustains each institution. Staff are rewarded for
lending more not less. In the IMF staff face pressures to come up with programs
that are approved not just by their senior managers but by the borrowing gov-
ernment. The way to achieve this is to maximize the amount that can be lent by
massaging growth projections and the link to make a larger loan possible.

Other pressures shape the detail of the work. Consider the individual staff
member sent to a faraway country to negotiate loan conditions. He or she could
attempt an altogether innovative approach that drew on local customs and cir-
cumstances. But that would be both time-consuming and risky. It would attract
considerable scrutiny and questioning by senior managers and the Board back 
in D.C. If things went wrong, the individual designer would be held to account.
By contrast, if the staff member simply replicates what the organization has 
done in all other countries, the program becomes collectively the organization’s 
responsibility.

Traced through time, the three forces shaping the IMF and World Bank ex-
plain how and why each organization has developed a particular mission. Chap-
ter 1 began this journey depicting agencies born in the cauldron of the Second
World War, delivered by statesmen who dramatically rewrote the rules of eco-
nomic cooperation among states. The result was not simply a projection of U.S.
interests. A powerful set of ideas and circumstances informed a bold new model
which accorded the institutions important degrees of independence. Over time
that independence has eroded. The IMF and World Bank have come under in-
creasing U.S. influence. Yet political differences within the United States and un-
certainty about how best to achieve the goals of each institution have opened up
scope for other factors to shape the work of the IMF and World Bank. Prime
among these is the study of economics, as explored in chapter 2.
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Economics does not give perfect answers to how governments should run
economies. The growth of any economy depends heavily on its vulnerability to
shocks, many of which lie beyond its control—exchange rate movements, com-
modity price shifts, private capital movements, the weather and natural disasters,
and volatile aid flows. Equally, the effects of economic policy depend on the na-
ture of a country’s infrastructure and industrial capacity, and the state of its po-
litical institutions. Yet since at least the 1980s the IMF and World Bank have
promulgated a relatively simple answer to what government should do, and that
is to stabilize, liberalize, privatize, and deregulate.

The advice and policy prescriptions of the IMF and World Bank have not
emerged as a result of pure economic research and debate. Rather, the institu-
tions have adapted economic ideas to fit their available resources and instru-
ments. Facing new challenges, each institution has dashed in using tools already
at hand. Necessarily, each has left behind economic theories or policy prescrip-
tions which would require greater resources or a different expertise. This greatly
narrows the consensus forged within the institutions and used to prescribe con-
ditionality for countries. In turn, the narrow consensus can become a trap for the
institutions, creating fertile conditions for groupthink and a fixation on a partic-
ular interpretation of events, screening out alternative scenarios and thereby fail-
ing to foresee crises.

On the other side of the work of the IMF and World Bank lie member gov-
ernments with whom they must work. Developing, transition, and emerging
economies all borrow from the institutions. Chapter 3 explored the ways the
Fund and Bank coerce or persuade able and willing interlocutors in these coun-
tries. In respect of needy governments, they have considerable bargaining power.
Each institution can lend or withhold resources, disburse or suspend payments,
and impose various forms of conditions. Yet influence depends heavily on
whether they can find and work with the right (as seen from the perspective of
the Bank and Fund) government officials.

Sometimes Fund and Bank officials find themselves working with sympathetic
policy-makers in borrowing countries who are willing and able to embrace at
least the main priorities preferred by the institutions. The willingness of inter-
locutors is influenced by their circumstances as well as their training and mind-
set. For example, in many countries the 1980s debt crisis helped to discredit
existing ideas about economic policy and demolished the resources necessary to
implement them. In that context, debtor governments sought new policies. The
so-called Washington consensus offered a solution that fit both within the im-
mediate resource constraint faced by governments and within international po-
litical pressures to which they were subjected. The consequence was an emphasis
on squeezing expenditure rather than more effective investment.

But not all governments implemented Washington consensus policies. Where
finance officials enjoyed power in a centralized government relatively insulated
from other political pressures, they had more scope to undertake reforms under
the tutelage of the IMF and World Bank. The prospects of change were yet greater
where the bureaucracy could be swiftly reconfigured to reflect new priorities. It

R E F O R M I N G  T H E  I M F  A N D  WO R L D  BA N K 181



is under these conditions that the international institutions have more influence.
But is this ideal?

All economic policy redistributes benefits, risks, and opportunities. Those who
win from a policy are always likely to argue that it is the optimal policy, best re-
flecting national interests. Losers will argue the opposite. The key question is who
should decide which measure is adopted? Some argue that expert economists
should decide. Indeed, in the same vein they argue that economic reform should
be pursued as rapidly as possible so as to forestall political mobilization against
change (Krueger 2004). Politics, in other words, should be kept out because it
mainly opens up opportunities for rent-seekers. In this view, the legitimacy of eco-
nomic policy should rest on its outcomes—such as economic growth.

The problem with the technocratic view is that it assumes that we know what
measures will bring about economic growth or indeed balanced growth—not in
a general way but in a specific way. Experts, in other words, have hard facts to
use in adjudicating among competing alternatives. Yet once economists step out-
side of pure theory they find it difficult to forecast the growth effects of compet-
ing policies (Helleiner 1982). In the Bank and Fund such forecasts are shaped not
just by poverty or distributional effects but by the institutional and political pref-
erences of powerful member governments. A clear example is IMF and World
Bank work in support of HIPC debt relief where staff take the amount of relief
as a given (i.e. what donors are prepared to put on the table) and then make
overly optimistic projections in respect to an indebted country’s macroeconomic
growth, tax collection, and fiscal balances to ensure that HIPC sustainability and
MDG criteria are met.

This pries open the question of legitimacy. It means that economic policy as
prescribed by the Fund and Bank cannot be justified in purely technical terms.
Not least because their work is at least partly driven by a political process within
each institution. Furthermore, the implementation of policies preferred by the
Fund and Bank relies on political processes within borrowing countries. These
cannot be wished away. Interest groups within countries often succeed in cap-
turing and distorting the way economic policy is implemented. In some cases this
occurs in precisely the political conditions favored by the Fund and Bank for
other reasons. The very same conditions that facilitate Fund- and Bank-favored
“rational economic policy”—centralization and insulation from politics—can
equally facilitate unbalanced policy capture by interest groups. In Mexico from
1982 to 1988, for example, private sector groups lobbied very actively to shape
trade liberalization (Kraemer 1995), and in some sectors they were joined by for-
eign investors to promote protectionist tariffs (Grether and Marcelo 1999). In
Russia, two notorious privatization programs were captured by powerful private
sector interests (Hellman 1998, Hellman et al. 2000, and see chapter 5).

Participation and political competition in economic policy does not prevent
corruption and inefficiency but it can make it more difficult to hide the “policy
capture” that so often takes place by powerful interest groups (Hellman 2000).
In more open and contested political systems finance officials can be subjected to
the scrutiny and constraints of party politics, electoral cycles, and widespread so-
cial debate and protest. This often thwarts the “rational” reform conditions sup-
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ported by the IMF and World Bank and marginalizes their influence. However,
the messy and complex processes of democratic decision-making at least provide
an imperfect and rudimentary form of political accountability.

At the core of a democratic political process is not simply the fact that gov-
ernments are elected. Rather, the ideal democratic decision-making process is one
bounded by agreed rules, usually including open consultation and deliberation
and fairness in procedure. The rules are enforced by institutions that hold poli-
cymakers to account, including public and legal bodies such as judges, courts,
ombudsmen, government auditors and evaluators, as well as private groups. Peo-
ple within the system may disagree with a particular decision and indeed bear
losses from it. However, a general belief in the legitimacy and fairness of the sys-
tem itself sustains it.

For the IMF and the World Bank open, participatory, and consultative deci-
sion-making processes open up a number of dilemmas. In their rhetoric both in-
stitutions have begun to shift their ultimate goals away from specific economic
measures and toward a broader vision of persuading governments to build bet-
ter and more accountable institutions of governance. Such a shift, however, has
some perverse implications for the institutions, as illustrated by the cases of Mex-
ico, Russia, and by the work of the IMF and World Bank in sub-Saharan Africa.

In Mexico up until 1994 the transformation of the economy was heralded by
many as an exemplar of how the Washington consensus might be applied. As doc-
umented in chapter 4, a small group of Mexican policymakers worked very
closely with officials from the IMF and World Bank—including in secret meet-
ings and negotiations—to forge an agenda of reform that affected the whole
economy. The influence of the Bank and Fund was at a high point when inter-
locutors sympathetic to their agenda had consolidated a grip across the bureau-
cracy that ran Mexico. Subsequently, however, the realm of the economic
technocrats has been limited by democratization, which has brought to power a
mixture of opposition forces and breathed life into Mexico’s (previously rubber-
stamping) Congress. This has narrowed the power of the technocrats and with it
the influence of the IMF and World Bank.

Hidden yet further within the Mexico story is a recognition by both the IMF
and the World Bank that sometimes their analysis is not “first rate.” In inter-
views, IMF officials in the early 1990s argued that the IMF had to field its best
economists and advice in Mexico since that country’s officials were so highly
qualified. More recently, the World Bank has noted that in Mexico it has needed
to do “exceptionally good work, combining world-class international experi-
ences and analytical skills with deep knowledge of the country and its institu-
tions” (World Bank 2004d, 23). Later the same report speaks of the Bank having
more influence where it provides “first-class policy analysis” (World Bank 2004d,
24). Both the IMF and the Bank recognize that in some instances and in respect
to some countries their advice is not the best. This is borne out by evaluations
into their advice to Russia, and in their advice to some of the poorest African
countries where some of their least impressive technical work was proffered to
governments. This further erodes the claim that technical knowledge should su-
pervene over the democratic process.
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In Russia the institutions had a tough job. As instruments of a wider Western
agenda to stabilize Russia and support governments that were not hostile to the
West, both the IMF and the World Bank soon found their usual bargaining power
constrained by the political priorities of their most powerful members. Major
Western powers did not delegate tasks to the Fund or Bank in a clear-cut way. At
times the international financial institutions were expected to “do their job,” at
other times they were expected to tailor their work to secure political rather than
economic results. Little surprise then that many Fund and Bank staff believe they
would have been more successful had their conditions not been constantly di-
luted by special terms and exceptions made by the United States and others. Yet,
this is not obvious.

