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I. Introduction

Reform of the international financial architecture is back on the UN agenda. The financial crisis has again highlighted the current international financial institutions’ inability to prevent and/or avoid crises.

This time, the international Monetary Fund (IMF) has prepared a medium-range reform strategy, which has been under discussion for two years, and which, while including some old issues that are still pending in the IMF, contains new elements directly related to the institution’s governance structure and the need to give underdeveloped countries more representation and reinforce the institution’s financial solidity and international relevance.

The IMF has a surprising ability to acknowledge the erosion of its leadership as an institution, but it has lost so much credibility that no one believes in its transformations any more, no matter how attractive and coherent they seem.

The proposed reform strategy is absolutely consistent, but follows the mindset that has always characterized the IMF. It can be read in several ways and critiqued from different angles.

This paper takes up the topic where it stalled on the international agenda, provides some background on the reform of the international financial architecture proposed by the Bretton Woods institutions at the end of the last decade, and reviews the various moments in which this debate has been revived. It then addresses the core aspects of the new reform strategy, provides a critical analysis of the most questionable elements of the agenda and its current state, and finally focuses on the surprising bailout of the IMF and its new empowerment, particularly with the G-20 Summit on Financial Markets and World Economy.

Evidence shows that the proposed strategy is more of the same, even though it focuses on key aspects of the IMF operations and apparently takes into account long-standing complaints from underdeveloped countries, especially the demand for a stronger voice within the institution.

This discussion will demonstrate the IMF’s ability to change its rhetoric and reinvent itself based on the demands of the moment and the extremely subtle way it manipulates the most vulnerable countries.

II. Background

The term New International Financial Architecture was coined in late 1998 for a new international and financial monetary order needed to deal with the challenges of financial globalization.

The financial instability and crises of that decade — Mexico in 1998, Asia in 1997, Russia in 1998 and Brazil in 1999, followed by others since the turn of the century — highlighted the international financial system’s serious lack of institutional solidity and its inability to prevent and/or avoid the destabilizing effects of crises.

Given the financial system’s failure to keep up with the world economy and the international financial institutions’ need to maintain their leadership, they decided to reform the international financial architecture. But instead of shaking the structure to its foundations, they merely touched up the interior and recommended a few cosmetic changes.

The key points of the agenda proposed then were transparency of information; strengthening and liberalization of the banking and finance system; private-sector participation in crisis management and prevention; modernization of international markets through adoption of good practices; reform of international institutions; and adoption of social and aid policies for the most vulnerable poor countries.

Much was said about the topic, but only for a short time. Amid a growing sense that the final crises of the decade had been resolved more rapidly than the Southeast Asian crisis, and that these phenomena were inherent to the world economy, the topic slipped off the international agenda.

Only with the start of UN Financing for Development (2000) did the issue draw renewed attention, and two new elements were added to the agenda: greater use of collective action clauses
 and a new sovereign debt restructuring mechanism.
 This new discussion lasted for a few years, and then faded away until late 2006, when the IMF proposed the medium-range reform strategy currently under discussion.

Why take the matter up again now? Besides a lack of credibility, prestige and legitimacy, and episodes of corruption, the Bretton Woods institutions are suffering from a crisis of resources.

The IMF already knew it was unpopular and had learned to live with that; for a time it borrowed a page from the NGOs’ book and tried to make the international financial community believe it really was concerned about poverty and was taking external debt relief seriously. Now, however, it does seem worried, to such an extent that one of the priorities of the medium-range reform strategy is burnishing the institution’s relevance and legitimacy, a sign that it acknowledges the obvious limitations to its ability to continue functioning in the current context.

The World Bank Group has also proposed a long-range reform strategy that is vaguely formulated and highly questionable in terms of practical implementation, but whose key elements include a more democratic governance structure and greater representation for low-income countries.

Just a few observations provide a closer look at the different dimensions of the current crisis of the Bretton Woods institutions, especially the IMF:

Crisis of legitimacy. In this decade, unstable direction has been evident at both institutions. Michel Camdessus stepped down in 2000 after leading the IMF for 13 years, during which its policy recommendations faithfully followed the principles of the Washington Consensus. In 2004, Horst Koler, former IMF director general, resigned to become president of Germany. His successor, Rodrigo Rato, resigned unexpectly for personal reasons two years into his term, and Paul Wolfowitz, the former World Bank president, was forced to resign in mid-2007 amid accusations of nepotism.

