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The International Monetary Fund: Future Prospects

Summary

The IMF was created in a world of fixed-parity exchange rates, where most
currencies were defined in terms of the U.S. dollar and the dollar was defined in
terms of gold. Countries could devaluetheir currenciesonly if they werefaced with
— in the original language of Article IV — “fundamental disequilibrium” in their
economy and only if the IMF approved. International capital movements were
restricted and cumbersome. That world has now largely disappeared. Since the
1970s, the relative value of most major currencies is determined by world currency
markets, and the daily volume of international currency movementsfar surpassesthe
volume of currency circulating in most major countries. ArticlelV wasamended in
1976 to replace the fixed-parity exchange rate system with new procedures for
enhanced surveillance in the new world of flexible exchange rates.

This hasled over time to the IMF having basically the same customer base as
the multilateral development banks (MDBs). While the IMF's core concerns are
macroeconomic and exchange rate stability, many of the factors the IMF now takes
into account in its surveillance and loan programs are similar to those the MDBs
consider in their development programs. The IMF is a monetary institution, not a
development agency. Neverthel ess, growth and devel opment areamong the purposes
specified inits Articles of Agreement and its activities can have asignificant impact
on the economic prospects of its borrower countries.

Many ideas have been put forward in recent years suggesting ways the IMF,
World Bank and other international financial institutions (IFIs) might berestructured
or reformed. This report looks at proposals which have been made to alter the
structure of the IMF — to change its format, add or eliminate programs, restrict the
scope of itslending programs, and limit the scope of itsloan conditionality.

This report discusses seven proposed ways that different authors believe the
IMF should be changed: (1) Abolish the IMF, (2) Shrink the IMF, (3) Focus on
Macroeconomics, (4) Streamline IMF Loan Operations, (5) Reassign Functions
among the IFIs, (6) Better Coordination between the IMF and World Bank, and (7)
Expand the IMF. Each is discussed and analyzed. In thisway, the report hopes to
give readers a better understanding of the basic issues and choices which affect the
future direction of the IMF.

There are many avenues by which Congresscaninfluencethisdebate. Congress
must approve any increase in IMF or World Bank funding. It also frequently enacts
legislation or includes directivesin reports specifying goalsthe United States should
pursueinthelFls. The United States needsthe support of other countries, however,
if it wishes to effect change in the policies, procedures or structure of the IMF and
theMDBs. Many of the alternatives|isted above require changesin theinternational
agencies’ Articlesof Agreement. Thisrequiresan 85% majority vote. Other changes
may be effected by simple majority. However, this requires a broad consensus of
support among the advanced industrial countries. Their views on these issues are
often quite different from those expressed by policy makers from the United States.
Thisreport will be updated only if major developments require changesto be made.
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The International Monetary Fund:
Future Prospects

What is the IMF's Mission?

The IMF was created in a world of fixed-parity exchange rates, where most
currencies were defined in terms of the U.S. dollar and the dollar was defined in
termsof gold. Countriescould devaluetheir currenciesonly if they werefaced with

— in the origina language of Article IV of its Articles of Agreement —
“fundamental disequilibrium” in their economy and only if the IMF approved.
International capital movements were restricted and cumbersome.

That world has now largely disappeared. Sincethe 1970s, the relative value of
most major currenciesis determined by world currency markets, the daily volume of
international currency movements far surpasses the volume of currency circulating
in most major countries, and no developed country — save perhaps South Koreain
1997 — hasborrowed fromthe IMF sincethe United Kingdom'’ slast standby expired
in January 1979. The IMF s Articles of Agreement were rewritten in 1976 to take
account of the new realities caused by the system of flexible exchange rates.

The IMF now has basically the same devel oping country customer base as the
multilateral devel opment banks (MDBS). The balance of payments(BOP) problems
of developing countries are often deeper and harder to resolve than those of the
IMF's prior customer base. While the IMF's goals and core concerns
(macroeconomic and exchange rate stability) differ from those of the MDBs, many
of the factors the IMF now takes into account in its surveillance and loan programs
are similar to those they consider in their development programs.? The IMF is a
monetary institution, not a development agency. Nevertheless, growth and
development are among the purposes specified in its Articles of Agreement and its
activities can have a substantial impact on the economic prospects of its borrower
countries.’

! Some of the smaller developed countries have drawn since from their reserve tranche in
the IMF. Thisistheir own money, however. Accessisautomatic and borrowingit isakin
to borrowing against the cash value of alifeinsurance policy. Thesewere (country and IMF
fiscal year): Australia(1983), Denmark (1987), L uxembourg (1984), Netherlands (1984 and
1987), and New Zealand (1982 and 1985). Australia borrowed from the IMF buffer stock
facility in 1983, a specialized use of IMF resources. None have borrowed since 1987.

2 For a further discussion, see CRS Report RL32364, International Monetary Fund:
Organization, Functions, and Role in the International Economy, April 22, 2004.

3 As set forth in its Articles of Agreement, the purposes of the IMF are (1) to promote
international cooperation oninternational monetary problems, (2) tofacilitatetheexpansion
(continued...)
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In many respects, the IMF srole in the world economy is much different than
it was before. BOP lending continuesto beaprincipal focusof IMF activity, to help
countries correct maladjustmentsin their balance of payments without resorting to
practices damaging to the world monetary system. However, with the end of the
fixed-parity exchange rate system, the IMF srole in relation to exchange rates has
changed substantially. In 1976, new language was added to Article IV requiring
countriesto pursue economic policieswhich generate orderly economic growth with
reasonable price stability and a monetary system which does not produce erratic
disruptions of the international monetary system.* The IMF was told “to exercise
firm surveillance over the exchangerate policies of members’ and to “ adopt specific
principles for the guidance of all members with respect to those policies.”

The IMFwasgiven no disciplinary tools, however, to exercisethesefunctions.
Currency values are determined in the marketplace, based partly on the strength of
a country’s foreign exchange reserves but mainly on the strength of its national
economic policies and the market’s confidence that sound policies will be
maintained. The IMF has no role in exchange markets. Article IV now directs the
IMF to consult annually with each IMF member country about its exchangerate and
other economic policies. The staff submitsan Article IV consultation report to the
executive board annually summarizing these discussions and assessing economic
conditions for each country. Article X1l says that, without the permission of the
country involved, the IMF may not publish information about these consultations.
Since 1997, however, the IMF successfully persuaded an increasing number of
countriesto allow publication of their ArticlelV reports. ThelMF hasalso expanded
its technical assistance functions and broadened its role as a source of data about
economic conditions and economic performance in its devel oping countries.

It isin this context that debate arises about the IMF' s purposg, its policies, and
it operating procedures. Some analysts argue that, with the end of the fixed-parity
system, the IMF isno longer needed and it should be abolished. Otherssay the IMF

3 (...continued)

and balanced growth of international trade, promoting high levels of employment and real
income and the devel opment of productiveresourcesin all member countries, (3) to promote
exchange rate stability and to avoid competitive exchange rate depreciation, (4) to help
establish amultilateral system of payments among countriesfor current transactions and to
help eliminate foreign exchange restrictions which hamper world trade, (5) to make loans
to member countries on atemporary basis with adequate safeguards for repayment, “thus
providing them with opportunity to correct maladjustments in their balance of payments
without resorting to measures destructive of national or international prosperity,” and (6)
to shorten with such loans the duration and to lessen the degree of disequilibrium in the
international balances of payments of members.

* More specifically, Article IV requires that each country “(I) Endeavor to direct its
economic and financial policiestowardsthe objective of fostering orderly economic growth
with reasonabl e price stability, with due regard to its circumstances, (ii) Seek to promote
stability by fostering underlying economic and financial conditions and a monetary system
that does not tend to produce erratic disruptions, (iii) Avoid manipulating exchangerates or
the international monetary system in order to prevent effective balance of payments
adjustment or to gain unfair advantage over other members, and (iv) Follow exchange rate
policies compatible with the undertakings of this section.”



CRS-3

isstill vital but it needsto be restructured and its operations refocused. Still others
suggest that new functions should be added to the IMF and its role in the
international monetary system should be expanded.

Much of the discussion about the IMF' s role centers on the issue of “mission
creep,” theideathat the IMF has broadened its agenda, taken on new functions, and
expanded its mission into new areas not contemplated or perhaps not intended by its
founders. Not everybody agreesthat there hasbeen mission creep. Many believethe
IMF's basic mission has not changed, but — because of changes in the world
financial system — it has had to evolve new procedures and new criteriain order to
carry out its mission successfully.