In Russia, as elsewhere, the Bank and Fund needed interlocutors who were
both ideologically willing and institutionally able to implement prescribed solu-
tions. But politically Russia was difficult. Although decision-making in Russia
was relatively centralized, as chapter 5 detailed, Yeltsin’s presidential style in-
volved constant trade-offs between Congress and executive. This gave little by
way of a constant platform to interlocutors most sympathetic to the IMF and
World Bank. On the roundabout of Russian “court politics” there was little the
international institutions could do to strengthen their position or that of the agen-
cies they were placed within. In that context, both the IMF and World Bank had
little leverage in Russia. Their loans at most tipped a couple of tactical battles
among the ruling policymakers.

But even had the Fund and Bank faced more propitious political circumstances
in Russia, were their prescribed reforms the right ones? Was each institution in
command of the best solutions, and were these solutions reflected in the condi-
tions applied in loans? Economists continue to debate which of the various al-
ternative policies might have had the best effects in Russia—there is evidence for
and against particular measures. What we can say is that Fund and Bank prior-
ities were not shaped purely by economic research and analysis. Policies were pri-
oritized by the IMF and World Bank according to political pressures, judgments,
and opportunities, as well as by institutional exigencies and resource constraints.
This severely dents the view that Fund and Bank conditionality is legitimized by
the fact that it represents the best economic solution and that which is most likely
to foster economic growth.

Unlike Russia, across countries in sub-Saharan Africa the IMF and World
Bank have had a freer hand to set conditionality and to use their bargaining
power with governments. For these reasons, the continent should be a showcase
for the technical expertise of the IMF and World Bank. Unlike Mexico and Rus-
sia, the country-level work of each international institution is not overridden by
threats to international financial stability or the need to stabilize a nuclear arse-
nal. Nowhere has good quality economic advice been more needed. Many
African governments have limited capacity to analyze global economic trends
and shocks, yet their economies are hugely influenced by such forces. The IMF
and World Bank also have a very strong bargaining position in sub-Saharan
Africa. Many borrowing governments face a disastrous external position and few
have other sources of finance. Bilateral aid flows have long tended to follow be-
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hind IMF and World Bank accreditation, loans, and programs. In brief, the Fund
and Bank have been powerful gatekeepers to all aid flows.

The experience of sub-Saharan Africa underscores deep challenges for the in-
ternational financial institutions. The Fund and Bank rely for influence on inter-
locutors who are both willing and able. Borrowers must be represented by
officials who are willing to take up and act on the priorities highlighted by the
institutions. And the relevant officials must have the political authority and ju-
risdiction to implement such measures. In Africa, as revealed in chapter 6, this
was often not the case. That said, a second powerful question arises: were the
prescribed reforms the right ones?

The countries of sub-Saharan Africa seem to have been poorly served by the
research and lending practices of the Fund and Bank. The most recent evalua-
tions undertaken by the World Bank staff and the IMF’s independent evaluation
office highlight the shortcomings of their respective missions to date (Indepen-
dent Evaluation Office 2002, World Bank 2002c). Too often specific policy ad-
vice has been fashioned according to easy blueprints rather than hard research—
ideological presumptions have triumphed over tested theories.

It is true that the Fund and Bank have limited resources with which to research
and fashion policies for poor indebted countries. The available data are often
poor, they have limited time, and a large canvass to cover. But even within those
constraints, it would seem that they economized on staff time in designing pro-
grams for their most needy borrowers. They were very slow to seize and shape
the issue of debt relief in respect of sums owed to themselves. Most poignantly
of all, even after two decades of engagement their main borrowers in sub-Saha-
ran Africa seem no closer to the promise of economic growth, and are still highly
indebted to the IMF and World Bank.

The experience in sub-Saharan Africa, set alongside that of emerging market
economies such as Mexico, and transition countries such as Russia, demands that
changes be considered. But what kinds of changes? The analysis of this book
highlights that hiring different economists to work in each organization would
change little unless the incentives within which they work are also altered. The
Fund and Bank adopt particular economic models and priorities as a function of
what is politically feasible, what is institutionally rational, and what is credible
based on the available resources from creditor governments. Like it or not the
process is influenced by politics within and outside of each institution. For these
reasons, we need to scrutinize politics within each organization and ask whether
it adequately balances competing demands and pressures from their various
stakeholders. The result of that political process determines in the end what each
institution does.

What Role for the IMF and World Bank?

Underpinning this study is a belief that the IMF and the World Bank can play a
useful and constructive role vis-à-vis the people represented by governments who
borrow from them. Yet much of the evidence assembled in this book demon-
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strates ways in which the Fund and Bank have failed their borrowers. Their ini-
tial degree of independence has seeped away. Their lending has become over-
priced and is often pro-cyclical, which means that instead of counterbalancing
the inflow and outflow of volatile markets, the IMF and World Bank loans are
often part of the herd. Their conditionality has been driven by political and bu-
reaucratic pressures more than by evidence and technical expertise. Their politi-
cal impact is often adverse. IMF loans are seen as protecting those responsible
for a crisis by postponing their day of reckoning. World Bank loans seem to pro-
vide ample space for vested interests in both rich and poor countries to pursue
private profit at the expense of public good.

Yet the IMF and World Bank have important tasks to complete. To date they
have successfully magnified and accelerated the expansion of global commerce.
Yet they were created to help manage and balance globalization, not simply to
accelerate it.

The Bretton Woods twins are public institutions. Their founding documents
direct them to ensure balanced growth, high levels of employment and income,
and the development of productive resources in all their member countries. Their
mission is to go where markets fail to reach, to intercede when markets fail, and
to mitigate the harsh effects of volatility in the global economy. Put in economic
terms, their role is to manage global externalities, and global and domestic mar-
ket failures. To this end, there are distinctive roles each can play.

The IMF in the Global Economy

The international monetary system is driven and energized by global capital 
markets. But those markets create externalities and sometimes fail in ways that
produce systemic risks, irrational behavior, contagion, spillovers from other
countries’ bad policies, and currency crises. All of these give governments strong
reasons to cooperate in order to mitigate their vulnerability. This implies several
roles for the IMF.

When a financial crisis explodes, the IMF has traditionally lent money and im-
posed conditionality on crisis-affected governments as a way to contain the cri-
sis. But it has been difficult for the Fund to find an even-handed way to intervene.
In the 1980s it only assisted countries that first paid their commercial creditors
in full. This cast the institution into the role of debt-collector. Subsequently the
institution is still searching for the right position even though it has now reversed
its policy not to lend to countries in arrears on their payments to private credi-
tors. A yet more fundamental constraint is that the resources the IMF can lend
to a crisis-stricken country are now dwarfed by massive and growing capital mar-
ket flows.

The solution favored by the management of the IMF is to increase the juris-
diction of the institution—to give it a central role in managing financial crises
based on legal powers rather than financial resources. Hence in 2001 the senior
management of the institution proposed a “Sovereign Debt Rescheduling Mech-
anism” which would permit a crisis-afflicted country to call for a standstill of all
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payments with support from the IMF (Krueger 2001). However, this approach
was firmly rejected by the United States (Taylor 2002).

A different role for the IMF in financial crises is advisory—offering member
governments advice about how to mitigate the effects of a crisis, including the
use of precautionary measures or capital controls. In the past this role has been
compromised by the institution’s failure to provide balanced advice. The Fund
has long been associated with pushing hard for members to open up to foreign
investment—or “capital account liberalization” as it is called. That policy in
some cases increased the vulnerability of member countries (Prasad et al. 2003).
It also made it taboo for economists within the institution to evaluate the poten-
tial use of limited capital controls or precautionary measures. The challenge for
the IMF now is for its members to formulate a clear policy in this area (Inde-
pendent Evaluation Office 2005). This is difficult in part because the institution
cannot afford to be associated with any automatic imposition of capital controls
(this would make it impossible to approach the Fund in a crisis). It is also diffi-
cult because there is a tradition of opposing capital controls among the staff.

A further advisory role for the IMF in financial crises relates to the institution’s
duty to ensure that governments are not forced to take measures destructive of
national prosperity (to quote the Articles of Agreement of the IMF). It is striking
that although the Fund has been involved in financial crises for over twenty years,
it has not analyzed how different macroeconomic responses to a crisis impact so-
cial distribution and recovery. Meanwhile, outsiders claim that countries taking
IMF advice and assistance do worse than countries who do not (Bordo and
Schwartz 1998 and 2000). The IMF could usefully deploy its impressive research
capacity and experience at least to begin collecting data that would help deter-
mine which crisis-management strategies might most mitigate the harshest social
effects of a financial crisis.

In theory the Fund is well-placed to offer its members a more effective system
of mutual insurance. For many emerging markets the current global monetary
system poses a sharp triple risk of exchange rate crash, a sovereign debt default,
and a domestic banking crisis. Some countries are attempting to protect them-
selves by building up massive foreign exchange reserves. In East Asia, for exam-
ple, by the end of May 2002, monetary authorities had doubled their reserves to
a level of some 38 percent of the world total and well beyond what standard 
monetary theory suggests they needed (Aizenman and Marion 2003). Since then,
reserves in Asia have doubled once again. The IMF foresees them reaching
US$1430.4 billion by 2005, up from a level of US$496.9 billion in 2002 (IMF
2005, 269).

The cost of self-insurance to Asian countries is very high. Less costly would
be for countries to offer one another mutual insurance (as occurs in monetary
unions or in bilateral swaps arrangements). However the most efficient way to
mutually insure would be across regions and countries, pooling different and less
correlated risks. The IMF offers a multilateral framework for such pooling. How-
ever, as the organization is currently structured it does not deliver.

In the IMF all members can draw automatically on the first tranche (25 per-
cent) of the quota they lodge in the IMF. These sums however are too small to
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make a difference to a country in a liquidity crisis. One way to increase available
resources would be dramatically to increase the IMF’s quotas so that countries
could draw automatically on a greater sum. Alternatively, the rules for drawing
on existing credit could be changed. Undergirding either idea, however, is an as-
sumption that members of the IMF share a confidence in the institution as a mu-
tual insurance scheme. In the absence of some radical changes in governance,
conditionality, and voting, such confidence is unlikely to emerge, especially from
East Asian countries who since 1997 seem to have opted to ignore the institution
rather than attempt to reform it.