There is also a lack of legitimacy in the fact that the battle for the presidency of the two institutions has historically been between Europeans and Americans. The 10 IMF directors general have been European, and the 11 World Bank presidents have been from the United States. The message is clear: the North for the North. The institutions’ irrationality is so extreme that no one can be appointed against the will of the United States or the Europeans. That, paradoxically, is how the IMF operates.

This unconditional subservience to the principal shareholders, along with the IMF’s excessive conditions on adjustment programs and the obvious under-representation of most member countries, increasingly calls into question the institution’s legitimacy.

Crisis of credibility. Recent history has demonstrated how wide of the mark the IMF’s recommended policies were and its complete inability to prevent and manage crises. It has been more firefighter than policeman; instead of preventing crises, it has concentrated on rescuing economies immersed in crises.

More recently, the credibility of the Bretton Woods institutions’ studies and research is also coming under widespread scrutiny because of debate over the relevance of expressing GDP in terms of purchasing power parity (PPP). Based on this principle, worldwide economic growth in recent years has been revised downward, and the institutions confessed that they had overestimated the dynamism of the world economy and the weight carried by China and India. While global economic growth is still driven by emerging economies and China remains the motor, they admit they erred on something as important as measurement of the variable that reflects the performance of the world economy and its main players.

 The IMF’s loss of influence. The middle-income Asian countries’ traumatic experience after the Southeast Asian crisis spurred them to design mechanisms to decrease their dependence on the IMF. In May 2007, China, Japan, South Korea and the 14 ASEAN countries set up a fund for mutual prevention of financial crises using their sizeable international reserves, which constitute more than 80 percent of total world reserves.
 As part of the Chian Mai initiative, they also discussed the possibility of an Asian unit of account to stabilize intra-regional trade, which represents practically half their foreign trade.

Meanwhile, after the collapse of its convertibility plan, Argentina decided to ignore the IMF’s formula and implement its own policies, which included suspending payment of the primary external debt and its subsequent restructuring on more favorable terms.

In 2005, Brazil and Argentina paid off their IMF debts ahead of schedule, followed by Serbia, Indonesia, the Philippines and Uruguay. In other words, three of the IMF’s biggest borrowers (Brazil, Argentina and Indonesia) practically withdrew from the institution.

Other countries, including Turkey, Ukraine, Pakistan, Bolivia and Ecuador, have reduced their debts with the IMF, and Venezuela announced in April 2007 that it was withdrawing from the IMF. The institution is clearly losing customers and, as a result, resources.

The IMF is estimated to have lost 88 percent of its loan portfolio since 1992. Interest revenue fell from US$3.19 billion in 2005 to US$1.39 billion in 2006 and is expected to drop to US$635 million in 2009.
 In addition, approximately 50 percent of the IMF’s current loan portfolio is concentrated in a single middle-income country, Turkey. Should Turkey decide to pay off its loans ahead of schedule, the IMF’s situation would become much more critical, since it would lose not only its biggest customer, but also its last bastion of power.

Table 1. Current IMF loan portfolio

	Principal borrowers
	June 2005
	May 2007
	2005  
USD billions
	2007
USD billions

	Brazil
	34 %
	0%
	25.4
	0.0

	Turkey
	23%
	49%
	17.2
	8.6

	Argentina
	15%
	0%
	11.2
	0.0

	Indonesia
	10%
	0%
	7.5
	0.0

	Russia
	5%
	0%
	3.7
	0.0

	Other countries
	13%
	51%
	9.7
	8.9

	TOTAL
	100%
	100%
	74.8
	17.6


Source: ¿Cuanto poder le queda al FMI?. 2007

Meanwhile, the World Bank is estimated to have lost 42 percent of its loan portfolio since 1996 and needs to reestablish its operating capital of some US$16 billion.

The lack of resources definitely places in the IMF in an extremely vulnerable position; not only is it suffering from a lack of prestige, popularity, credibility and legitimacy, but it also has no money to lend. This reveals another of the institution’s paradoxes: its extreme dependence on revenue from the financing it provides to help solve the very crises it supposedly tries to avoid.