Analysts, critics and non-critics alike, agree that a broad interpretation of the
IMF s Articles of Agreement has been necessary to justify its new activities and its
increased emphasis on poverty and economic development. This has raised, to a
greater extent than before, questions (in Congress and elsewhere) about possible
overlap between the activities of the IMF and those of the MDBs (particularly the
World Bank) in developing countries.

Box: The International Financial Institutions

Thelnternational Monetary Fund (IMF) makesloansto help countries address
financial or balance of payments crises. The IMF isamonetary institution, not a
development bank. It does not finance projects or programs. Its principal
responsibilitiesinclude stability of the world’s monetary system and oversight of
its member countries' exchange rate and economic systems.

TheWorld Bank isamultilateral development bank (M DB) which makes loans
(and some grants) to promote poverty-alleviation, economic development and
growth, and economic policy reform in low- and middle-income countries. Two
of its facilities, the International Bank for Reconstruction and Development
(IBRD) and International Development Association (IDA) lend directly to
governments to finance projects and programs. The IBRD lends at market-based
interest rates. IDA aid ishighly concessional and isavailable only to low-income
countries. They also make non-project loans to promote economic policy and
institutional reform. Two other facilities, the International Finance Corporation
(IFC) and Multilateral Investment Guarantee Agency (MIGA) aso work with
private firms to promote private sector growth.

TheRegional Development Banks are M DBs which operate in specific areas of
theworld. They areindependent bodies, not subsidiaries of the World Bank. The
United Statesisamember of four regional banks: the African Development Bank
(AFDB), Asian Devel opment Bank (ADB), European Bank for Reconstruction and
Development (EBRD), and Inter-American Development Bank (IDB). Except for
the EBRD, theregional banksall havefacilities— like the IBRD and IDA of the
World Bank — which lend on market-based and concessional repayment terms.
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Overlap With World Bank Activities

Whether one seesIMF and World Bank overlap asaproblem or anecessity will
depend on one’ s expectations about their rolesin the world economy. Somebelieve
they have distinct goals and unique functions. Any overlap in their activities is
deemed unnecessary. Othersbelievethe MFand World Bank shareaglobal agenda,
yet retaining their own set of core activities. Though some have made proposals,
othersfind it hard to separate theissues which should be the exclusive responsibility
of the Fund from those which should be the exclusive jurisdiction of the Bank. As
peoples expectations differ, this debate will likely continue for some time.
Congress will be an active participant through its oversight and appropriations role

“Mission Creep” or Effective Adaptation?

What some people call “mission creep” others call effective adaptation on the
part of the IMF to new conditions and new requirements. Theissue of mission creep
hasboth functional andlegal dimensions. ThelMF sindependent internal eval uation
unit summarized the question in a 2002 report:

The international community increasingly looks to the IMF to help developing
countries — particularly the poorest — implement and maintain policies and
institutionsneeded for the achievement of sustai nablegrowth.... Thefundamental
objectives of the IMF, as set out in Article | of the Articles of Agreement, are
sufficiently broad that they could encompass such an expanded role. However,
thisraises the basic question of where alegitimate adaptation of roles ends, and
where inappropriate “mission creep” begins.®

Parkinson and McKissack, senior officials with the Australian Treasury,
explained theissuein a 2003 report prepared for their government.® In part, they
say, mission creep occurred at the behest of the IMF s shareholders, who asked the
Fund to pay more attention to arange of areas only loosely related to its origina
purpose. They cite, for example, the IMF's increased attention to military
expenditures, poverty reduction, and economic growth. In addition, they say,
pressure for the IMF to expand the scope of its activity has also arisen as changes
have taken place in its membership. With the end of the cold war, they note,
countrieswith very different typesof economic systemssought to makethetransition
to market economies. Likewise, the IMF found that many of the basic monetary and
financial ingtitutions in these countries and in developing countries were
dysfunctional in ways that made more difficult the traditional application of
macroeconomic conditionality. Consequently, they say, the IMF gave more
consideration to ingtitutional and structural issues because of their implications for
macroeconomic stability and growth.

> Independent Evaluation Office, Evaluation of the Prolonged Use of Fund Resources,
International Monetary Fund. September 25, 2002. Pg. 110.

® Martin Parkinson and Adam McKissack. The IMF and the Challenge of Relevancein the
International Financia Architecture. [Australian] Treasury Working Paper 2003-01, October
2003. Australian Government. The Treasury. Available at [http://www.treasury.gov.au].
Type authors' names in the keyword box.
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Parkinson and M cKissack report that there are some 40 separate issues covered
in every IMF Article IV surveillance report.” Ultimately, they say, the key issuein
mission creep isknowing whereto stop. Almost any economic issue can be linked
in someway to macroeconomic policy, they conclude, but lines should be drawn and
not all of them need be considered. The temptation to expand might be diminished,
they propose, if the Fund's technical assistance functions were shifted to other
international agencies and it consulted with them instead.

Some criticsargue that the IMF must reduce the scope of its operations because
— they say — its new functions and activities violate the terms of its Articles of
Agreement. Hockett saysthat, from alegal point of view, however, the question of
mission cregpisclear.? ThelMF Board of Governors hasfinal authority to interpret
the IMF s Articles. If new measures are justified by its reading of the Articles and
by referenceto exigenciesand changesin theworld economy and theworld financial
system, he said, that islegally the end of the matter. Arguments that the IMF must
drop these concerns because they are not included in its Articles are based, he said,
on unsound legal premises. The question, he concluded, isnot whether the IMF has
the authority to deal with issues which go beyond the area of macroeconomic and
exchange rate policy but whether its attention to these concerns is appropriate and
whether other international agencies are better positioned to deal with them.

Early Beginnings

It was originally thought at Bretton Woods that the IMF would focus on the
short-term and on monetary and balance of payments (BOP) issues while the Bank
would look at the long-run and concern itself with economic development,
production, growth and project support. Thisdivision of labor was spelled out ina
1966 internal memorandum. The IMF would have jurisdiction “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 advice.” The Bank’s responsibility would
be “for the composition and appropriateness of devel opment programs and project
evaluation, including development priorities.”®

"Article 1V of the IMF s Articles of Agreement specifiesthat the IMF “shall exercise firm
surveillance over the exchange rate policies of members, and shall adopt specific principals
for the guidance of all memberswith respect to those policies.” To carry out that duty, IMF
staff meet annually with senior officials of each member country to assess its economic
condition and its compliance with Fund-approved standards and guidelines. An annual
Article IV consultation report is prepared for each country. If the country permits, each
report is posted on IMF web page, at [http://www.imf.org]. Select “Country Information”
at thetop of page. Countries have aright to refuse publication of these reports, thought the
identity of the countries blocking publication can be easily determined.

8 Robert Hockett. “From Macro to Micro to ‘Mission-Creep’: Defending the IMF's
Emerging Concern with the Infrastructure Prerequisites to Globa Financial Stability.”
Columbia Journal of Transnational Law 41:153 (2002).

° Quotedin Graham Bird. “ A suitable casefor treatment? Understanding the ongoing debate
about the IMF.” Third World Quarterly 22:4 (2001), 823-48.
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The IMF had concluded in the early 1970s, however, that payments deficits
could be caused by structural problems in a country’s economy and long-term
assistance was needed to address them. In 1974, it created the Extended Fund
Facility (EFF) to make long-term loans to promote BOP stability through basic
changein institutions and the structure of the borrower’ seconomy. Under the 1966
agreement, thistask wasentirely within thejurisdiction of the World Bank. In 1976,
the IMF began making long-term low-interest stabilization loans to poor countries
through the Enhanced Structural Adjustment Facility (ESAF) and its predecessors.
In 1999, the ESAF was refocused and renamed the Poverty Reduction and Growth
Facility (PRGF). Among other things, the PRGF plan required the IMF to work with
the World Bank and devel oping countries to formulate Poverty Reduction Strategy
Papers (PRSP) which would be supported by itsloan program. In the late 1990s, in
response to a series of international financial crises, the IMF began including
institutional and structural changein itsloan conditionality.

The overlap between the functions of the IMF and those of the MDBs was not
necessarily the result of a one-sided IMF invasion of the other agencies’ “turf.” In
the 1970s, when the IMF began making loans to promote structural change, the
MDBs focused primarily on project finance. Since the early 1980s, however, the
MDBs have expanded their emphasis in areas — such as macroeconomic stability
and policy change — which were traditionally seen as the purview of the IMF.