Exchange rates are another neglected area of influence for the IMF. Exchange
rates were a primary reason for creating the IMF back in 1944. The Great De-
pression had provided ample evidence of the downside to countries competitively
devaluing with no restrictions. Yet the IMF has virtually no role in managing ex-
change rates today. It conducts surveillance, monitoring, and assistance in data
dissemination in economies around the world. However, it plays no role as an in-
dependent arbiter of what constitutes a fair exchange rate. This leaves individual
countries threatening trade sanctions and the like on the basis of their own uni-
lateral judgments about the exchange rates of others. More broadly, the lack of
multilateral coordination on exchange rates further exacerbates the pressures on
developing countries currently trying to negotiate the perils of a fixed or floating
rate.

Finally, in low-income countries as well as across all its membership the IMF
has a role as a standard-setter and adviser. In theory, it could deploy its research,
data, and expertise to assist members in identifying vulnerabilities and opportu-
nities they face regionally and internationally, and offer practical ranges of solu-
tions to those problems. Nowhere could this role be more valuable than in the
poorest, least resourced countries of the world. Yet these countries do not per-
ceive of the institution as experts to whom they can turn for practical, impartial
advice. They experience the IMF as an institution which sets down terms and de-
mands responses from them. As detailed in chapter 6, too often those terms have
been blanket market-opening targets rather than a sharing of experience and ad-
vice aimed at helping a government manage integration into the world economy
in a way which ensures a balanced and equitable pattern of growth within its
borders.

Fairly radical reform is required for the IMF to redirect its research and pol-
icy so as to play an advisory and standard-setting role in a way that would bet-
ter advantage its borrowers, and particularly its poorest and least developed
borrowers. For this reason, again we are returned to the need for changes in the
governance structure of the institution.

The World Bank and the Global Economy

The potential role for the World Bank is different from that of the IMF. The IBRD
pools the credit ratings of its members, backed by their guarantees, to raise funds
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from capital markets to lend to members needing to borrow for development or
for post-war reconstruction. Raising capital in this way can work even among
much smaller groups of small and poor countries as evidenced to a limited de-
gree by the Andean Development Cooperation. However, the larger the number
of countries participating in such a pool, the more cheaply and effectively an in-
stitution can raise capital. In theory, the World Bank is ideally placed to raise de-
velopment finance on behalf of all its membership.

Three things have altered the availability and costs of World Bank resources.
First, wealthy non-borrowing members have reduced their contributions to the
institution (as will be discussed in detail below). Second, an increasingly onerous
bureaucratic process has grown up within the World Bank—principally as a way
for the large bureaucracy to mitigate risks within its own walls. Finally, the con-
ditions attached to loans have grown in breadth and depth. The result of the three
forces described is that developing countries are displaying a diminishing appetite
for borrowing from the World Bank. The financial consequences are elaborated
later in this chapter.

Alongside lending, the World Bank is at the heart of global research and the
production of technical advice on development. By “pooling” research resources,
all countries stand to gain. However, the internal incentives and governance
structure of the Bank have channeled research and policy prescriptions toward a
very general level of overly prescriptive advice. The Bank’s research has focused
heavily on trade liberalization and the benefits of market-opening. Less attention
has been paid to producing country-specific—and regionally sensitive—advice
about the different kinds of infrastructure and social capital which could enable
members to better exploit global markets.

A further “pooling” function the Bank could play is coordination in interna-
tional development assistance which is notoriously fragmented, duplicative, and
cluttered with a large number of donors tripping over each others’ bilateral rather
than multilateral efforts. Here, for example, the World Bank’s International De-
velopment Association (IDA) offers concessional finance to poorer countries, serv-
ing not just as a source of finance but as a coordinated aid mechanism. This reduces
transaction costs and improves information in a way that could be much more
greatly leveraged by donors. However, at present donor countries typically con-
tribute to IDA but at the same time set up multiple mechanisms for disbursing aid
bilaterally. A recent such initiative was the Millennium Challenge Corporation
(MCC) created by the United States. The set-up costs of the MCC alone were $5
million dollars in its first nine months. It took a further two years for the new in-
stitution to make its first loan (Millennium Challenge Corporation 2004). Multi-
lateralism has the potential to cut out these costs as well as the yet more damaging
ones inflicted on aid recipients by a fragmented and duplicative aid system.

Both the IMF and the World Bank have policy advice to offer. Yet their con-
ditionality has attracted widespread criticism from outside the institutions as well
as critical appraisal from within. A widely accepted conclusion has been that
greater “ownership” by borrowing countries is required to make policy advice
effective. To this end the Fund and Bank are now doing more consultation and
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better public relations in borrowing countries and building a stronger presence
on the ground (as many other donors are also doing). The result, however, is not
the kind of “ownership” their experience suggests is necessary. Lacking is the
shift in responsibility, priority-setting, and choice which has been indicated by
previous failures of conditionality. Furthermore, at a more political level, the
greater presence on the ground by the Bank and Fund and more intensive and
widespread relations may well be further smothering local officials, reducing
“ownership” rather than fostering nationally owned initiatives.

Steps which might genuinely confer ownership of policy on borrowing coun-
tries are much more difficult. They require the IMF and World Bank to put away
their preconceived priorities and targets and to roll back their templates of eco-
nomic policy goals and ideals. Their relationship with their borrowing members
would have to become a genuine conversation—initiated by borrowers—rather
than a school-masterly tirade however politely delivered. Conditionality might
have to be consigned to the scrap-heap or at least completely rethought. Imagine
conditioning lending on a simple judgment as to whether a government ade-
quately accounts to its own people for its revenue and expenditure. And where
governments are too weak or too corrupt to qualify, making no pretense of at-
tempting to positively impact on governance. We will return to this below.

New approaches to conditionality within the Bank and Fund push each insti-
tution toward inherently more political decisions about to whom they should
lend. To this end, reforming their governance is imperative to give assurance that
such decisions will not simply reflect the interests and political preferences of a
handful of powerful states. In sum, the IMF and World Bank have important roles
to play in the world economy as public institutions. Each institution now needs
a governance structure which would permit it to fulfill its role.

The Flawed Political Process at the Heart 
of the IMF and World Bank

In theory the IMF and World Bank each represent 184 countries who collectively
fund and run each organization. Yet most of these countries have little say over
either organization. More than three-quarters of the members of each of the IMF
and World Bank are not directly represented on the Board of Executive Direc-
tors. Nor are they represented in the senior management of either institution.
Many have virtually no nationals even working on the staff. These are the coun-
tries who are most deeply affected by each of the institutions.

A small number of economically powerful countries run the institutions. They
dominate the board where they have a majority of the weighted votes. They
choose the leadership and senior management in each organization. Little surprise
that their interests and views are closely watched and heeded by the management
and staff of each organization. Behind these governments line up powerful com-
panies who stand to gain or lose from decisions. In the World Bank, the vast busi-
ness of bidding to deliver World Bank projects—be it building dams, or writing
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new codes for governments—creates huge incentives for the private sector to
lobby and to influence decisions being made in Washington. Equally the effects of
IMF interventions and policies—particularly in emerging markets—push Wall
Street, bond-holders, and other financial institutions to organize and lobby their
own governments and the Fund itself. Adding to the political fray are non-gov-
ernmental organizations pressing a variety of Northern and Southern concerns
and interests, most (but not all) of whom are based in wealthy countries.

In respect of the IMF, the dominance of industrialized countries is yet clearer
due to the role of the Group of Seven. A subgrouping of G-7 Finance Ministry
deputies regularly convenes to discuss the issues confronting the organization and
the world economy, updated and advised by the U.S.-appointed first deputy man-
aging director of the IMF. It is this group rather than the formal oversight body—
the International Monetary and Financial Committee (IMFC)—which guides the
institution, or as a report in 2004 puts it, assumes the strategic guiding role in re-
spect of the IMF (Kenen et al. 2004).

Other countries in the IMF have little say. To a large degree the same is true
in the World Bank. This is in part a result of the way the board of each organi-
zation is structured. A handful of members have every incentive to do their job
thoroughly, the rest have virtually no incentive. The five largest members of each
organization appoint their own Executive Director (the United States, Japan,
Germany, France, and UK) whose work is backed up by staff working in the di-
rector’s office in Washington, D.C., as well as teams in home ministries working
on Fund and Bank related issues. All other countries gravitate into groupings or
“constituencies” of countries, which elect a director to represent them. That di-
rector wields the collective vote of all of his or her members. The power and in-
fluence of each director is affected by the voting power they represent as well as
the quantity and quality of staff and resources they can mobilize both in the di-
rector’s office as well as in their member countries.

There is little if any power in numbers in the Bank or Fund. For example, the
twenty-four-country African group in the IMF collectively wields 1.42 percent of
total voting power. This means that if a country such as Rwanda wished to push
a concern about debt relief, it would need first to persuade other countries in its
twenty-four-member constituency (some nineteen of which are already HIPC
countries). That would be a first small step. Rwanda’s constituency would then
need to persuade other groups of countries likely to share the same concerns. The
obvious group is the other African constituency whose nineteen members (of
whom ten are already HIPC countries) wield 3 percent of the vote. But having
gathered consent from some forty-three members of the organization, the coa-
lition would still only wield 4.41 percent of votes. A third constituency to 
approach might be that of fellow HIPC countries Laos and Myanmar, a con-
stituency that includes some emerging markets such as Malaysia and Singapore
and commands 3.18 percent of the vote. Some fifty-five members of the organi-
zation might now be mobilized behind the concern. Yet their collective share of
votes in the organization—7.61 percent—would be insufficient even to veto a
proposal, let alone positively to push one.
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Compare the situation of borrowing countries to that of the G-7, which wields
47.13 percent of the vote (with Italy and Canada wielding the votes of con-
stituencies in which each has over three-quarters of the voting power). In prac-
tice this means that the G-7 finance deputies have a strong incentive regularly to
consult and to formulate shared views on issues. After all, these views will be-
come the agenda of the IMF Board, commanding pretty close to a majority of
voting power. Similarly development agencies in the same group of countries can
consult and press issues in the board and committees of the World Bank. By con-
trast, there is no incentive for developing countries to do the same.

A direct knock-on effect of the power of the agenda-setters is that they com-
mand the attention of the staff and management in each organization. Small sur-
prise that the Fund’s senior management are happy to advise and provide the G-7
finance deputies with the necessary briefings to guide their decision-making. Sim-
ilarly, the senior management in the World Bank respond with alacrity to requests
for information, support, research, or particular kinds of evaluation when these
requests are made from their most powerful shareholders. Conversely, other
countries have little incentive even to formulate such requests, let alone to make
them.