For several decades, underdeveloped middle-income countries have been financing the IMF. Fortunately, however, a significant number of these countries have taken advantage of the favorable economic and financial climate of the past few years to wean themselves away from the IMF and successfully implement their own policies, most of them counter to those recommended by the IMF in its adjustment programs.

III. The new reform philosophy: more of the same?

At the joint IMF-World Bank meeting in Singapore in September 2006, then-IMF Director General Rodrigo Rato proposed a medium-range strategy for restructuring the institution with the stated goal of shoring up its relevance and legitimacy while guaranteeing its financial solidity.

While this agenda differs little from the preceding one, it includes new elements that are worth examining, such as quota reform and member countries’ representation, creation of a sustainable income model for the institution, consideration of a new liquidity instrument and some new criteria for oversight. Other points on the proposed agenda are left over from old debates and, like the rhetoric surrounding them, have not changed at all. These are crisis prevention, regulation of financial markets, and treatment of low-income countries.

In general, the reform focuses on two areas, one related to reinforcing the IMF’s role in supervision and oversight of the economy, and the other related to solidifying the institution’s governance.

Reform of quotas and representation. This is closely tied to the governance reform that the IMF needs to guarantee its legitimacy. It finally appears to be taking seriously the need for a change in relative voting weight to give underdeveloped country greater representation.

This would increase the representation of countries that have significantly improved their standing in the world economic arena in recent years, while trying not to erode the scant power held by low-income countries in the IMF’s governance structure.

The IMF has proposed three specific approaches. First, increasing quotas in two rounds; initially, there would be specific increases for China, Mexico, Korea and Turkey, followed by a second global increase of about 10 percent to offset the excessive weight of industrialized countries in the current IMF structure. Second, at least double the number of basic votes to protect low-income countries. Third, a new formula for calculating quotas, to be used for future quota adjustments.

There is still no consensus on the design of a new quota formula. In fact, five different formulas, all complex and somewhat hazy, are under discussion. The only consensus is that the formula should be transparent, should reflect the relative situation of countries in the world economy, and should be in accordance with the role played by quotas in the institution. It also seems clear that the percentages should be higher for more dynamic economies, so a factor de comprensión has been proposed to reduce bias due to economy size.

Nevertheless, major discrepancies have arisen over whether to adjust GDP according to parity purchasing power and over which variables to include in the formula and how they should be weighted to more accurately reflect different economies’ vulnerability to external shocks.

One proposal is to change the way instability is measured. The indicator of openness, for example, is widely questioned, and there is even discussion about whether to reduce its weight in the formula. Critics say it does not represent ability to contribute to the fund or potential need for IMF resources; in addition, increasing the weight of developed economies in IMF decision making would contribute nothing to the institution’s legitimacy and effectiveness. Including trade within a monetary union clearly distorts the measurement of an economy’s openness, so this is one more point on the list of pending corrections.

Creation of a sustainable income model for the institution. This is crucial, because the IMF’s financial solidity and credibility depend on it. There is general acknowledgement of the need to devise a new income and spending model that is consistent and sustainable, although there is no consensus on the details.

Regarding spending, officials say a budget has been designed that will cut spending by 6 percent in real terms over a three-year period, and a medium-range budget is being implemented.’
 This restructuring could lead to a budget savings of some US$100 million annually and decrease the current staff of 2,600 by 300 to 400 people.

There is a proposal to diversify the IMF’s sources of revenue by expanding the range of reserve investments, investing a percentage of the revenues from member countries’ quotas,
 and selling off a limited part of the institution’s gold reserves, some 400 tons, equivalent to about US$7 billion.
 There is also a proposal to charge for the financial services provided by the IMF and review the administrative costs of managing the financial assistance program for low-income countries.

New liquidity instrument. This is definitely an agenda item. The intention apparently is to design and instrument that guarantees underdeveloped economies adequate, reliable, accessible assistance in addressing capital account volatility.