Adjustment loans are now amajor component of the World Bank’ sannual loan
program. From lessthan 4% of total lending in 1980, adjustment lending has grown
substantially in recent years. By 1990 it comprised 27% of all World Bank lending.
In 1999, during theworld financial criseswhichfollowed Russia sdefault of itsdebt,
adjustment loans accounted for 53% of the World Bank’s annual aid. In the past
three years, about one-third of the money lent by the World Bank has gone for
adjustment loans.”® The Bank isconsidering aplan to renamethe program andto call
these “development policy” loans in the future.* However, though the word
“adjustment” will be eventually dropped and more emphasis will be put on growth
and consultation with civil society, the basic requirements for macroeconomic and
institutional change will be essentially the same in the newly re-named program as
before. The regional MDBs have also expanded their levels of lending for
adjustment-type programs. Only the European Bank for Reconstruction and
Development (EBRD) — which has a more private sector focus — continues to
allocate most al its aid for investment projects.

9 Three years ago, the World Bank undertook a major review and evaluation of its
adjustment loan program in order to determine what had worked and what had not. See
World Bank. Adjustment Lending Retrospective: Final Report, June 14, 2001. Prepared by
the OperationsPolicy and Country ServicesDepartment. AvailablethroughtheWorld Bank
web page at [http://www.worldbank.org]. Typetitle in inquiry box.

1 World Bank. FromAdjustment Lending to Devel opment Policy Lending: Updateof World
Bank Policy. March 15, 2004. Operations Policy and Country Services Department.
Available through the World Bank website at [http://www.worldbank.org]. Typetitlein
inquiry box.
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Adjustment loans are aspecialized form of BOP support. In effect, in exchange
for theloan, the country agreesto make specific policy or institutional changes. The
MDB disbursesits funds directly to the country’s central bank. These are not used
to fund inputsfor devel opment projectsor development activities. Inmost cases, the
Bank expects that countries will use the money for activities with positive
development effects.’? The developmental impact of an MDB adjustment loan
comes, not from the activities funded, but from the increased productivity and the
growth that occurs when the policy and institutional changes specified in the loan
conditionality are put into effect.

Since 1995

In recent years, the IMF and the MDBs have sometimes used their stabilization
and adjustment loan programs for common ends. In many cases, the IMF did not
have enough money to fund amajor stabilization program alone, or rather it did not
want to leave its financial cupboard bare in case more crises occurred while other
countrieswerestill repaying their loans. To supplement theIMF sresourcesintimes
of crisis, the M DBshave sometimes|ent substantial amountsfor parallel adjustment
operations and bilateral lending agencies have agreed to provide backup financing
in case of additional need. Three instances might be cited — the Asian financial
crisis and the recent crises in Brazil, and Argentina— which show the IMF and
multilateral banks working jointly in their response to major financial crises.

Asian Financial Crisis. Duringthe Asianfinancial crisisin 1997 and 1998,
the World Bank and Asian Development Bank (ADB) lent major sumsto help South
Korea, Indonesia, Thailand and other countries.®* Thiswas, theIM F reported, “anew
breed of economic crisis.” In South Korea, the IMF announced a $58.2 billion
program, including $21 billion of itsown funds, aninitial $14 billion pledgefromthe
MDBs, and $23.3 in standby assurances from bilateral lenders. The IMF said that
institutional and structural reform were the heart of its stabilization program.
However, it disbursed all itsmoney intheinitial weeks of the crisisand the programs
to restructure and strengthen Korea's financia institutions were managed by the
MDBs. The World Bank lent $5 billion and the ADB lent $4 hillion in fast-
disbursing aid. Their loans were linked with programs to rebuild Korea' s financial
sector, improve corporate governance, and restructure its competition and labor
market policies. They aso provided technical aid to facilitate action in these areas.

12 Structura adjustment loans (SALs) promote broad changes in the structure and policy
framework (not necessarily macroeconomic) of the borrower country. These are al'so now
used sometimes to promote change at the sub-national level. Sector adjustment loans
(SECALSs) promote institutional and policy change in particular sectors of the economy.

¥ The IMF said later, in an assessment of the Asian crisis, that the sudden collapse of the
three countries' currencies was due more to poor debt management policies, unsound
bankinginstitutions, and weak bank oversight proceduresthanto any specific problemswith
macroeconomic policy. See IMF. Recovery fromthe Asian Crisis and the Role of the IMF,
prepared by IMF staff. IMF Issue Brief number 00/0-5, June 2002, available fromthe IMF
website at [http://www.imf.org/external/np/exr/ib/2000/062300.htm# I].



CRS-8

Brazil. In November 1998, the IMF announced a $41.5 billion stabilization
program for Brazil. Of thisamount, $18.1 billion was from its own resources, $3.3
billion camefromthe World Bank and Inter-American Development Bank (IDB) and
the rest was pledged by various countries. The MDB money was disbursed rapidly,
to help Brazil copewith avery seriousfinancial crisis. However, the MDBstargeted
their money in ways which also served development objectives. To receive the
banks' Socia Protection and Socia Sector Reform loans, the Brazilian government
had to demonstrate that itsdomestic expendituresfor health, education, and other key
socia serviceswould be sustained asit strove to achieve the budget reduction goals
mandated by it IMF-funded stabilization program.

Argentina. In 2000 and 2001, the IMF agreed to lend Argentina $14 billion
to help it deal with a serious and growing balance of payments crisis. In January
2001 the Fund announced that the Argentines had assembled a$39.7 billion financial
support package, including (besidesthe IMF money) $5 billion pledged by theWorld
Bank and Inter-American Development Bank (IDB), $1 billionfrom Spain, and about
$20 billion in voluntary refinancing by the private sector. In September 2003, the
IMF agreed to lend an additional $12.6 billion.* That year, the IDB lent Argentina
$1.9 hillion and the World Bank lent $1.1 billion in fast disbursing emergency
assistance to help it cope with the financial crisis. As in the Brazilian case, the
Argentine government had to pledge that it would protect the budgets of priority
socia programs and maintain the social safety net which helped children, the poor,
the unemployed and others vulnerable groups.

Two features of the MDBS emergency aid programs for Argentina were
particularly interesting. First, disbursements of the IDB funds were tied to the
country’s successful implementation of measures in the IMF-funded stabilization
program aimed at strengthening the tax system and improving budgeting and
financial management. Second, the World Bank fundswere used in part for “ deficit
reduction efforts, elimination of quasi-monies, and regul arization of salary payments”
to civil servants. Clearing up the outstanding stock of national and provincial script
was acentral element of theIMF sprogram. Control of the monetary system was not
possible so long as provinces could issue debt and circulate it as currency. In these
two respects, the MDBs used their funds to encourage Argentine compliance with
key aspectsof the IMF s program for macroeconomic and structural reform. Unlike
the Korean situation, though, they did not manage the reform programs themselves.

Coordinating Institutional Reform. Theseexamplesshow theIMF andthe
MDBs working in a synchronized manner to address financial crisesin developing
countries. In all three instances, the MDBs provided fast disbursing money, to
supplement the IMF s program, but their conditionality was targeted to bolster their
prime development and anti-poverty concerns. The MDBs also addressed, either
through activities they funded or through their conditionality, some of the key

4 There was serious concern that Argentinamight default (indeed it was twice overdue on
payments) and many believed that the loan in 2003 was made to forestall that prospect. In
March 2004, Argentina(SDR 10.7 billion) wasthethird largest borrower, after Brazil(SDR
10hillion) and Turkey (SDR 16 billion). For afurther discussion of the Argentinesituation,
see CRS Report RS21072, The Financial Crisisin Argentina, June 5, 2003.
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structura or institutional issueswhich the IMF said were at the heart of the problem.
The IMF has expanded its program of technical assistance, to help countries design
and implement improvements in their financial and monetary policies and
ingtitutions. For the most part, however, magjor projects for policy and institutional
change are funded through projects funded and supervised by the MDBs.

Alternative Directions for the IMF

Many ideas have been put forward in recent years suggesting ways the IMF,
World Bank and other international financial institutions might be restructured or
reformulated.” On the whole, these can be separated into three categories. Oneis
concerned about potential changesin the policies of the institutions — raising or
lowering interest rates, including or excluding issues such as the environment,
poverty alleviation, |abor standards, or altering the policy conditionstheinternational
financial institutions (IFls) attach to their loans. The second looks at possible
changesin the IFIS procedures — altering their systems of governance, giving
developing countries or other donor countries (the Europeans’ combined vote is
double that of the United States) a larger say in the process or making the
institutions' operational and decision making procedures moretransparent and more
open to outside influence. The third category involves possible change in the
architecture of the international agencies — expanding or shrinking the IFIS
scope of operations, shifting functions or tasks from one institution to the other, or
changing the way the IFIs coordinate their operations.