Further unbalancing the workings of the boards of the IMF and World Bank
is the fact that two very different systems of accountability are at work. There is
little by way of an overarching set of standards for executive directors. The job
of holding directors to account is largely left to national authorities, but this pro-
duces an unbalanced result.

Executive directors from the United States, Japan, Germany, France, and the
United Kingdom are held directly to account by the government that appoints
each. If a director fails to perform, fails to follow instructions of his or her gov-
ernment, or manages the office badly, he or she can be summarily removed and
replaced. By contrast no country in a constituency can require their executive di-
rector to resign. Once elected a director stays in office until his or her two-year
term has expired. No member can require their resignation (Gold 1974, 65).

Yet more surprisingly, executive directors representing multiple countries have
only a diluted responsibility to represent the views of their members. The Arti-
cles of Agreement of the IMF and of the World Bank require directors to wear
two hats, one as official of the institution (which pays his or her salary) and a
second as representative of member countries. The IMF’s legal counsel has ar-
gued that a director is not obliged to defer to the views of his or her member
states, nor to cast votes in accordance with their instructions. The votes of the
director will be “valid even if they are inconsistent with any instructions he may
have received from his constituents” (Gianviti 1999, 48). So on what basis are
the director’s actions legitimate? And how can they be held to account?

The coup de grâce for the accountability of the boards of the IMF and World
Bank is that their proceedings are not published. Elected directors are not bound
to follow the instructions of their members, they cannot be removed, they are not
subject to formal reviews or evaluation, and their actions are not made public.
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The transcripts of board meetings cannot be accessed in any timely way. The IMF
produces summaries of board discussions but the full record of meetings cannot
be accessed except after at least ten years under the IMF’s archives policy. The
World Bank has recently begun to publish the formal minutes of its board meet-
ings, but these give little indication of the positions taken by directors—who act
in part as representatives—on the board. In neither institution can members out-
side of the boardroom know what positions are being taken on issues by those
ostensibly representing them.

The governance structure of the IMF and the World Bank gives strong incen-
tives to the directors of a small number of wealthy board members closely to rep-
resent their country’s interests and to perform at the highest level. Conversely,
directors representing all other countries face no such incentives. They may—and
often do—perform well. But without any formal incentives, the matter is left
purely to chance.

The unbalanced incentives facing directors are complemented by an equally
unbalanced workload. The most work-intensive countries in the Bank and Fund
are in large groups represented by just one director. The least work-intensive
countries have their own director and a large staff at his or her disposal both in
the institution and in their home agencies. Take the twenty-four-member African
constituency in the IMF, of which nineteen are currently in Poverty Reduction
and Growth Facility (PRGF) debt relief programs. The director’s office needs to
undertake almost forty on-site missions and present semiannual reviews to the
board, as well as preparing some twenty-four countries’ article IV Consultations
(typically on an annual basis), Poverty Reduction Strategy Papers (PRSP) Joint
Staff Assessments, or informal board meetings on country matters to update on
country developments, and prepare for board discussions on the progress of each
member under the HIPC Initiative. There are also field missions for members un-
dertaking a voluntary assessment of international standards, missions related to
Financial Sector Assessment Programs, as well as possible technical assistance
missions. Little surprise that only executive directors from the wealthiest coun-
tries seem to have the time or the will to engage in longer-term strategic discus-
sions about the role and structure of each institution.

Much of the good governance and global governance rhetoric of the 1990s
was about inclusion, participation, and ownership. Developing countries were
urged to take charge of their own destinies and to be more forthcoming in pro-
ducing their own economic agendas. Yet there is no incentive for them to do so
in the governance of the IMF or the World Bank. Indeed, there are many obsta-
cles. The governance structures of the institutions produce a dramatic asymme-
try of accountability whereby paradoxically those countries least affected by the
decisions and actions of the World Bank and IMF have the most influence and
the most capacity to hold either institution to account. Many justify this state of
affairs by pointing out that “he who pays the piper should get to call the tune,”
but that risks misrepresenting how the IMF and World Bank are respectively fi-
nanced.
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Who Pays the Piper?

Do the wealthiest and most powerful members of the IMF and World Bank fund
the organizations? In fact, the running costs of both organizations are paid mostly
by borrowing members.1 The charges they have to pay on loans join the proceeds
of investment made by each institution to cover the salaries of board members
and senior management and staff; the buildings; research, monitoring, and eval-
uation activities; safeguard policies in the World Bank; and perhaps most aston-
ishingly of all, huge payments by the IMF to its wealthy creditor countries who
are remunerated for the quotas they lodge with the organization.

The core capital of each organization relies on the participation of their
wealthiest nonborrowing members. The IMF’s core capital comprises quotas
lodged by every member, with the largest quotas being lodged by the wealthiest
countries. In the World Bank a very small amount of core capital is paid in by all
members, but the Bank’s credit rating reflects the “callable capital” or guaran-
tees given by all members—the largest being from the wealthiest members—to
back the bonds sold by the institution. In the past both the IMF and the World
Bank relied on wealthy nonborrowing countries for both their capital and their
running costs, but that equation has changed dramatically over time.

Financing the IMF

Originally the IMF’s members all lodged parts of their quota with the organi-
zation, thereby creating a pool of resources that could be lent to any member in
need at low and stable interest rates. This would encourage countries to turn for
help to the IMF before getting into serious difficulty and thereby bolster global
financial and monetary stability. If the IMF needed more resources, it could bor-
row from members (which it has done several times: IMF 2001g, 75) or from
the markets (which it has never done). The Fund later began to supplement its
resources from investments and from members’ contributions to special trust
funds.

Radical change in the IMF came when wealthy nonborrowing countries be-
gan to demand that they be paid by the organization. This began with a relatively
modest demand in 1968 that creditors be paid interest on a portion of the quota
they lodged with the IMF. Later, the Reagan administration in the United States
aggressively pushed for creditors to be paid at market interest rates.2 The United
States also insisted that creditors should not have to shoulder the burden of bad
loans—a view promulgated robustly even though some such loans had been
made for geostrategic reasons under strong pressure from the United States and
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other creditors, such as to Zaire, and other arrears resulted directly from sanc-
tions imposed by creditor countries, such as in Vietnam and Panama. Finally, the
Reagan administration pushed for borrowing charges to be increased so that the
institution could generate a net income. By the mid 1980s the United States had
gotten its way. By 2003 the remuneration of creditors was costing the IMF dou-
ble the organization’s total administrative expenses (IMF 2004b, 154).

As the IMF increased what it paid to wealthy creditor members, it also in-
creased what it charged borrowers—and it continues to increase that rate. Until
1977 rates of charge were low and concessional. In a first series of steps they rose
to close to market rates on short-term loans (Boughton 2001, 909). Subsequently
they have continued to rise. In 1999 the rate of charge was set at 113.7 percent
of the SDR rate. By 2004 it had risen to 154 percent of the SDR rate. The SDR
rate reflects the short-term market interest rate of the four currencies used to
value the SDR (which is the international reserve asset of the IMF). Put simply,
loans at concessionary rates had given way to loans at market rates in all but the
special loans the organization makes from Trust Funds (such as HIPC).

Further fueling increases in borrowing charges has been a policy set in 1981
that borrowing charges should generate a target net income for the organization.
An initial target of 3 percent of beginning-of-period reserves was set for net in-
come in 1981. That target rose to 5 percent in 1985 and subsequently to 7.5 per-
cent in 1987–88 before being pegged back at 5 percent. Put simply, since 1981
borrowers have also been asked to fund an increase in the precautionary balances
of the institution.

The costs of running the IMF have increased in the last decade as it has ex-
panded its activities better to fulfill its role of ensuring international financial sta-
bility. For example, in the wake of the East Asian financial crises in the late 1990s
the IMF’s oversight activities have been expanded to include the development of
benchmarks of good practices on data dissemination, fiscal transparency, mone-
tary and financial policy transparency, and in banking supervision (in coopera-
tion with other agencies). By 2003 the institution had produced 343 Reports on
the Observance of Standards and Codes (ROSCs) for some eighty-nine econo-
mies—reports that aim to pinpoint areas of institutional weakness, advise policy
actions, and focus technical assistance (IMF 2003b). Similarly, in 1999 a Finan-
cial Sector Assessment Program (FSAP) was developed with the World Bank to
detect potential vulnerabilities in the financial system of member countries and
reduce the likelihood and magnitude of financial crisis. By 2003 some ninety-five
countries had participated in the scheme (IMF 2003c).

Who is paying for the IMF’s expanded activities? A quota increase which came
into effect in 1999 means that most members (including borrowers) have con-
tributed to an increase in the institution’s resources from SDR 145.6 billion
(about US$204 billion) to SDR212 billion (about US$297 billion), increasing the
institution’s useable resources by about SDR45 billion (about US$63 billion).
However, the overall costs of new actions urged on the IMF and World Bank in
the wake of the East Asian crisis are virtually all being borne by borrowers. The
additional work required to complete reports on the observance of standards and
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codes (ROSCs) on fiscal and data transparency is performed by Fund staff and
paid for out of the administrative and operational expenses of the organization.
In respect of FSAPs and ROSCs relating to the financial sectors, national agen-
cies provide about 20 percent of professionals working on such assessments but
the rest of the cost is borne by the IMF (and by the World Bank, which partici-
pates in FSAPs in non-OECD countries). Paradoxically, while the lending activ-
ities of the institution are supposed to pay for most of its activities, it is the
non-borrowing creditors who have set and pushed the expanded agenda of the
IMF.

Borrowers now pay a high premium for using IMF resources. Indeed, a new
Supplementary Reserve Facility created for emerging markets in crisis proposed
yet higher interest rates. Creditors, by contrast, are remunerated for their con-
tributions. The result is that borrowers are paying a larger share of a larger bud-
get as the Fund’s administrative expenses have increased from 189.4 million
SDRs in 1991 to 530.8 million SDRs in 2002 (Mohammed 2003, 20). This means
that the IMF—in fulfilling its global public goods functions—has come to rely
ever more heavily on its borrowers since without their borrowings and payments,
the IMF would run higher and higher deficits (as it did in the 1970s Boughton
2001, 899). A similar reasoning applies to the rather differently structured fi-
nances of the World Bank.