Although still undefined, the suggestion is that access levels should range from 300 percent to 500 percent of the quota, and that access be provided en un solo tramo so that the instrument can make a greater impact on mitigating crises caused by the opening of the capital account.
 This would be similar to providing a line of contingency credit that would provide borrowing countries with extraordinary financing in a still-undefined currency. It is still not clera if that will be a unit of account or if it will replace the SDR. So far, however, it has been presented as an additional liquidity instrument.
Oversight. Although this is part of a long-running debate, a few new elements are worth mentioning. In June 2007, the IMF adopted a new legal framework for bilateral oversight. The IMF considered this the first in-depth change in the last three decades and the first comprehensive policy statement in this area. The decision made external stability the guiding principle of oversight and exchange-rate advice to member countries the linchpin of the process.

More recently, the IMF has attempted to perfect its oversight strategy in light of lessons learned from the US subprime mortgage crisis. It has proposed working on various aspects of the instruments fuera del balance, such as their transparency and value; risk-management practices and incentive structures for complex structured products; scores assigned by ratings agencies to complex products; principles of prudent oversight for regulated financial institutions; and liquidity management.

Along the same line, the reform requires that supervision of countries be impartial, with appropriate consideration of each member’s internal circumstances, and that it be flexible enough to ensure progress. There is also talk of the need to improve the methodology for evaluating the effectiveness of oversight.

Finally, one distinctive element of economic oversight is the proposal for multilateral consultation, which would involve convening a group of countries affected by a specific problem of systemic importance for dialogue that could lead to possible solutions.

The first consultation of this type, on correcting global imbalances, was held in 2006 withSaudi Arabia, China, the United States and the Euro zone. The result of this meeting was a document describing these countries’ policy plans, which was distributed, in an apparent exercise of democracy, to the 185 full members of the IMF.

Is this more of the same? The answer is definitely yes, not because of the agenda, which includes some new elements, but because the IMF is again showing its great ability to adapt to the circumstances of the world economy and change its discourse in response to the pressures placed on it in different decades and the requirements of the international financial community.

The more its manipulation skills are tested, the better they become. This time, the IMF has released a handful of cosmetic reforms proposed in 1998 and another handful that appear more substantive, because they focus on key aspects such as quotas, but which are still just a facade. Once again, the prevailing philosophy is one of deceiving the international financial community, entertaining it with technical sleight of hand and complex legal arguments to create the impression of a real move toward greater democracy and representation within the institution. A closer look, however, shows clearly that the IMF is fighting to maintain its hegemonic role as director of the international financial order and defend the interests of the major power centers.

IV. Inventorying progress on the agenda: a critical analysis

This reform was expected in 2008, but the depth and scope of the crisis forced a reordering of priorities, and “the rules changed in the middle of the game.” Lack of consensus has also stalled the process somewhat, and progress is more in intentions than concrete measures.

One major concern is the gap between the scope of the reform and the time the process will take, first because of the degree of acceptance required to bring it to fruition, and then because of the time needed to implement it. The IMF realizes this is a real game of financial diplomacy and that reaching consensus on its governance structure will mean changing its constitution, which will require the consent of all national parliaments.

Including this point on the agenda is one of the IMF’s many ways of flirting with something it knows will never come to fruition because of its technical, conceptual and political complexity. Nevertheless, it forges ahead to give the impression that it has finally understood that it is time to reorder its priorities and give greater representation to underdeveloped countries, especially emerging economies that are gaining ground on the world economic stage.

In one statement, the International Monetary and Finance Committee said quota reform is a marathon, not a speed race, indicating there is full awareness not only of the long and tortuous road ahead, but also of the need for general consensus, not just majority approval, from all members, an exhausting process.

The new discourse comes as a surprise. The IMF’s “humility” is extraordinary, and its insistence that increasing the votes of underdeveloped economies that are playing a greater role in the world economy should not come at the expense of low-income countries is not typical of the IMF.

There are various pitfalls along the way. If basic votes are doubled and quotas are increased at the same time, the current gap between industrialized and underdeveloped countries will not widen, but it will persist. Except for the more dynamic emerging economies that will significantly increase their quotas under whatever formula is applied, there will be little change unless a factor de comprensión is considered to introduce a bias for economy size, which would reduce the excessive decision-making weight currently carried by industrialized countries.

The IMF’s thinking on such a factor de comprensión is not clear, however. It has not indicated whether this would be a quota cap, so large economies cannot gain a larger share than they currently have, or a lower limit so small economies can improve their position slightly.