It isimpossible to separate entirely the issues of policy and process from those
of structure. Neverthel ess, the present discussionfocuseson architectureor structural
issues, since thisis the essential issue which underlies most discussion of mission
creep. What should the IFIsbe doing and which of them should perform what tasks?
A variety of proposals might be considered.

Some peoplebelievethel MF should be abolished, substantially reducedinsize,
or limited to its original focus on macroeconomic concerns. Others want a clearer
line of differentiation between the IMF and the MDBs. Activities and functions
should be shifted or transferred between the IMF and World Bank, they say, in order
to reduce overlap and to give each a specific area of responsibility. Finally, some
believethat theideaof separating the functions of the IFIsinto separate boxesisan
exercise in artificial clarity. The work of the IMF and the multilateral banks is
inextricably linked at the functional level, they argue. Better to put more effort into
policy and program coordination, they say, rather than stopping theWorld Bank from
promoting policy changes or prohibiting IMF from looking at institutional factors
that might precipitate or exacerbate a future financial crisis.

> Not everyone agreesthat these proposed changes are“ reforms,” in the sensethat they will
make things better. Many believe that some of the “reforms” proposed in each of the three
categorieswould bedamagingtothelFls, hurtful to peoplelivinginborrower countries, and
injurious to the world financial system. Othersarguethat their proposed “reforms’ will be
beneficial. For acomprehensivebibliography on thissubject, see Nouriel Roubini’ s global
macroeconomic and financial site at [http://www.stern.nyu.edu/globalmacro/].
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Abolish the IMF

Proposal. Shultz, Simon and Wriston wrote, in an opinion piece first
published in the Wall Street Journal, that “ The IMF isineffective, unnecessary, and
obsolete.” Oncethe Asian crisiswasover, they said, it should be abolished.*® When
the IMF intervenesin acrisis, they said, governments and their foreign creditors are
rescued but not the people, who generally suffer massive declinesin their standards
of living. Moreover, they argued, the IMF promotes moral hazard because it
insul ates politicians and foreign creditors from the consequences of bad economic
and financial decisions. Because the IMF stands ready to protect them in times of
crisis, Shultz, Simon and Wriston write, lenders make risky loans and countries
pursue unsound policies and avoid real reform of their monetary and financial
policies. Moreover, they say, the IMF's policy prescriptions make crises worse.
From their perspective, abolishing the IMF would force countries to change their
policies and to operate sound financial institutions. The private sector is better able
than governmentsor official institutions, they say, to monitor and discipline country
behavior.

Assessment. This proposal assumes that governments will undertake real
reform only when they see that — absent the IMF — they will be punished, perhaps
severely, rather thanrewarded if they continueto pursue unsound economic policies.
Some question whether governments — particularly those in devel oping countries
— are quite so pragmatic and whether policy reform in those countriesis as easy to
adopt as Shultz, Simon, and Wriston seem to suggest. Without an international
agency to help encourage and facilitate the process, the dissenters say, countries may
be unable to muster the will and skills necessary to implement reform. Their record
before 1945 wasnot encouraging in that respect. Moreover, many analystswill argue
that Shultz, Simon and Wriston underestimate the temptation governments may feel
to pursue beggar-thy-neighbor policies or to adopt macro policies which preserve
monetary stability at the price of growth or opportunity for non-privileged groups.

It might be said, however, that the Shultz, Simon and Wriston proposal points
to concernsthat many find valid. Questionsremain how the IMF should relateto the
private sector, how it can promote open systems and sound financial institutions
whilestill remaining bound by the requirements of confidentiality and consensusand
where the world' s major governments have the final say (through the executive
board) about its policy and loan decisions.

16 George P. Shultz, William E. Simon and Walter B. Wriston. Who Needs the IMF? The
Wall Street Journal, February 3, 1998. Shultzis, among other things, former U.S. Secretary
of State, of the Treasury, and of Labor. Simon isaformer U.S. Secretary of the Treasury.
Wristonisaformer chairman and CEO of Citicorp/Citibank. Their article was republished
and is available through the Hoover Institution’s website at
[http://www.imfsite.org/abolish/needsshultz.html]. Rebuttal articlesby Lawrence Summers,
former U.S. Secretary of the Treasury and President of Harvard University, Robert Solomon,
economics journalist, and others are also available on the same page.
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Shrink the IMF

Proposal. In March 2002, the International Financia Institutions Advisory
Commission (IFIAC) published areport which sought to more clearly delineate the
functions of the IMF and the MDBs and to give market forces the principal rolein
international and development finance.™” Its members agreed unanimously that the
IMF should restrict its lending to the provision of short-term liquidity and it should
cease making long-termloansfor poverty reduction and other purposes.® A majority
of the Commission, including Allan Meltzer, its chairman, also recommended that
the IMF srolein the world financial system should be shrunk considerably.

The IMF would be a kind of “lender of last resort,” the Commission said. It
would also continue to be a source of data and provide advice to countries through
its Article IV consultation process. The Commission said that all IMF Article IV
consultation reports should be published.’®* The Commission recommended,
however, that the IMF s lending authority should be strictly limited. It should only
be able to make short-term loans — with little or no conditionality but at penalty
rates of interest — and its prospective borrowers would have to qualify in advance
(before any crisis occurred) by meeting “prudential” eligibility requirements.
Eligible countries would need to allow full freedom of entry and operation in their
domestic economy for foreign financial institutions; financia institutions would
need to be well regulated in order to assure adequate capitalization and prudent
behavior; and governments would need to publish regular data on their foreign debt
and other off-balance sheet liabilities. Countrieswould also need to meet IMF fiscal
requirements to assure that IMF loans do not support irresponsible budgetary
policies.

The Commission said that long-term development aid, policy reform, and
assistance to countries that do not qualify for IMF assistance should be the
responsibility of the World Bank, though it also proposed that the Bank’ s scope of
action and its resources should be reduced. It said that the newly renamed World
Development Agency should replace its loan program with a program of grants —
funded by donor contributions— emphasizing poverty aleviation, education, heal th,
and the construction of physical infrastructure. It could also make subsidized loans
to promote policy and institutional change but crisislending would not be allowed.
Borrowerswould lose the interest subsidy and they would have to begin repayments
immediately if, during any oneyear, they failed to achieve the performance standards
specified in their loan.

Assessment. The arguments in support of the IFIAC plan are similar to
those for the proposal by Schultz, Simon and Wriston. The frequency and severity

! Report of the I nternational Financial I nstitution Advisory Commission, Allan H. Méltzer,
Chairman. March 2000. Commonly called the Meltzer Commission. Available at
[http://www.house.gov/jec/imf/ifiac.htm].

8 They al so agreed unanimously that theIMF, World Bank, and regional devel opment banks
shouldwrite-off inentirety their claimsagainst al heavily-indebted poor countries(HIPCs.)

¥ As noted, Article XII says such information can be released only if the country assents.
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of the recent financial crisesraise doubts, the Commission said, about the system of
crisis management now in place and the incentives for private action that it
encourages and sustains. They maintain that IMF lending encourages moral hazard
and sends the wrong message to international lenders and borrowers. By providing
countries with funds they can use to pay off foreign creditorsin times of crisis, the
Commission argued, the IMF implicitly assuresinternational lendersand borrowers
that they can take inappropriate risks and pursue unsound policies and the IMF will
bail them out if they get into trouble. If the IMF did not exist, the Commission
asserted, the market would force countries and lenders to be more prudent in their
decisions and it would require that countries adjust more rapidly to changesin their
economic situation.

IMF loans let countries stretch out or delay the adjustment process, the
Commission said, thus prolonging the crisis and delaying the recovery which will
take place only after the needed policy changes have been put into effect.
Furthermore, the Commission argued, the IMF is deficient in its current form as an
instrument for providing liquidity during crises. Conditioned lending, it said, with
each stage disbursed over time as specified requirements are met, is not a very
effective way to respond to aliquidity crisis.

Degspiteitscriticisms, the Commission did not recommend that the IMF should
be abolished. A more limited version of the IMF should be maintained, it said, in
case concerted action by major central banks and — to alesser extent action by the
IMF— might be needed to addressmajor financial criseswith broad possible effects.