Financing the World Bank

The World Bank’s main lending arm, the IBRD, does not use periodic donations
from rich countries to lend to the poor. It is only the concessional lending arm of
the Bank that does this. Mostly, the IBRD raises money in capital markets and
lends that money to developing, emerging, and transition economies. In essence
it uses guarantees provided by its wealthy members to enable it to sell triple-A
rated bonds in capital markets.3 These “debt securities,” which are issued in a
variety of currencies, are sold to both institutional and retail investors. The
money so raised is then lent to borrowers. Borrowers pay the cost of funding the
loan plus a lending spread that helps fund the Bank’s reserves, investments, and
administrative expenses.

Backing the Bank’s issues of debt securities are three things. First but no longer
foremost, there is the capital stock of the institution contributed (or at least
promised) by every member. Countries do not actually pay these amounts to the
Bank, nor is there an expectation that they would need to. Instead they pay in a
tiny fraction. The rest is “callable capital”—a kind of guarantee pooled together
by the promises of all members. Of the U.S. contribution of $31,965 billion, some
$29,966 billion remains uncalled.

A second but increasingly important source of financial strength of the IBRD
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is its principal asset—its loans to member countries and their record in meeting
their debt-service obligations to the Bank. This record sustains the high credit-
rating of the IBRD. The third financial foundation of the Bank is what it earns
through investments of its own income from lending. To give a sense of the pro-
portion of this contribution, in June 2004 the IBRD had loans and guarantees
outstanding to the value of $119.275 billion. Its reported loan income (from fees
and charges) was $4.403 billion (down from $8.143 billion in 2001), and its in-
vestment income was $304 million (down from $1.540 billion in 2001) (World
Bank 2004d, vol. 2, 3–4).

Over time what has changed in the Bank is the relative burden of paying for
the World Bank. As with the IMF, in the 1980s the Reagan administration began
to push for an increase in the Bank’s loan charges so as to increase the reserves
of the organization and to cover the costs of failing loans falling into nonaccrual
status. In 1979 the “spread” or amount the IBRD charged to its borrowers over
and above what it was paying to raise the money it was lending them, was 0.5
percent plus a commitment fee of 0.75 percent. But during the early 1980s this
increased dramatically as a result of three decisions.

As monetary problems afflicted its European nonborrowing members, they
urged the IBRD to stay away from their capital markets. The IBRD had then to
turn to the much more costly U.S. bond market which favored shorter maturity,
variable-yield instruments (Kapur et al. 1997, 1025). The result was more costly
finance, the cost of which was passed on to borrowers. Additionally, as of early
1982 the Bank imposed a 1.5 percent front-end fee on all new IBRD loans “to
forestall any potential decline in the IBRD’s income over the medium term”
(World Bank 1982, 52). This effectively doubled the spread on the Bank’s loans.
In that same year, the IBRD also began lending at variable rates. The result of
these changes was to drop the nominal grant element of loans from about 14 per-
cent in 1974–78 to minus 2 percent in the period 1980–84 (Kapur et al. 1997,
1028). The resulting build up of reserves meant that by 1985 the front-end fee
was reduced to 0.5 percent. And in 1988 the Bank’s finances were boosted by the
third ever general capital increase in the Bank—an increase to the tune of $74.86
billion, which took effect on 28 April 1988, just as Bank disbursements were
slowing (World Bank 1989b, 61).

As charges on loans have increased, the Bank has increased its reserves-loans
ratio and built up an additional “surplus account” to add to its financial strength
(and reduce the risks covered by its members’ guarantees). The Bank also in-
creased its “net income.”

A further shift was made in 1998 when the G-7 led a coalition to vote to fur-
ther augment the Bank’s net income and reserves—a highly contentious decision
that increased borrowing costs to the developing, transition, and emerging-mar-
ket members of the Bank (Kapur 2002).

Borrowers now pay the IBRD the cost to the institution of raising money plus
a spread comprising an interest charge (calculated as a percentage of balance dis-
bursed to the borrower and paid semiannually), a commitment charge (calculated
as a percentage of balances committed and yet to be disbursed and paid semian-
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nually), and a front-end fee calculated as a percentage of total amount commit-
ted and paid up-front.

Borrowers are being expected to pay more to the World Bank not just to build
up the institution’s reserves but also to cover the costs of an expansion in the
Bank’s activities. Between the mid 1970s and the mid 1990s the Bank’s adminis-
trative expenses per project doubled (Kapur 2002, 346).4 At the behest of its
wealthy shareholders, the Bank spent money on special initiatives. In the 1990s,
some US$30 million of the Bank’s net income was paid for the G-7–requested
study of the economy of the former Soviet Union (mentioned in chapter 5). Fur-
ther resources were put into a trust fund for Bosnia, and a trust fund for the Gaza
Strip and the West Bank. Debt relief for the poorest countries placed a further
demand on the Bank’s net income. Meanwhile staff time and resources were also
increasingly required to implement stricter Bank operational standards (fiduciary
and safeguards policies, discussed in greater detail below).

The Bank’s expanded activities have doubtless all been worthy. However,
should borrowing members bear the cost? The special initiatives in the Soviet
Union, Bosnia, and Palestine have all been projects closely associated with polit-
ical initiatives of the G-7. Yet rather than funding these worthy projects from
their own aid budgets, the G-7 effectively turned the costs over to the borrowing
members of the IBRD.

The World Bank’s concessional lending arm is financed in a different way and
here wealthy countries do provide most of the funds and enjoy overall control.
The International Development Association (IDA) is a fund replenished every
three years, mostly from a core group of donors who conduct lengthy negotia-
tions about who will contribute what. IDA13 refers to this pot of money in the
period 2002–05. About half its money (US$13 billion of approximately US$23
billion) came from contributions from donor countries. A further chunk of 
resources comes from borrowers’ repayments (about US$4 billion in IDA13), in-
vestment income, money left over from previous replenishments, and contribu-
tions from the IBRD’s net income (approximately US$900 million in IDA13).

The original 1960 voting structure of the IDA reflected the initial subscrip-
tions to the Fund. But it was decided early on that replenishment contributions
would not automatically change voting rights (International Development Asso-
ciation 2001). Indeed, as U.S. contributions slipped from its initial clear leader-
ship position, it has retained the largest share of votes. Up until 2005 the largest
cumulative contributor to IDA was Japan which gave 22.07 percent of the Fund’s
resources (International Development Association 2005). Yet Japan’s voting
share up to 2005 was 9.14 percent and has now dropped to 8.92 percent—be-
low that of the United States whose cumulative contribution up to IDA13 was
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21.74 percent but which enjoyed 12.07 percent of votes. In IDA14 the United
Kingdom is contributing the same amount as the United States (each are con-
tributing 13.18 percent of the Fund), yet the United Kingdom has 4.72 percent
of the vote while the United States has 11.61 percent of the vote.

Since at least the early 1990s the donors have exercised a very heavy hand in
the lending of the IDA, using replenishment negotiations not just to set goals for
the Fund, but to detail recommendations and even to specify the share of lend-
ing that should go to specific sectors and countries. The donor-set goals, as re-
viewed by the World Bank’s Operations Evaluation Department in 2002, have
been unrealistic with respect both to what can be achieved and the requisite bud-
get resources—indeed this led to efforts in IDA13 and IDA14 negotiations to in-
clude some borrower representatives in replenishment negotiations (OED 2002).
However, the IDA governance structure does not permit borrowing countries to
contribute or buy subscriptions in the Fund so as to gain a voice.

The Implications of Who Funds the Institutions

The IMF and the various agencies of the World Bank are multilateral institutions
created to ensure growth, stability, and equity in the world economy for the ben-
efit of all countries. The wealthy members of each organization have mostly de-
fined precisely how these goals should be met, in several instances expanding the
activities of each organization and thereby increasing their running costs. Yet
wealthier nonborrowing countries have reduced their own contributions and li-
ability at the same time as they have leaned more heavily on the institutions to
fulfill global public goods functions. This has left an increasing burden on bor-
rowing members.

The paradox of contemporary arrangements is highlighted by the role of the
heads of each organization. The wealthy countries have long arrogated to them-
selves the right to choose the head and senior management of the Bank and Fund.
For this reason the Bank president is always American and the managing direc-
tor of the Fund is always a West European who is closely shadowed by an Amer-
ican first deputy managing director. Yet borrowing countries now shoulder the
costs not just of the salaries of these officials but also of the new initiatives or
corporate restructuring that each new incumbent tends to bring with him.

There are deep flaws in the reasoning that wealthy countries pay for the IMF
and World Bank and should therefore run the organizations. The argument is nei-
ther wholly true nor conducive to effective institutions. A substantial burden of
costs is being borne by borrowing members of each institution. But a deeper
problem was recognized by the founders some sixty years ago. In a debate on the
issue of who should govern the institutions, Harry Dexter White (representing
the United States), argued that to accord voting power strictly proportionate to
the value of the subscription would give the one or two powers control over the
Fund. This, he argued, would destroy the truly international character of the
Fund, and seriously jeopardize its success (cited in Gold 1972, 19). There are sev-
eral reasons to believe that White was right.
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The United States has used its dominant position in each of the Bretton Woods
twins to radically reshape their finances since the 1980s, as well as to reinforce
and elaborate the conditionality associated with their loans. Other wealthy in-
dustrialized countries have either supported or permitted this to happen. This has
made borrowing from each of the institutions more costly. The first casualty of
this is the willingness of countries to use the organizations. Recall for a moment
that the rationale for low loan charges in each organization was to attract mem-
bers to use them. This has been dumped at a cost.

High borrowing charges and onerous conditionality make the IMF at best the
very last port of call for developing, emerging market, or transition economies.
Rather than approaching the Fund for assistance in a timely way when a crisis
still might be forestalled, countries do all they can to avoid the institution. This
has been demonstrated in individual cases such as Korea (as discussed in chap-
ter 2) but more dramatically when the IMF set up a new special facility for emerg-
ing markets at risk of contagion—a facility bearing a yet higher rate of charge
and conditionality than the IMF’s own competing product, the normal “standby”
arrangement. Unsurprisingly not a single member availed itself of the new facil-
ity. Increasing charges have steadily eroded the incentive on members to approach
the Fund. In turn, this erodes the extent to which the Fund can work with mem-
bers to prevent or manage crises. In the World Bank the main lending arm (the
IBRD) is suffering equally from its increased charges and conditions and the “has-
sle factor” associated with Bank loans. As creditors have forced up the rates at
which the Bank lends, so too it has begun to push away some of the Bank’s most
successful borrowers.