There is talk of holding basic votes as a proportion of the total constant, to keep successive quota increases from increasing the gap. This seems reasonable, since the IMF’s 13 successive quota revisions have reduced the share of basic votes to 2 percent today from 11 percent when the IMF was established. The problem is that this will be applied with the second quota increase, which will depend on a decision on the new formula, and this is one of the reform issues on which there is the least agreement.

In any event, holding the number of basic votes constant would not keep low-income countries from experience a relative vote loss; it would simply prevent industrialized countries from carrying more weight in the governance structure, an IMF courtesy to poor economies.

The other conclusion we can draw from this analysis is that to increase the number of basic votes while holding them steady as a percentage of the whole, it would be necessary to amend the IMF’s constitution, which means shifting the debate to the legal arena, not only within the IMF, but also in the member countries. This could pose an obstacle.

Defining the appropriate variables for a new quota formula would be challenging, as this is a technically, conceptually and politically complex exercise that requires generalized agreement because of its implications. It is important to ensure that borrowers carry appropriate weight, so their potential demand for resources is truly represented; otherwise, it will be more of the same. The vulnerability indicators that have historically been used should be revised, and mechanisms for measuring and monitoring these parameters should be re-examined, as many do not exist and those that exist are not effective.

The vulnerability indicators currently considered by the IMF include the public sector, financial sector, households and businesses; it therefore focuses on indicators related to internal and external debt,
 adequacy of reserves, financial solidity,
 and the business sector.
 To cite just one example, the debt indicators that are normally used to measure sustainability have little to do with the debtor economies’ ability to pay. The same is true of other indicators.

It seems reasonable to begin calculating GDP in terms of PPP, if there is no common global currency to allow comparison of aggregate global economic activity. This type of calculation tends to be more precise than one based on market exchange rates. It also better reflects what differences in price levels mean to underdeveloped economies. It is true, however, that PPP tiene grandes problemas para evidenciarse en el corto plazo, y por tanto existen desviaciones de los tipos de cambio respecto a lo que determinaría la PPA, but it is also true that all these reasons that distance PPP from exchange rates are more evident in underdeveloped economies, which would avoid the typical overestimation that occurs when GDP is expressed in terms of market exchange rates.

Of greatest concern in this area, however, is the basket used for the calculation and the extent to which the formula considers basic services such as health, education and potable water. Even among underdeveloped countries, the basic basket tends to differ, because of different consumption priorities in these economies, which are characterized by a highly inequitable income distribution. The entire issue is technically complex.

Another questionable aspect of the agenda is the new income and spending framework proposed to guarantee the IMF’s financial solidity. There is obviously an urgent need for this reform because of the IMF’s current shortage of funds, which could amount to US$400 million a year by 2010 if the suggested changes are not adopted.
 Less clear, however, is the identification and adaptation of policies that would anchor revenues and spending in the future.

In the rush to reduce spending, the weakest link is the first to break. The proposal to sell off gold never got off the drawing board because the United States was not enthusiastic about the idea; only recently have the obstacles begun to come down. Now, however, there is a suggestion to review the overhead costs associated with assistance to low-income countries, and it has even been suggested that the IMF begin to charge for technical assistance.

This is another pitfall that is consistent with the medium-range reform strategy’s effort to “keep up appearances.” Technical assistance is one of the few benefits available to IMF members, especially low-income countries, which absorb 90 percent of IMF technical assistance in its areas of expertise: macroeconomic policy, tax policy and revenue management, management of spending, monetary policy, exchange regimes, financial sector sustainability, and macroeconomic and financial statistics.

While it is true that technical assistance includes the IMF’s economic policy advice, and its recommendations to underdeveloped countries have missed the mark, low-income countries have few alternatives for financial assistance, and multilateral aid is crucial.

In the area of bilateral supervision, there are two key elements. It is very clear that the IMF is now concerned about international exchange imbalances, under the umbrella of international monetary stability, because it seeks to pressure China to revalue its currency and satisfy US interests. This is one more indication of the IMF’s asymmetrical oversight.

The IMF believes that multilateral consultations carried out under its aegis could ensure that even countries not directly involved in the issue under discussion have a voice in the dialogue through mechanisms such as the IMF Board of Directors and the International Monetary and Financial Committee. Although somewhat questionable, this is another effort to create the appearance of democracy.