Many have questioned the feasibility and utility of the IFIAC plan. Some
members of the panel argued, for example, that, if the IMF lent without
conditionality, asthe IFIAC mgjority proposed, “thiswould virtually eliminate any
prospect of overcoming thecrisis” since countrieswould not be required to abandon
the policieswhich brought on the crisiswhen they resort to therevised IMF for crisis
finance. On the other hand, they said, the stipulation that countries must meet an
undefined IMF “proper fiscal requirement” in order to prequalify for loans would
seem to require the kind of perpetual IMF oversight and discipline of country
budgetary policies that the majority otherwise rejects.

Many doubt that shrinking the IMF isthe right answer to the problem of moral
hazard. They dispute the assertion that the prospect of future IMF lending
encouragesmoral hazard. It isunlikely, they argue, that governmentsor lenderswill
intentionally risk afinancial crisissimply on the expectation that they will be* bailed
out” if things go wrong. As the Economist noted, “Few of those involved when a
country finds itself in financial crisis escape without penalty.”® Most foreign

2 “Tricky moves for the Bank and the Fund; What now for the Bank and the Fund?’ The
Economist, February 17, 2001, p. 1. Then Treasury Secretary Lawrence Summers wrote,
in May 2000, that concern about moral hazard is exaggerated and “it is hard to make the
casethat investmentsin emerging markets have been heavily influenced by the expectation
of the availability of official resources for bailouts.” See his 2000 Richard T. Ely lecture,
printed as “International Financial Crises: Causes, Prevention, and Cures.” The American
Economic Review: Papers and Proceedings of the 112" Annual Meeting of the American

(continued...)
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creditors and investors have lost substantialy when crises occur, even though the
debtor or host country borrowsfromthelMF. Getting thelargelendersof short-term
money to participatein these lossesis an important issue, they agree. However, they
argue, new policy arrangements are likely to be a more effective approach. The
process of settling financial crisesin developing countries will be more disorderly,
they say, if those countriesare not eligiblefor IMF loansand it ismorelikely in such
situation that some creditors will be treated more favorably than others.

The Méeltzer Commission says that the IMF should continue to be a source of
dataand provide adviceto countriesthroughitsArticle IV consultation process even
though many of its member countries would not qualify for loans. Many doubt that
thiswould befeasible. Thestatistical dataand the country reportswhichtheMFand
World Bank publish on a regular basis, are important sources of information for
government, academia, and business. Krueger noted in 1999 that other international
agencies, or perhaps even private firms, could provide this service instead.*
However, she said, the fact that the IMF and World Bank are undertaking other
activities probably gives them an edge in obtaining information from member
country governments. “It is at least as likely that, in the absence of the other
rel ationships between the multilateral institutions and individual governments,” she
said, “the data would be forthcoming later, in less reliable form, and be less
accessiblefor researchersand other users.” The same might be said — for countries
ineligible to borrow from the IMF — about their openness to IMF advice, during
Article IV consultations, or their willingness to discuss in detail their internal
economic situation or the underlying dynamics of their exchange rate regimes.

Many also question whether devel oping countrieswill be ableto reformif they
are not eligible to borrow from the IMF. Presumably most countries will aspire to
the status of IMF eligibility. However, without international assistanceto help them
copewith crisesalong theway, criticsof the IFIAC plan argue, their path to that goal
may be hard. They note that the World Bank, under the IFIAC plan, would have
neither the mandate nor the resourcesto play the role of balance of payments lender
to the countries excluded from access to the IMF. 1t would be able to make loans,
under the IFIAC plan, to promote policy and institutional reform but monetary and
exchangerate policy would be outsideitstermsof referenceand crisislending would
be prohibited. Thestiff penalty for failure (immediate repayment and termination of
the interest subsidy) might discourage countries from pursuing hard but important
changesin their policiesand institutions and — unlessthey providerapid infusions
of money — theseloanswould be of limited use to countries suffering aBOP crisis.

Evenif the Bank had the funds and the mandate, some question whether it can
be simultaneously amonetary and adevel opment institution. Monetary stability and
growth often have conflicting requirements. In a sense, the first requires a quick
readiness to put a foot on the brake when growth gets too fast while the second
requires continuous pressure on the economic accelerator. Thereisatension between

20 (_,.continued)
Economic Association 90:2 (May 2000), p. 13.

2 Anne O. Krueger. “Whither the World Bank and the IMF?’ Journal of Economic
Literature 36:4 (December 1998), p. 1997. She was then teaching at Stanford University.
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the IMF and the World Bank because they have sometimes contradictory goals. If
the World Bank tries to play both roles in developing countries, it will take this
source of tension into itself and its operations.

Focus on Macroeconomics

Proposal. Many commentators have argued that the IMF should reduce the
scopeof itsactivitiesand focusonitscoreresponsibilities. The Meltzer Commission
found, for example, that the IMF hasstrayed from its core areas of competence and
it providestoo many long-term loanswith too much microeconomic conditionality.
Treasury Under Secretary John Taylor reiterated this view in 2002 when he told a
conference of bankersthat “We need to narrow the focus of the IMF.”#

Others have expressed similar concerns.?® The Council on Foreign Relations
(CFR) said, ina 1999 task force report, for example, that “the IMF islosing itsfocus
and reducing its effectiveness by doing too much.?* The Fund needed to go “back
to basics,” the CFR report concluded. 1t should limit the scope of its conditionality
to monetary, fiscal, exchange rate and financial sector policies. The Overseas
Development Council (ODC) concluded, in a 2000 task force report, that the IMF
should scale back its activities and focus on its core competency, which it said was
macroeconomic policy.”> The IMF should continue being a source of data and of
policy advice (through ArticlelV consultations) for member countries. However, the
ODC report said that (1) it should limit itself to providing short-term liquidity to
countries hit by macroeconomic crises, (2) it should stop providing long-term
development finance, and (3) it should cease its involvement with structural and
ingtitutional issues and exclude them from its loan conditionality. The latter
discourages countries from coming to the IMF until they have no other choice, the
task force said. It also scares away foreign investors by giving them the impression
that the problems that caused the crisisin a country might be not be easy to fix.

The CFR and ODC reports recommended that the IMF should leave long-term
structural change and development finance to the World Bank and the other
development banks. The ODC saysthat structural and institutional problemstake a
longtimetofix and they are not easily addressed during the midst of afinancial crisis

22 Under Secretary of Treasury for International Affairs John B. Taylor, “Improving the
Bretton Woods Financial Institutions” Remarks at the Annual Midwinter Strategic Issues
Conference, Bankers Association for Finance and Trade, Washington, DC. February 7,
2002.

% For a summary of five reports on the IMF and the international financial architecture,
including the IFIAC report, see John Williamson, The Role of the IMF: A Guide to the
Reports, International Economics Policy Brief Number 00-5, Washington: Institute for
International Economics, May 2000. Available at [http://www.iie.com/publications/phb/
pb00-5.ntm]. Also aavailable at [http://www.google.com]. Typetitle in search box.

2 Council on Foreign Relations Independent Task Force. Safeguarding Prosperity in a
Global Financial System: The Future International Financial Architecture. Washington:
Institute for International Economics, 1999.

% ODC Task Force Report. The Future Role of the IMF in Development. Washington:
Overseas Development Council, April 2000.
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The CFR and ODC reportsal so recommend, for many of these samereasons, that the
IMF' s concessional |oan program for low-income countries, the Poverty Reduction
and Growth Facility (PRGF), should be transferred to the World Bank.

Assessment. ThelMF soperationswould beclearer and easier toimplement
if it only dealt with macroeconomic issues. It would only need to talk with the
officials from borrower countries who deal with those issues and it would not need
to negotiate with others about institutional and structural reforms. It could disburse
money morerapidly, since changesin fiscal, exchangerate, and monetary policy can
be accomplished much more quickly than caninstitutional change. If theMDBsalso
went “back to basics’ — if they stopped providing BOP aid to countriesin theform
of structural adjustment or sectoral adjustment loans — the overlap between Bank
and Fund operations would be substantially reduced. Among other things, the IMF
would not need to be concerned that the macroeconomic conditionality of MDB
loans might conflict with its own conditionality.

This concept might be appropriate if balance of payments crises were caused
only by poor or poorly executed macroeconomic policy. However, many economists
believethat structural and institutional problems can aso precipitate or intensify the
effects of financial crises. The IMF found in its study of the Asian financial crisis
(cited above)that the crisis of 1997-8 was due more to poor debt management
policies, unsound banking institutions and weak bank oversight procedures than to
any specific problems with macroeconomic policy. From this perspective, even the
best-laid macroeconomic policies will be ineffective in their execution if the
ingtitutions which apply it are defective.®

The IMF s Articles of Agreement do not specify, in Articlel, what means the
IMF should use to “promote exchange rate stability” or how its loans will help
borrowers* correct maladjustmentsin their balance of payments.” ArticlelV doesnot
say how the IMF shall “exercisefirm surveillance over the exchange rate policies of
members.” Macroeconomic criteria have been the meanstraditionally used to carry
out these tasks but there is nothing in the Articles prohibiting the IMF from
considering institutional and microeconomic issues as well if it finds these help it
accomplish its primary mission.