Neither the Fund nor the Bank can fulfill their main objectives without coop-
eration from developing, emerging, and transition economies. Core among these
objectives is to ensure a degree of balance in the world economy—to ensure that
untrammeled global markets did not simply result in a “rich take all” system. Yet
the institutions themselves are today distributing money from poor to rich coun-
tries as borrowers increasingly shoulder the burden not just of bad loans but also
of building up the reserves of each organization and of remunerating creditor
members in the IMF.

Who Sings the Loudest—Is It Really NGOs?

NGOs have had a roller-coast relationship with the Fund and Bank. Hailed as
the champions of transparency and democracy in the 1990s, in 2005 they are at-
tacked by some for usurping their position and pursuing an agenda that hurts the
poor and those they purport to represent. Indeed, at least one organization has
been set up for the purpose of exposing the unaccountable nature of some NGOs
(www.ngowatch.org). Amid the loud debate about NGOs, however, there is a
lack of clarity about their actual role.

There are three roles NGOs have played in the last decade in respect of the
IMF and World Bank. These include an operational role delivering aid; a policy-
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advisory role in respect of governments and officials including within the inter-
national institutions; and an accountability role in respect of Bank and Fund proj-
ects, policies, and governance. These roles are worth clarifying.

The operational role assumed by NGOs emerged in the 1980s when govern-
ments led by Ronald Reagan, Margaret Thatcher, and Helmut Kohl were press-
ing to reduce the role of governments. NGOs were seen as an alternative way to
deliver aid. Large Northern NGOs could be contracted by government. This
would create more of a market in aid with greater flexibility and adaptation. For
some Northern NGOs this meant becoming rather heavily dependent on their
contracts with Northern governments. On the other side of the equation, NGOs
in developing countries rose up to receive aid. In the ideal case this permits in-
novation and grassroots projects to flourish, strengthening civil society on the
ground and offering a solution to lack of government capacity. But critics argue
that channeling aid around and away from governments erodes democracy and
creates incentives for individuals to reinvent themselves as NGOs and to repli-
cate the kinds of corruption, diversion, and clientelism that formed the basis of
the critique against aid to governments in the first place. All that said, NGOs
from both North and South have been and still are a crucial link in delivering aid
across much of the developing world.

Flowing out of that role, NGOs have also taken up a policy-advisory role in
respect of aid and development assistance. Many operational NGOs from both
North and South are included in IMF and World Bank consultations—in coun-
try as well as at headquarters in Washington. As detailed in chapter 6, in the
process of putting together Poverty Reduction Strategy Papers, governments are
encouraged explicitly to work with NGOs. This is challenging for both borrow-
ing governments, and the staff of the Bank and Fund who strive to meet dead-
lines and disburse loans in a timely way within a set of aspirations which are
much more long term.

A third role NGOs have come to play concerns transnational advocacy of par-
ticular issues—especially concerning the environment. Coming to prominence in
the 1970s and 1980s, environmental and other NGOs have highlighted adverse
impacts of World Bank projects and IMF structural adjustment across the devel-
oping world. In the 1980s, a group of environmental NGOs joined forces with
members of the U.S. Congress to press the World Bank to answer to their claims
(Wade 1997). The Bank began more closely to scrutinize its own performance.
In 1992 two investigative reports were produced. The first was the Morse Com-
mission—an independent review of India’s Sardar Sarovar loan projects that un-
covered that the Bank had failed properly to implement its own policies such as
on resettlement and energy. The second was an internal review of the Bank’s lend-
ing portfolio (the Wapenhans Report), which was leaked to the press and con-
tained damning evidence of the “culture of approval” wherein Bank staff face a
much stronger incentive to disburse loans than to ensure that their own rules are
met.

Not just NGOs but a combination of pressures from the U.S. government,
from within the Bank, and from among NGOs caused a minor revolution in the
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World Bank in 1993–94. The Bank tightened its safeguards policies, which di-
rect Bank staff properly to assess the impact of Bank-supported projects on the
environment, cultural property, and indigenous peoples, and mandated a new
standard of transparency. Topping this off, the Bank board created an Inspection
Panel, which would enforce the institution’s safeguards policies—in a sense coun-
tervailing the “disbursement culture” that had been identified by the Wapenhans
Report. Any community of people affected by a Bank project could now push for
an investigation into whether the Bank staff had complied with the institution’s
own rules and policies. Alongside the panel, the Bank announced a new disclo-
sure policy in 1994 opening the institution to greater scrutiny from the outside.

For NGOs the changes in the World Bank were empowering. The public was
granted greater access to information about what the Bank was doing. Non-
governmental actors were given access to a mechanism of accountability in re-
spect of the Bank’s own rules and procedures.

The revolution in the Bank’s accountability also significantly altered—and
complicated—the incentives within which Bank staff worked. Unsurprisingly, it
soon became the bête noir of some staff within the Bank and various supporters
outside the organization. Critics averred that the new standards and mechanisms
added significantly to the cost of preparing Bank loans, forcing the staff to work
with one eye constantly on the Inspection Panel (Wade 2000). More recently, it
has been argued that environmental protection and the like have added dramat-
ically to the Bank’s costs of doing business, leading major borrowers to simply
walk away from the Bank (Mallaby 2004a). To some degree if the safeguards and
Inspection Panel have been at all effective, they will have altered staff behavior,
and likewise had implications on costs. However, these claims have been some-
what overstated.

The Bank reported in 2001 that project supervision had risen in cost from
US$130 million in 2001 to US$149 million in 2002, due to “higher fiduciary and
safeguard standards,” while the unit costs of “supervision” in lending rose from
US$67,000 in FY1997 to US$74,000 in 2001 (World Bank 2001d, 33). These in-
creases reflect a number of factors. As of the late 1990s, the World Bank tight-
ened up three areas of its operational policies. One area was new higher standards
of transparency, monitoring, and evaluation of the economic effectiveness of its
projects. A second area is fiduciary policies, which cover rules governing finan-
cial management, procurement, and disbursement. A third area is safeguard poli-
cies that include Environmental Assessments and specific policies designed to
prevent unintended adverse effects on things such as natural habitats, pest man-
agement, cultural property, involuntary resettlement, indigenous peoples, safety
of dams, projects on international waterways, and projects in disputed areas. The
third category is that on which most rage about safeguards has been focused, yet
it accounts for about a third of the costs of the operational policies overall (World
Bank 2001c).

Undergirding the arguments about how much World Bank safeguards policies
cost is a deeper debate that pits the values of environmentalism and opposition
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to the forcible resettlement of peoples against the goals of modernization,
growth, and poverty reduction. This reverberates in the globalization versus anti-
globalization debate. It has long affected both the IMF and the World Bank. It
has been most clearly expressed in furors surrounding World Bank support for
large infrastructural projects such as hydroelectric dams which require resettle-
ments of peoples and directly affect the environment to the end of modernization.
Such decisions and the conditionality attached to them are deeply contentious,
affecting the lives and opportunities of many.

Infrastructure projects such as dams are deeply contentious because they af-
fect the lives and opportunities of many. The way a dam is built affects those who
may benefit from the irrigation water or electricity produced, as well as those
who are displaced to build a dam. When the World Bank is involved it ought, in
theory, to offer impartial and technically accurate advice. However, both the
Bank’s role and a borrowing government’s decision are further complicated by
the role international companies play in competing for the contracts to build and
manage such dams. Transparency International finds that firms often try to in-
fluence decision-making in their favor by bribing officials, or by colluding with
their competitors, or both, and that corrupt governmental officials become in-
volved (Wiehen 1999, and see www.worldbank.org/html/extdr/pb/dams). When
the World Bank is involved, very often major shareholders in the institution
champion the interests of their own construction and electricity companies be-
fore, during, and after a loan is made. All of this makes the job of providing im-
partial and technically accurate advice to potentially dam-building borrowers
extremely fraught. 

Unlike NGOs, the private sector lobbies the Bretton Woods institutions much
more quietly. Typically private sector advocacy is well-organized, highly funded,
well-supported by the government, and highly effective. For example, in the wake
of the debt crisis in the early 1980s, the financial sector created the Institute of
International Finance to represent banks and investors affected by the crisis. This
is now just one of several organizations representing private sector investors. In
2003 the organization spent over US$16 million advancing the interests of its
members through research and advocacy (Institute of International Finance
2003).

In the World Bank, private sector influence is also powerful, although mostly
exercised through governments. For example, the U.S. government invests heav-
ily in ensuring that U.S. companies benefit from the World Bank’s procurement
contracts. The U.S. Department of Commerce maintains a liaison office at the
World Bank (and at four other multilateral development banks) to inform and
advise U.S. companies on bidding for contracts arising out of World Bank loans.
It also operates as a resource for U.S. companies engaged in disputes over World
Bank projects. This agency’s work is supported by at least eight other govern-
ment agencies, each of which has a brief to assist U.S. business in making the
most of opportunities afforded by World Bank loans. These include the U.S.
Trade and Development Agency; the U.S. Trade Representative; the Departments
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of State, Homeland Security and Transportation; the Export-Import Bank of the
United States; the Overseas Private Investment Corporation; and the Foreign
Agricultural Service.5

The Bank—and the IMF—each need a political process at their helm that can
fairly weight and counterbalance private interests with public goals. Govern-
ments and their representatives on the board do not work within incentives which
clearly prioritize the public goals of the governments they are supposed to sup-
port—not least because private interests permeate the governments on all sides
of the equation. This is as true in Washington as it is in the capitals of borrow-
ing countries.

Over the past two decades large transnational advocacy NGOs have tried to
hold each of the Bretton Woods institutions to account for their decisions. They
have shone an uncomfortable and often inconsistent spotlight into the workings
of the organizations. They have enraged borrowing countries, staff within the
Fund and Bank, private sector investors, and critics who ask with what legiti-
macy NGOs presume to intercede. The obvious riposte to this is to ask what kind
of governance structure cedes so easily to the demands of nongovernments—
whether they are NGOs or private sector interests? The Fund and Bank are sus-
ceptible to a range of pressures, interest groups, special pleadings, political pref-
erences, and ideological fashions. This chapter has argued that the political
process for mediating these pressures could be vastly improved.