On the positive side, this reflects a certain commitment to multilateralism by these countries; this is usually the main problem in implementing such policy plans, which address various areas and carry the IMF seal of approval. 

In any event, bilateral and multilateral supervision must be more closely linked to monitor the effects of contagion or the systemic consequences of fiscal and monetary policies, as the most recent financial turbulence has demonstrated.

With regard to aid, they openly express their dissatisfaction with the lack of results in this area, but propose no mechanism that would force high-income member countries to meet the commitments established at the Monterrey Summit.

Finally, regarding the IMF’s relationship with emerging economies, there is talk of progress on the design of a new liquidity instrument for countries with access to markets. An initial level of exclusion has already appeared, however, or at least the classification of countries with market access is somewhat vague. It is also unclear whether this instrument would be similar to the SDR or an enhanced SDR. The details are still under discussion, and little information is available for critical evaluation.

V. Bailing out the international monetary fund

In late October 2008, the IMF announced it was willing to provide loans to countries affected by the crisis, and stated publicly that it had begun talks with some that had requested assistance. The list of new clients included Iceland, Hungary, Pakistan, Ukraine and Belarus, although firm figures have been reached with only four of them.

The proposed loan for Iceland is for US$2.1 billion, equivalent to nearly 1,200 percent of that country’s IMF quota. The stated purpose of the loan is to restore confidence in the financial system, stabilize the currency, and aid economic recovery, although confirmation has been postponed with little explanation.

For Hungary, a loan was approved for US$15.7 billion, equivalent to 1,015 of the country’s quota. The economic program on which it is based focuses on two key elements: implementing a substantial fiscal adjustment and guaranteeing enough liquidity that the banking system will have the capital it needs to operate.

For Ukraine, a loan of US$16.4 billion (802 percent of the country’s quota) was approved, also to help officials restore economic and financial stability and confidence in the system.

The loan agreement for Pakistan amounts to US$7.6 billion (500 percent of the quota) and is part of a broad package that includes financing from other multilateral institutions and regional development banks.

It is interesting that this time the IMF rescue packages are several times larger than the accepted limit determined by the countries’ quotas, which has an annual cap of 100 percent of the quota and a cumulative cap of 300 percent. From 1995 until late 2003, extraordinary IMF financing for Mexico, Thailand, Indonesia, South Korea, Russia, Brazil, Argentina, Uruguay and Turkey represented, on average, 637 percent of those countries’ quotas.
 Surprisingly, this rule has now become extremely flexible.

Meanwhile, the IMF Executive Board has designed a new short-term liquidity facility to provide quick financing to countries that, in the IMF’s opinion, are doing well but still face difficulties. These would be countries with solid economic policies, but temporary liquidity problems in international capital markets.

This mechanism is not for countries that need both funding and policy adjustments, but for those that already have access to markets but are suffering from short-term liquidity pressures. The goal is to show that the IMF is making its financial services more flexible to satisfy a wide range of clients.

In theory, the idea is to use the IMF’s current resources, and the maximum disbursement would be equivalent to 500 percent of the quota of the country requesting the facility, with a three-month term. Countries can realizar tres giros in any 12-month period.
.

To be eligible, the country must have received a very positive evaluation during the last Article IV consultation with the IMF, besides having solid macro policies, sustainable debt, and access to markets. This financing is apparently not subject to usual IMF conditions, given the emphasis placed on the country’s past performance. The borrower’s only commitment is to maintain a solid macroeconomic picture.

Several things stand out in this apparent IMF bailout of economies affected by the current financial tsunami, which has become a systemic crisis.

First, until very recently, the IMF lacked resources because it had lost its best customers; now it suddenly activates an emergency financing procedure and claims to have US$250 billion
 available and be prepared to provide rapid financing to any members seriously affected by the crisis. Nevertheless, it acknowledges that the funds are insufficient and has requested assistance from the industrialized economies. Japan has already agreed to lend the IMF US$100 billion, but the institution says it needs another US$100 billion to meet customer demand, especially in the medium term.

These funds fall short of the magnitude of the crisis. The IMF has estimated direct losses from the US sub-prime crisis at US$565 billion, a figure that climbs to US$945 billion if other assets related to the mortgage crisis are included.
 The economies affected by the crisis need emergency financing to stabilize markets and re-establish confidence, but they will also need medium-term financing to reactivate the real economy. The former is certainly much easier to mobilize than the latter.