The CFR and ODC reports agree that the IMF should pay attention to structural
and institutional issues during its surveillance process. It isnot clear from the two
reports, however, what the IMF should do if it finds that institutional or structural
problemsin acountry arethreatening to undercut its monetary stability or precipitate
acrisis. Should the IMF simply mention its concernsin its Article IV surveillance
report or should it require countries to approach the World Bank or the regiona
MDBs for loans to rectify the situation? If institutional and structural issues are
outside its core competence, how doesiit justify that requirement? What should the
IMF do if the devel opment agencies proceed in ways other than those it prefers? If
the IMF has standards and guidelinesto assure that the programsto reviseacountries
economic institutions meet its concerns, then it will have to involve itself in the

% For an introduction to the institutions and economic growth literature, see “Growth and
Institutions, in World Economic Outlook, April 2003, IMF, pp. 95-128.



CRS-16

detailsevenif it does not fund the reform project. If it pays no attention, on grounds
that structural reform is outside its core competence, it might find that the final
results are unsatisfactory.

The CFR and ODC reports say that the World Bank and the regional banks
should bear theresponsibility for promoting long-term policy reform and institutional
and structural change. However, if the M DBs stop making adjustment loans, in order
to leave the area of BOP lending entirely to the IMF, they may have difficulty
promoting the kinds of reforms the CFR and ODC envision. On the other hand, if
the M DBs continue making adjustment loansin order to promote policy reform, the
IMF may need some way of keeping the conditionality and timing of these loans
congruent with its own operations.

Streamline Loan Operations

There seems to be general agreement that the IMF's surveillance function
should be retained. There is less agreement about the policies and tools the IMF
needs in order to carry out its duty to promote exchange rate stability in a world
where exchangerates arelargely determined by market forces. Arguably, theIMF's
resourcesare now too small, compared to the volume of international financial flows
and world trade, to undertake the stabilization role it played in the old fixed-parity
exchange rate system. Likewise, the IMF cannot stop countries from pursuing
policiesthat increase or diminish the value of their currencies even though this may
have serious destabilizing effects on other countries. If countries do not need to
borrow money from it, the IMF can do little more than give them advice and
publicizeits concernin documents such as its World Economic Outlook and Article
IV consultation reports (if acountry allows publication).

Proposals. Some experts believe the IMF's loan operations could be
streamlined and its procedures simplified. Williamson® and Bird® contend, for
example, that the IMF needs only two loan facilities. Onewould lend, with little or
no conditionality, to hel p countriesmaintain liquidity whenthey are hit by exogenous
shocks.” The other would lend, with conditionality, to help countries surmount
bal ance of paymentscrises caused by their own policiesor performance. Williamson
saystheMF should addressonly monetary, fiscal and exchangerateissuesinitsloan
programs, though countries should also be required to stop servicing their foreign
debts when they apply for IMF aid. Bird says that structural and institutional
matters should also be within the IMF s ambit of concern.

Williamson says that IMF rates should vary and countries should get better
terms from the crisis facility if they prequalified in advance by adopting
improvementsin their domestic banking procedures, by maintaining transparency in

27 Williamson, “The Role of the IMF: A Guide to the Reports,” op. cit.

% Graham Bird. “Restructuring the IMF s Lending Facilities,” The World Economy 26:2
(2003), 229-245.

2 These are events beyond acountry’ s control, Williamson said, such as sudden changesin
key import or export prices, contagion effects from crises elsewhere or natural disasters.
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economic data, and by achieving good marksin their most recent Article IV report.
Bird says the interest rate charged to borrowers from the crisis facility should vary
depending on the country’s condition and its relative compliance with specified
financial norms. He also says that conditionality for the crisis facility should be
relatively light by comparison with current standards but the IMF might restrict its
lending in the future if borrowers fail to adequately address their problems.

Caballero argues, by contrast, that the IMF needs only one loan facility to
address crises caused by exogenous events and poor policy.®* Instead of lending in
response to crises, however, he believes the IMF' s main function should be one of
preventing crises and stabilizing exchange rates through market arrangements.
Renamed by Caballero the International Market Facilitator, the IMF would create
hedge arrangements in private markets in order to insure countries against volatile
capital flows. It would also hel p countriesdesign macroeconomic policy frameworks
consi stent with those insurance mechanisms and, through its surveillance function,
it would assure that countries comply with their terms.

Buira also believes the IMF only needs one loan window and he says its
requirements can be very simple.® Aschief of secretariat for the Intergovernmental
Group of 24 (G-24), an association of devel oping countries, Buirabelievesthe Fund
should lend with virtually no conditionality, just a pledge by the borrower — asis
currently the practice with IMF first credit tranche loans — that it will “make
reasonabl e efforts to solveits problems.” Under this proposal, more money should
be available to borrowers and it should be repayable over longer periods of time.
IMF staff should operate like outside advisors or consultants, Buira argues, helping
countries choose policies and programs consistent with their goals and consistent
with the Fund’ smandate. ThelMF should limit itself to monetary and exchangerate
issues, Buira says, and should not use monetary crises as an opportunity to force
basic changes in the borrower’s domestic institutions or to open its economy to
foreign penetration.

Assessment. A two-tiered loan program would let the IMF differentiate
between countries whose crises were attributable to their own actions and those
whosecriseswerelessof their making. Macroeconomicand structural conditionality
would not be necessary for countries buffeted by contagion effects, as is often the
current IMF practice. This assumes, however, that the IMF will be able to discern
accurately which exogenous shocks are only temporary and which herald permanent
changesin theworld economy. Inthelatter case, countriesmay belulled deeper into
debt through unconditioned liquidity loans and the eventual burden of adjustment
may be heavier than if they had begun the adjustment process earlier.

% Ricardo J. Caballero. “The Future of the IMF.” The American Economic Review. Papers
and Proceedings of the 185" Annual Meeting of the American Economic Association.
Washington, D.C. June 3-5, 2003, pp. 31-8.

3 Ariel Buira. “An Analysisof IMF Conditionality,” in Buira(ed.) Challengesto the World
Bank and IMF: Developing Country Perspectives. G-24 Research Program. London:
Anthem Press, 2003, pp. 55-81.
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The plan for an IMF market hedging facility would require considerable
amountsof operating capital — money which the IMF doesnot currently have— and
it presumesthat the separate parts of the house built through hedging can stand even
though others may fall. It also assumes that IMF' s market traders can build a
financial network strong enough to withstand acrisiswhere everyone elseisbetting
against it. Many will dispute these assumptions. Some will also wonder why this
task should be done by an international agency rather than by private firms or
governments themselves. Long-term loans with little conditionality might be very
desirable, from the point of view of developing countries. However, with no
specific requirements, progress towards adjustment and policy change may be slow
or negligible. Therich countriesmay be unwillingto et the IMF lend large amounts
of their quota money for long periods without some assurance that conditionsin the
borrower will improve and the money will be repaid.

Reassign Functions And Authority

Proposal. Gilbert, Powell, and Vines say there needs to be a new agreement
on the division of labor between the World Bank and the IMF.*> Overlap in their
functions is inevitable, they say, and there needs to be clear agreement about the
terms on which the two agencies share the common ground. Each should focus on
itsown core mission — the IMF on macroeconomic and crisi sresol ution and macro-
policy advice and the Bank on long-term devel opment, including microeconomics
and trade and industry issues. The authors say there should be an agreed list of
competencies and adivision of lead responsibilities, though in all areasthere should
be an obligation to consult. In each area, one agency would have the final authority
and the other would have a right to be consulted and to give its views. In some
instances, for example, the IMF might have the fina say regarding certain
macroeconomic aspects of World Bank and the Bank would have similar authority
regarding certain social or developmental aspects of IMF stabilization programs.