Changing the Tune

Independent boards have been advocated for each of the Fund and Bank by com-
mentators keen to reform the institutions. To quote an eminent set of proposals
to reform the IMF: “The obvious solution is to strengthen the independence of
the Executive Board. If Directors are too inclined to take advice from their gov-
ernments, then the Articles of Agreement should be amended to discourage them
from so doing. The analogy with central bank independence is direct. The Statute
of the European System of Central Banks, for example, prohibits members of the
Board of the European Central Bank from taking advice from their governments.
There is no reason why the IMF’s Articles of Agreement could not follow suit”
(De Gregorio et al. 1999, 91). This proposal self-consciously drew from an ear-
lier report advocating a more independent central bank for the UK (CEPR 1993).
A similar demand for greater independence of the board in the World Bank is
also often made.

But the IMF and World Bank are not like Central Banks. They cannot be held
to account purely with reference to a specified output such as inflation. The goals
of the Fund and Bank are more wide-ranging. The IMF was told by its member
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governments to take on a wide range of tasks in 2004. These included assistance
to members affected by volatile oil prices, poverty reduction, effective and even-
handed surveillance, and trade liberalization (IMFC 2004). The World Bank in
the same year was directed to intensify its analytical work on the potential
sources of growth from remittances and ways to mobilize them, to focus on in-
frastructure needs of member countries, to help the Doha Round of trade nego-
tiations to succeed, to assist in the meeting of the Millennium Development
Goals, and so on (World Bank 2004b). These goals are not like an inflation tar-
get. They could not be used to hold an independent executive board to account.

There are other more practical reasons for rejecting the idea of independent
boards for the IMF and World Bank. Some independence is already entrenched
in the Articles of Agreement of both the Bank and the Fund. The role of execu-
tive directors is not to represent their country. Rather, directors are responsible
for the conduct of the general operations of the organization (IBRD Article V.4.a;
IMF Art XII.3.a). They are deliberately not employees of their national agencies,
rather they are employees of the Fund or Bank. They sit full-time in Washington,
D.C., precisely as an insulation against undue political interference from capitals.
The independence of each organization is further entrenched by provisions re-
quiring the president or managing director and all staff to discharge their offices
owing their duty entirely to the organization and to no other authority (article
V.5.c in IBRD, article XII.4.c in IMF). The same articles call on every member to
respect the international character of this duty and to refrain from all attempts
to influence the management or staff in the discharge of their duties.

Despite their charters, politics has seeped into the board of each organiza-
tion—and beyond. This is hardly surprising. As discussed above, the decisions of
the Bank and Fund create winners and losers—and not just in borrowing coun-
tries. Within wealthy countries, corporations who bid for World Bank contracts
or investment funds hoping for an IMF intervention will gain or lose from the in-
stitutions’ decisions. Each lobbies vigorously their own governments and the in-
stitutions themselves. A theoretically independent executive board would not
cause these interests to go away, nor their advocates. It would yet further distance
most countries from the institutions. It would most likely leave a powerful sys-
tem of informal influence to the private sector, nongovernmental organizations,
and government officials based in Washington D.C.

What each institution needs is a board that can mediate competing interests
in a way that is representative, transparent, and accountable. Adequate repre-
sentation does not necessarily mean a UN-style system of one-country one-vote
that would render the boards unwieldy. The present board structure offers a po-
tentially useful framework for representing all members yet being small enough
to be workable. Lacking is an incentive for the most powerful vote holders to
consult and build coalitions across a wide range of members when they can com-
mand an easy majority of voting power among themselves. Equally lacking are
incentives on developing, emerging, and transition economies to use their seats
on the board and to use coalitions among themselves to affect the strategic di-
rection and priorities of each institution.
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Changing voting power is not the best solution to this problem. A series of
complex formulae are used to ascertain the share of votes of each member of the
Fund and Bank. Reforms have been proposed from several quarters (IMF 2001f;
Van Houtven 2002; Buira 2005, 14–15). But changing voting distribution re-
quires taking votes away from some members and giving them to others—a
process that in the 1980s led to tortuous negotiations to increase Japan’s share
(Ogata 1989, Lister 1984, Rapkin and Strand 1996). Furthermore the calcula-
tions in proposals already mentioned would not result in a change that would
give incentives to involve small, poorer countries in decision-making.

Basic votes offer a similarly flawed solution to the inclusion problem. In pre-
vious periods an allocation of basic votes to every member of the Bank and Fund
ensured a slightly more equal distribution of votes among member states.6 At the
founding of the institutions, basic votes represented just over 10 percent of votes
whereas they now represent just 2.8 percent of total votes in the World Bank and
a similar proportion of votes in the IMF. The result has been subtly to bolster—
over time—the erosion of equality among members in the institution. If basic
votes were to be brought back to their original level, in the twenty-three-mem-
ber African constituency of the World Bank voting power would rise from 3.41
to 4.06 percent. In the twenty-five-country African constituency, voting power
would rise from 1.99 to 2.81 percent.7 These changes are significant but would
not achieve the goal of ensuring wider participation and coalition-building across
the institution.

There is a simple way to change governance in each organization. Leaving vot-
ing power and shares to one side, decisions could be made by a double majority.
Big powerful countries would then have to build coalitions among the more nu-
merous small countries. An incentive would be created for greater inclusion in
decision-making (more on this below).

Once there is an incentive to include smaller poorer countries in discussions
and decisions within the IMF and World Bank, those countries’ representatives
need more clearly and effectively to be held to account. As we saw above, only
directors from a small number of wealthy countries can directly hold their 
representatives to account. In the case of the United States the U.S. Congress is
involved in approving the appointment of the U.S. executive director and subse-
quently demanding reports from him or her. The U.S. Congress also uses the in-
vestigative and oversight capacity of the U.S. General Accounting Office better
to understand the policies and effects of the international financial organizations.
More recently parliaments, including those in the United Kingdom, Ireland,
France, and Italy, have begun to call for greater transparency and reporting to
them about their governments’ policies in the multilaterals.

Meanwhile directors from all other countries in the Fund and Bank have lit-
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tle incentive to be anything but virtually independent of their members. There are
no formal mechanisms through which their members can hold them to account.
Yet more egregiously, there is no transparency about board decisions, which
would permit greater oversight of the actions of either rich or poor board mem-
bers. These gaps need addressing through greater accountability, effectiveness,
and transparency of all board members.

Better accountability is also necessary in respect of the head of each organi-
zation. Serving and chairing the board, each leader is in theory elected by all ex-
ecutive directors. In practice, as already mentioned, each head is appointed and
held to account by the U.S. and European shareholders respectively. The World
Bank president is selected by the U.S. administration in a process controlled by
the U.S. Treasury and characterized by great secrecy. In a similar vein, the largest
EU members in the IMF control the nomination of a West European candidate.
In 2000, in breach of established convention, developing countries nominated
their own candidate in a particularly shambolic selection, and this spurred a re-
view of current procedures. The process is significant because it skews the ac-
countability of each organization, making the leader accountable to those who
appoint him. In turn the accountability of the staff is skewed because they all re-
port to the leader. Headship selection is a core part of the overall accountability
of each organization and at present that process is deeply flawed.

The work of the staff in the Fund and Bank is influenced by the way each
agency is organized. Ideally any Fund or Bank staffer would face incentives to
ensure that his or her institution best met its goals. Yet often more bureaucratic
priorities get in the way. The narrow goals of ensuring that the institution runs
smoothly, presenting a coherent face to the world, reducing costs where neces-
sary, or spending its budget take precedence over the wider goals of reducing
poverty, enhancing global financial stability, and so on.

Typical trade-offs are highlighted in issues such as how staff are deployed. Ro-
tating the staff around different countries, or using temporary contracts can give
the institution greater flexibility, give staff cross-country expertise, and in the old
diplomatic parlance, prevent staff from going native and overly sympathizing
with locals. However, as argued earlier in this book, the Fund and Bank are ill-
served by staff who have not had the opportunity to acquire deep knowledge of
particular circumstances within a country or of the culture of recipients and ben-
eficiaries. A further casualty of short-term assignments is that they give no in-
centive to the staff to prioritize longer-term effects of their projects or policies
(Ostrom et al. 2001). More broadly, there are few if any concrete incentives for
staff missions from the Bank or Fund to ensure that projects or policies are sus-
tained beyond the short-term lending period. Neither the evaluation of lending
activities, nor procedures for staff promotion include such incentives. Finally, the
“disbursement culture” in the World Bank, mentioned earlier in the book, is typ-
ical of most aid agencies keen to prove that they can use their budget within its
annual allocation period and are deserving of more. That culture is at odds with
the Bank’s current emphasis on lending in ways that better serve governance,
ownership, and participation in decision-making in borrowing countries.

The contradiction between bureaucratic incentives and institutional goals is
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highlighted in attempts by the Fund and Bank to foster greater ownership by bor-
rowers of policies and projects. Each institution has tried to incorporate a com-
mitment to greater ownership into their work. The difficulty is that greater
ownership by borrowers necessarily means less control by the staff and nonbor-
rowers of the organizations. This shift of control is very clearly expressed in one
seminal study of aid and incentives. Four conditions are outlined as vital for some
degree of ownership in aid or lending in the pursuit of a sustainable policy or
project (Ostrom et al. 2001, xx). First, beneficiaries need to have enunciated a
demand for the aid or policy. Second, they need to exercise some control over the
resources made available. Third, they need to allocate at least some of their own
assets to the project or program so they have a real stake in it. Finally, clear re-
sponsibility needs to have been assigned to them, and they must participate in de-
cisions regarding the continuance or noncontinuance of a project (Ostrom et al.
2001, xx). These are challenging findings for the IMF and World Bank.

Politically the problem for the Bank and Fund is that they are trying to incor-
porate “ownership” into the way they do business at a time when nonborrowers
are also demanding that the institutions be yet more accountable and responsive
to them. Like Dr. Doolittle’s Pushmepullyou animal, the Fund and Bank are be-
ing pushed by their largest shareholders to give more control to borrowers and—
at the same time—being pulled back to permit more control by the large share-
holders. The contradiction is clearly expressed in the report of the commission
created by the U.S. Congress in 1998 to frame U.S. demands for reforming the
IMF and World Bank. The report calls on the IMF and World Bank to be more
responsive to the U.S. Congress, and at the same time calls on the institutions to
rely “more on incentives and local decision-making and much less on programs
and conditions imposed by multilateral agencies” (Meltzer Commission 2000).
Missing entirely from the analysis is a recognition that the U.S. Congress itself
has demanded and shaped those very programs and conditions it accuses the mul-
tilateral agencies of imposing.

Six Important Reforms

The Bank and Fund need to be governed in a way that is more representative,
transparent, and accountable. A number of key potential reforms stand out to
address the flaws highlighted above.