Assessment. A formal division of labor and authority may be useful,
particularly in areas where the Bank and Fund agree. It may be less workable,
though, when they disagree. Even if the IMF had final authority regarding balance
of payments aid, for example, the Bank might not be willing to let the Fund veto its
development policy loan or adjustment loan operations. Even if the Bank were the
final authority for growth and development policy, the Fund might not be willing to
let the Bank decide how rigorous the terms of its stabilization programs should be.
By itself, authority on paper may not be very durable. Agencies will likely define
problems or issues in such a way as to ensure that they fall within their area of
jurisdiction. Furthermore, if an agency has overall responsibility for a program, it
will probably follow itsown judgment rather than acquiescing to decisionsby others.
Likewise, if an agency sees a problem which impacts its core mission, it is more
likely to deal with the issue itself rather than ask someone else to do the job. The
IMF s establishment of the EFF and the ESAF in the 1970sis acase in point.

%2 Christopher Gilbert, Andrew Powell and David Vines. “ Positioningthe World Bank.” The
Economic Journal 109 (November 1999), F598-F633.
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Some of the overlap could be reduced if functions were shifted between the
agencies. Transferring the PRGF to the Bank has aready been discussed. This
would not solve the tension, but it would put al the agencies which deal with poor
countries under the World Bank President, who could settle disputes. Transferring
the IMF's technical assistance functions elsewhere, as the Australian report
suggested, would be another possibility. However, the Fund would still need to talk
with them about common concerns. Alternatively, all the functions in the World
Bank and the regiona banks which deal with banking, finance, and corporate
governance could be shiftedtotheIMF. It would then serve asadvisor, regulator and
source of funding for projects to strengthen and improve institutions and policy in
these areas. However, this would make the IMF a development lending institution.

Better Bank/Fund Coordination

Proposal. Some would argue that dividing up the functions and putting the
World Bank and IMF into separate boxes may not be a practical design. The Bank
and Fund have different mandates but they have very many areas of common
concern. Stiglitz says that it is inevitable that the two agencies will have major
disagreements about economic policy.® Instead of papering over their differences
by giving each agency total authority over certain areas of joint concern, he says, it
is more important to find ways they can effectively discuss their differences.

Writing in 1999, Stiglitz reported that the Bank and Fund havetried on several
occasionsto reach an accord separating their areas of responsibility, but this has not
been successful. It is natural for the Fund to take a large responsibility for
macroeconomic issues and for the Bank to take lead responsibility for development.
However, he notes, issues of macroeconomics and microeconomics areintertwined.
Tight monetary policy, aimed at stabilizing a country’s currency and balance of
payments situation and strengthening the capital base of itsbanks, canlead to acredit
crunch that hampers the Bank’s efforts, undermines growth, and precipitates
widespread bankruptcy. The Bank and Fund may have very different views about
such situations. Likewise, the IMF found during the Asian financial crisis that
structural and institutional change can be essential — to head off crisesand to lessen
their intensity — and it included them initswork program even though conceptually
they lay entirely within the jurisdiction of the MDBs. The Fund may put higher
priority on some of these concerns than does the Bank.

There are many areas where the Bank and Fund share responsibilities and have
common concerns, Stiglitz says. Open disagreement can be healthy, he argues,
particularly for situations where the competing policy choices have very different
possibleresults. Instead of the Bank and Fund hammering out an agreement which
they then impose on the borrower country, he proposes, the international agencies
should advice governments about the alternatives available and the consequences of
the choices and | et them weigh the tradeoffs and risks and make the final choice.

3 Joseph E. Stiglitz. “The World Bank at the Millennium.” The Economic Journal 109
(November 1999), pp F577-F597.
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In the 1980s, many economists came to support the so-called “Washington
Consensus,” the view that sound macroeconomic policies and open domestic and
international markets were crucia both for effective development and for sound
monetary policy. In 1994, some economists began saying that the earlier consensus
view embodied “first generation” reforms. They argued that another body of “ second
generation” reforms, involving institutional and structural changes in developing
countries, was needed to consolidate and extend the development and monetary
stabilization process begun by the earlier reforms.®

In 2000, the Managing Director of thelMF and the President of the World Bank
issued a joint statement setting forth their shared vision for closer cooperation
between the two agencies.®* It stressed country ownership of programs to change
policies and institutions, a more coherent approach to setting and upholding
prioritiesfor change, and better use of conditionality measuresto improve program
success. 1n 2001, the executive boards of the Bank and Fund approved aframework
to promote consultation in the early stages of the policy process and greater
information sharing between the two agencies staff at both the country and
functional (“thematic”) levels of activity.

To prevent competing or duplicate conditionality between thetwo agencies, the
guidelines employ a “lead agency” procedure to clarify responsibility. The new
guidelines alow the IMF to draw on the advice of other international organizations
in the design of conditionality. Thisisimportant since in the Bank and Fund often
have their own separate assistance programs underway simultaneously in countries
and there is no assurance that their conditions and guidelines are compatible.

Under the new procedures, IMF and Bank staff are expected to coordinatetheir
policies for countries where they both have operationsin effect. They are supposed
to harmonizetheir country strategies, identify key areaswhere policy andinstitutional
change will be sought, and implement a strict division of responsibilities in
promoting them, with one of the agencies assuming a*“lead” position for each of the
goals. A series of interagency task forces were created to deal with issues such as
improved financial sector policies and institutions, standards and codes, the
suppression of illegal money laundering and terrorist finance, and various global
development issues. The IMF adopted new conditionality guidelines in fall 2002
which, among other things, increased and strengthened collaboration between the
IMF and the World Bank.*

% For an introduction to the ingtitutions and literature, see “Growth and Institutions,” in
World Economic Outlook, April 2003, International Monetary Fund, pp. 95-128. Seealso
discussion of this issue in CRS Report RL32364, International Monetary Fund:
Organization, Functions, and Role in the International Economy

% For a description of the consultation process and two progress reports on its

implementation, see IMF. Srengthening IMF-World Bank Collaboration on Country
Programs and Conditionality -Progress Report. Two different reports with the same title,
one dated August 19, 2002 and the other February 24, 2004. Both are available from the
IMF web page at [http://www.imf.org]. Typefirst 10 words of title in inquiry box.

% For more on the IMF's new conditionality guidelines, see CRS Report RS21357, New
(continued...)
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Assessment. Initial reportsindicate that the coordination processis having
some success, both in facilitating country ownership of the programs to promote
institutional and policy changeand in promotinginteragency cooperation. ThelMF's
2004 report (cited earlier) on consultation process suggests, however, that there
continue to be problems stemming from differences in the two agencies mandates,
cultures, and structures. 1t recommended, for example, that the Joint Implementation
Committee (JIC) — apanel of senior staff created previously by the executiveboards
of thetwo institutions and then allowed to lapse — should be revived and revamped
inorder to monitor the consultation processmoreclosely. Specifically, thereport said
that “when needed” the JIC should “help country teams in the two institutions to
reach agreement on priorities so asto ensure coherence of policy advice and program
design.” It seems, from these remarks, that Bank and Fund staff continue to see
things differently and there continues to be problems eliciting cooperation between
them in the formulation of their country programs. This is the area where the
differenceintheir mandates, priorities, and expectationsisprobably greatest. Perhaps
top-down authority from the JIC (on a “when needed” basis) may be required to
secure closer collaboration between the two agencies at the operating level.

Improvementsin coordination may hel p the Bank and Fund pursue the mandates
better with less friction and fewer occasions where they work at cross purposes.
Nevertheless, while this arrangement changes their format to a degree, no
fundamental changesin the scope of the Bank and Fund’ operations or thetermsand
conditions of their assistance programs will likely result. Any possible gainsin the
efficiency and effectiveness of their programs will likely provide little satisfaction
to those who want to reorganize the IMF in order to effect fundamental alterations
in its policies, procedures, and mandate.

Expand the IMF

Proposals. There have been proposals, from time to time, that the functions
and duties of the IMF should be expanded in various ways. In the late 1990s, before
the Asianfinancial crisis, for example, IMF top management suggested that the core
purposes of the IMF should be expanded to include the promotion and governance
of international capital mobility. Little has been heard of this proposal since 1998.

Many have recommended that the IMF take the lead to stabilize international
capital markets and to resolve international debt issues. Soros proposed in 1998, for
example, that an International Credit Insurance Corporation (ICIC) should beformed,
as an adjunct of the IMF, to provide countries with access to world capital markets
(at primerates) upto levels guaranteed by the ICIC.*" In 1994, Sachs proposed that
the IMF should act like an international bankruptcy court, bringing creditors and
debtors together and implementing debt workout programs.®  Kreuger, the First

% (...continued)
IMF Conditionality Guidelines, by Martin A. Weiss.

3" George Soros. “Capitalism’s last chance?’ Foreign Policy, Winter 1998.

3 Jeffrey Sachs. “IMF, Reform Thyself.” First published inthe Wall Sreet Journal, July 21
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Deputy Managing Director of theIMF, | ater proposed aplaninwhich theIMFwould
play amajor rolehel ping ensuretheorderly and timely restructuring of unsustainable
sovereign debts.*

Onadifferent plane, Camdessus, aformer Managing Director of the Fund (1987
to 2000), said after his retirement that he believed the IMF Interim Committee
(International Monetary and Financial Committee) should becomeadecision-making
council for the major strategic orientations of the world economy.®® The
responsibility for international economic policy coordination should be placed
squarely, he said, where most people believe it already rests.

In 2002, Soros proposed that the IMF should become a major new source of
funding for global public goods (such as education and health) and for
development.** It should make alarge ($27 billion) issuance of SDRs, he said, and
the proceeds should be used for these purposes. Stiglitz said, in abook review, that
Soros' plan for a one-time issuance would not be enough.* Much larger amounts
would be needed every year, he said, in order to achieve what he called modest
development goals such as the $50 billion annual effort to achieve the Millennium
Development Goals by 2015.

Assessment. These proposals, either to expand the IMF's functions —
establishing it as a kind of international bankruptcy mediator or making it a new
source of development aid — might have useful effects. To date, however, there
appearsto be no international consensus on their behalf and little support among the
major creditor countries. Intermsof Camdessus s recommendation, it seems very
unlikely that governmentswill bewilling to surrender to an IMF inter-governmental
committee their power to determine their own economic policy.

Inany case, it is unclear how these new functions would be integrated with the
IMF sexisting responsibilities. Theinternal strainwithin the organization would be
great, for example, if the IMF ismaking loansto help countries deal with BOP crises
at the sametimethat it is working to settle or write down sovereign debt. Securing
private sector cooperation with its stabilization programs for countries with
substantial debt might be problematical. Likewise, the IMF s role as a monetary

% (...continued)
1994. Available through the Hoover Institution’s international finance website at
[http://www.imfsite.org/reform/sachs2.html].

% Anne Krueger. “New Approaches to Sovereign Debt Restructuring: An Update on Our
Thinking.” Speech delivered at the Conference on “ Sovereign Debt Workouts: Hopes and
Hazards.” Institutefor International Economics. Washington DC, April 1, 2002. Available
through the IMF website at [ http://www.imf.org]. Typetitleininquiry box and find onlist.
See also “Krueger Updates Two Track Approach.” IMF Survey. June 24, 2002, p. 196.

“0 Michel Camdessus. “The IMF at the Beginning of the Twenty-First Century: Can We
Establish a Humanized Globalization?’ Global Governance 7 (2001), 363-370.

“1 George Soros. On Globalization. New Y ork and London: Public Affairs, 2002.

“2 Joseph E. Stiglitz. “A Fair Deal for the World,” reviewing Soros new book On
Globalization, in The New York Review of Books, May 23, 2002.
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authority might be compromised if it issued large stocks of SDRs each year for
development purposes, assuming that sufficient majority support (85%) could be
garnered among its membership annually for that initiative. In any case, the IMF
lacks any special aptitude for selecting and administering the kinds of development
programs the SDRs would supposedly finance. This is far outside its core
competencies, no matter how they are defined. Transferring the funds and
responsibility to one of the development agencies would seem more appropriate.

The Role of Congress in Shaping the IMF’'s Agenda

Therole of the IMF is discussed periodically, often during major changes or
turning points in the institution. The 60th anniversary of the Bretton Woods
Agreements in 2004, the May 2004 election of Rodrigo Rato, as the first Spanish
Managing Director of the IMF and the pending conclusion of James Wolfensohn’s
second five-term in 2005 as the World Bank’s president present opportunities for
Congressto addresstheseinstitutionsand “ take stock” of their effectivenessandrole
in the international economy. This report has presented a sample of the wide
spectrum of options that experts have presented on what a*“ proper” role of the IMF
should be in the 21* century.

There are many avenues by which Congress can influence this debate. For
example, Congress has enacted | egisl ation specifying what U.S. policy shall beinthe
international financial institutions(IFls) andhow theU.S. executivedirectorsat these
ingtitutions shall vote and the objectives they shall pursue. The number of policy
goals or requirements enacted by Congress is large® For example, the
Anti-Terrorism and Effective Death Penalty Act of 1996 (P.L. 104-132) instructsthe
Treasury Department to oppose any loan or other use of IFI funds to or for any
country for which the Secretary of State has determined is a state-sponsor of
terrorism. Congress also must authorize and appropriate any increase in IMF or
World Bank funding.

Congress has frequently made specific suggestions to the Administration
through Sense of Congress resolutions or language in committee reports
accompanying legislation suggesting specific goals and priorities the United States
ought to emphasize in the IFIs. Since the World Bank and the other multilateral
ingtitutions are not agencies of the U.S. government, but rather international
institutions, their activities and policies are not subject to U.S. law.*

3 For adiscussion of legislative requirements and efforts by the U.S. executive branch to
comply with them, see U.S. General Accounting Office. International Monetary Fund:
Efforts to Advance U.S. Policies at the Fund. GAO-01-214, January 23, 2001. See also
three reports to Congress from the Treasury Department discussing actions taken to meet
legislative requirements. Implementation of Legislative Provisions Relating to the
International Monetary Fund, October 2001, October 2002 and October 2003. Available
from the U.S. Treasury website at [http://www.treas.gov]. Typetitlein Search box.

“4 See CRS Report RL 32364, International Monetary Fund: Organization, Functions, and
Rolein the International Economy, for further discussion of the role of Congress.
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Changing the IMF

Any future changes in the structure of the IMF will be the result of a new
consensus among its stockholders. Authority among the IMF smember countriesis
widely distributed and an 85% majority isrequired to alter the Articles of Agreement.
Conseguently, there is a strong built-in bias in favor of continuity and against
fundamental change. Most of the changesin the IMF discussed in thisreport would
require broad membership support. The Articles would need to be amended, for
instance, to expand the IMF' s oversight authority, to add new functions such as a
debt restructuring facility or amarket hedging program or to change the IMF into a
world central bank. Likewise, the Articles would need to be changed in order to
rescind the language barring the IMF from releasing information about economic
conditions in a member country without its consent, to extend the loan repayment
period, or to ater the requirement that the interest rates and repayment periods must
beuniformfor all borrowers. A 70% voteisneededtoraiseor lower theinterest rate
charged for IMF loans. It may be difficult to get an 85% majority to effect these
proposals. Givenitsvoting structure, all major groups of countriesinthe IMF have
veto power over changes in the Articles of Agreement, issuances of new SDRs,
approval of new quotaincreases, the sale of IMF gold, and other major actions.

Super-magjorities would not be needed to effect some of the other changes
proposed by the various authors. Nevertheless, broad support among the IMF's
major stockholderswill still berequired. Together, the United States, the other G-7
countries, and other advanced countries in Europe have nearly 56% of the vote. A
broad consensus among these countries might be sufficient to change IMF loan
policy, IMF procedures, or the structure of the organization. However, broad unity
among the major countries would be needed. Initiatives for change will likely fail
if themajor countriessplit their votes. It ssemsdoubtful that many potential borrower
countries would vote for initiatives that would restrict their future access to IMF
credit or disadvantage them in other ways.

Traditionally, the United States has exercised leadershipinthe IFIs. However,
other major governments often have views which differ substantially from those
advocated by the United States. They arenot likely to support initiativesfor change
unless they agree on the merits that they are desirable. Several of these countries
have expressed reservations about some of the alternatives discussed earlier in this
report. Inthepast, the United States often resol ved disagreements of thissort through
aseriesof one-on-one bilateral talkswith other countries. Morerecently, though, as
seen in some recent negotiations about World Bank issues, many countries have
preferred to discusstheir differences with the United Statesin block (all at the same
time). The more advanced members of the European Union have about 31% of the
vote and there has been discussion among themin recent years about waysthey could
pool their vote and exercise a larger leadership role in the international financial
institutions.

Proposals to change or restructure the IMF can be offered at any time.
However, the most likely occasion for consideration will occur during future
negotiations about possible new IMF quota increases or other similar events. The
IMF isrequired by its Articlesto consider every five years whether its resources are
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adequate and whether anew quotaincreaseisneeded. In 2002, the United Statesand
other major countries decided that no increase was necessary. The next occasion for
formal consideration of thisissue will likely occur in 2007. Those seeking to effect
changeinthe IMF may keep thistimetablein mind asthey formulate their proposals.