A Rebalancing of Who Pays

In the first place, the burden of who pays for the institutions needs to be redis-
tributed. Wealthy countries stepped away from funding the IMF and World Bank
in the 1980s, forcing each institution to depend more on the charges it set on its
borrowers. Yet those same wealthy countries today are demanding that the IMF
and World Bank provide a wider-than-ever range of global public goods, includ-
ing disseminating financial and banking standards; clamping down on terrorist
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financing; helping reach the Millennium Development Goals; fighting the wider
war on poverty and disease, especially the HIV/AIDS pandemic; and assisting in
providing a more stable global security climate. Simply put, those setting this
agenda need to be prepared more amply to contribute to achieving it.

Borrowers may already be showing that they are not prepared to shoulder the
burden thrust on them. They may not have many voting rights on the board but
the income-generating borrowers of each institution can vote with their feet. In
development financing, the World Bank’s loans to its middle-income and IBRD
borrowers have been dropping in recent years, as evidenced in the institution’s
annual reports, which show that loan disbursements have dropped from a high
of US$19.283 billion in 1998 to US$10.109 billion in 2004 (see table 7.1). One
direct result for the Bank is a steadily dropping loan income from around US$8
billion earned each year from 1999 to 2001 to US$4.4 billion earned in 2004
(World Bank 2004d, vol. 2, 4).

The IMF is equally shrinking. Its disbursements have dropped from 25 billion
SDR in 2002 to 4 billion in 2004 (www.imf.org). Emerging economies are choos-
ing not to use Fund resources, which have become so much more expensive and
more conditional than they were prior to the 1980s and in relation to other
sources of finance. As already discussed, some emerging economies are seeking
to ensure that prospectively they will never need to use the IMF—by stockpiling
their own foreign exchange reserve.

As borrowers walk away from the costly and highly conditional loans now on
offer, the result is to leave each institution with a shrinking capacity to fulfill a
growing mission. A first element of a solution is therefore to require more sys-
tematically that those who define the institutions’ missions should be prepared
to pay more to fulfill it—and that they must concede a stronger voice to those
who share in those costs with them. This would bolster the cooperative and mul-
tilateral mission and capacity of each institution, just as Harry Dexter White pro-
posed some sixty years ago.
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TABLE 7.1
Loan disbursements (gross)

Year Disbursement amount (in billions of dollars)

1996 13.321
1997 14.009
1998 19.283
1999 18.100
2000 13.332
2001 11.784
2002 11.256
2003 11.921
2004 10.109

Sources: Information for 1996, 1997, and 1999 from AR 1998, 212; 2004
numbers from AR 2004, vol. 2, 4.



Greater Inclusion through Double-Majority Voting

A wider range of members needs to be included in the decision-making of each
institution. One way to achieve this is to alter the decision-making rule (Strand
and Rapkin 2005, Jakobeit 2005). In both the Fund and the Bank some decisions
already require both a special majority of voting power and a special majority of
governors.8 If a majority of voting power and a majority of countries in each or-
ganization were required to pass measures, the G-7 would need to find not just
one further executive director’s vote but also the support of half the membership.
This reform would immediately create an incentive for the powerful members of
the board to forge alliances with a larger number of borrowing countries—large
and small. Equally, it would give borrowing members an incentive to participate
more actively, more constructively, and with greater input into the strategic de-
cisions made in each organization.

Publication of Board Transcripts

The discussions and decisions made by the board of each institution should be
available for immediate public scrutiny. They are already carefully prepared and
filed in each organization. They should be published in a timely way. The Fund
publishes a summary of board discussions and the Bank has recently begun to
publish the formal minutes of board meetings. But the full transcripts, including
positions taken by directors, should be published. This would permit board mem-
bers to be held more openly to account for positions they take in decisions of the
board. It would permit people in member countries at least to know why a deci-
sion was taken and at whose behest in either of these public institutions. For these
reasons, this measure has been recommended by many (e.g. Meltzer Commission
2000, Department for International Development 2000, De Gregorio et al.
1999).

Reporting to Parliaments

A fourth important reform adds a further element of accountability to the mem-
bers of each institution’s board. Parliaments in some industrialized countries 
already require reporting direct from the executive director representing them
in one or other institution. More recently, demands have been made by inter-
national groups such as the Parliamentary Network on the World Bank, which
was set up in 2000 (www.pnowb.org), and national groups such as the Frente
Parlamentar in Brazil, which has called for legislation to ensure that informa-
tion on loan agreements is made public, and for creating mechanisms to facili-
tate greater participation of officials and civil society in the design of programs
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(www.rbrasil.org.br/frenteparlamentar). These demands are for greater account-
ability about what each institution decides and how it implements its decisions.
Two caveats are in order about the effectiveness of broader accountability.

Broadening accountability differs from the outreach of staff in each organiza-
tion to parliaments and others. Having seen their reforms rebuffed by parlia-
ments in Russia, Turkey, and Indonesia, the IMF now encourages its staff to reach
out (where governments permit) to a broader range of stakeholders including
parliamentarians to build support for economic reforms. The Bank has been en-
gaged in this for a longer time. However, actual progress toward engaging par-
liaments in their work has been slow. In preparing Poverty Reduction Strategy
Papers (PRSP), both the Fund and the Bank have required low-income govern-
ments to undertake more participatory processes. The official review of the first
stage of the process noted that the “role of parliaments . . . has generally been
limited, although individual parliamentarians have been involved in some coun-
tries” (International Development Association 2002, 22). More staff outreach
has the potential to complement greater accountability of board members but it
is no substitute.

On its own, broadening the oversight of borrowing country directors would
have little significance. Borrowing members need first to be empowered so that
their stances matter (such as through double-majority voting) and the very large
size of several current constituencies needs to be reduced—obviously a director
attempting to report to twenty-four different countries’ legislatures would have
time for little else.

Representative Leadership Selection Process

A fifth necessary reform is leadership selection in each organization. As men-
tioned, the present process skews accountability across each organization toward
the large shareholding members who still arrogate to themselves the right to ap-
point. The board of the IMF has already discussed changing these arrangements
to ensure “a plurality of candidates representing a diversity of members across re-
gions regardless of nationality” (IMF 2001h). A working group drawn from both
the Fund and Bank Boards formally proposed in 2001 that there should at least
be clear criteria for identifying, nominating, and selecting qualified candidates and
that there should be transparency in the subsequent process (IMF 2001h). So far
these proposals have gone nowhere. In 2005 the selection of a new World Bank
president took place as secretly and as controlled by the United States as every pre-
vious selection. Blueprints for change have been ignored, yet an open and meri-
tocratic leadership selection in the IMF and World Bank would confer greater
legitimacy and result in better-balanced accountability in both organizations.

Staff Incentives

Finally, the incentives for staff need rewriting. Both the Fund and Bank have un-
derscored the need to enhance ownership of policy and projects by borrowers. This
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is unlikely to be achieved without governance reforms at the levels not just of the
board but also of the staff. Previous sections highlighted that such measures could
include ensuring that staff spend longer working in particular countries not just to
acquire greater knowledge but also to create a clearer incentive to consider long-
term goals within borrower countries. Equally important could be devolution of a
genuine degree of control to borrowers over the resources lent and processes for
evaluating their use, and finally, counterveiling more strongly the incentives within
each agency to disburse (which will only strengthen as their lending drops).

The six reforms proposed are not a magic solution to global economic in-
equality and discord but they would help the Fund and Bank better focus on their
core purposes and serve their borrowing members. They would do this by chang-
ing the way decisions are made in the IMF and World Bank. Deliberately, the fo-
cus is on how decisions are made rather than what decisions are made. This is
because the important decisions taken by institutions are not (and cannot be)
based on absolute or objective economic truths. Each member government, and
the IMF and World Bank, must balance private initatives with public purpose,
weighing competing priorities and making decisions which create winners and
losers. For this reason they need to be structured so as to balance competing in-
terests appropriately—not just through formal representation but through influ-
ence, voice, and accountability. From a procedural point of view, the public
affected by their decisions needs to perceive the process as fair, even if as indi-
viduals they object to a particular decision because it adversely affects them.

The modest suggestions for change would rebalance power and accountabil-
ity so as to give borrowing members more direct voice within each institution.
At the same time, the proposed changes would also ensure that these governments
are in turn held more to account within their own countries. More power would
come with more responsibility and accountability.

At least some borrowing governments would not support a reinvigoration of
the public purposes highlighted at the outset of this chapter—a new approach to
financial crises, attention to the social consequences of financial crisis manage-
ment, better aid coordination, and a rethinking of conditionality. Some govern-
ments may fear impeding the short-term availability of private finance, or losing
leverage (gained from conditionality and loans) over particular parts of their own
political system, or focusing yet more attention on social distribution within their
own borders. More generally, they may see their broader interests as being met
by tagging along behind the most powerfully country in the international sys-
tem—the United States.

But many other countries in the IMF and World Bank participate in a multi-
lateral system of economic coordination and cooperation because it is the best
way to resolve specific collective action problems, to ensure the provision of par-
ticular public goods, and to manage globalization. For them, reform of the gov-
ernance structures of the international financial institutions is a necessary first
step toward reinvigorating these reasons for their very existence.

Globalization increases the potential workload of each multilateral institution.
More capital flows, more trade, and more investment spell more opportunities
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for entrepreneurs across the global economy. The flipside is more risk, more fi-
nancial crises, and more dislocation within and across countries.

Enter public institutions. Just as governments within industrialized countries
provide social insurance for their citizens, so too the IMF and World Bank exist
to mitigate the harshest effects of markets on countries and peoples across the
world. But to do this effectively they need to be responsive to all countries that
make up their membership and especially to those most harshly affected by global
markets and failures.

The IMF and World Bank were born with an ability to do just this. Their fi-
nances made them relatively independent. Their political structures carefully bal-
anced stakes across those making contributions and those whose representation
and cooperation is vital for the organizations to fulfill their mandates. But they
evolved—particularly in the 1980s—into institutions increasingly financed by
poor and directed by the rich.

The place to begin a renaissance of the IMF and World Bank is at home—in
their headquarters in Washington D.C.—where some simple reforms to the gov-
ernance of each institution could empower the people who work in them and
governments who work with them much more powerfully to fulfill their core mis-
sion—not as the handmaidens of globalization, but as the stabilizers and insula-
tors of an increasingly volatile and risk-prone international economy.
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