Nevertheless, this appears to be not a bailout by the IMF but a bailout of the IMF. Just as central banks have injected money into markets to avoid a generalized collapse of the international financial system, the IMF’s biggest shareholders have decided to rescue the legendary institution so it can continue to play a leading role in international finance.

The fund did not manage to prevent the crisis, but it comes to the rescue of its most affected members in a desperate effort to be part of the solution as well as the problem. The crisis has definitely breathed new life into the IMF. It seems that for things to go well with the IMF, they have to go very badly for the world. The IMF had become virtually non-viable as a financial institution, but now it has resurrected.

Behind its resurgence lies a power and leadership game. It is important to remember that the IMF is made up of countries, and since its founding it has responded to the interests of the world’s great power centers. Now it seems that reform of the international monetary and financial system is being taken more seriously, or at least there is overall consensus about the urgent need to change the rules of the game and create new kinds of institutions; nevertheless, many leaders of this change are openly opting for overhauling the current institutions instead of replacing them with new ones. There is nothing more timely, then, than a bailout of the IMF.

Second, amid the current shakeout, the IMF has found another class of customers: Eastern Europe. When the Bretton Woods institutions were established in 1944, their basic mission was to ensure European reconstruction and guarantee financial stability. By the 1970s, the industrialized powers no longer needed the IMF, so it redesigned itself based on the needs of underdeveloped economies, playing a decisive role during the debt crisis and the following decade, when it was charged with spreading neoliberal policies as part of a new development paradigm.

After the Southeast Asian crisis, and more recently, in the middle of this decade, with the loss of its largest borrowers, it has been focusing on the poorest countries, but they cannot guarantee the institution’s financial solidity. Now, in a breath of fresh air for the IMF, some Eastern European countries
 have begun asking for its assistance. This is one more example of the IMF’s ability to adapt.

Third, surprisingly, conditions on these emergency loans have been relaxed. It is said that they will be accompanied by certain conditions related to economic policy, but there are few requirements, and they are more targeted than in the past. Is this a sign that the IMF has listened to the constant criticism on this subject? Or is it just one more sign of the asymmetrical way the IMF has always handled its affairs, and its current efforts to draw a distinction between truly emerging economies, such as those of Russia, China, India, Brazil, etc., and underdeveloped economies, a category that includes Haiti as well as Mexico?

Fourth, the new short-term liquidity facility reflects the IMF’s urgent effort to keep its leading role and not feel it is being questioned when it doles out large amounts to G-8 economies. It is interesting that the redesign of the IMF’s financial services has included one made to order for countries that have money, and which do not need to be told how to do things, because in theory they are doing them well, according to the IMF’s strict criteria. This appears to be an effort to establish the IMF as a sort of worldwide central bank, although it is not clear if it will issue a virtual currency or SDRs.

In Latin America, potentially eligible countries include Brazil, Mexico and Chile, but whether they will use the mechanism is highly questionable. The first two have already benefited from the new lines of FOREIGN?? exchange swaps worth US$30 billion provided by the US Federal Reserve to four countries (Brazil, Mexico, Singapore and South Korea
). In addition, the IMF’s credibility is so dubious that they prefer to, and still can, move out from under its wing. Chile, meanwhile, has a reserve cushion that could easily allow it to implement countercyclical economic measures without having to turn to the IMF.

Finally, a few comments on the G-20 leaders’ Summit on Financial Markets and the World Economy.

Amid the frenzy of the crisis, there have been many calls to “modernize multilateralism,” and a “new multilateralism” appears to be emerging that is completely exclusive and which, to a certain extent, is getting lost on the borders of plurilateralism.

It is surprising that only G-20 countries would be invited to a world summit called to discuss the crisis and the reforms needed in the international financial order to avoid similar events in the future, especially since the G-20 failed to reform the international financial system after the Southeast Asian crisis.

After the summit was announced, there was an effort to sell it as a new version of Bretton Woods, but as the date approached, the tone became more muted, until it was finally seen as just the start of a long process. During preparations for the summit, apparently, it became clear that there was a lack of consensus because of the very different agendas of the leaders who would participate, and expectations were lowered to warn the international community that major changes were unlikely.

The action plan outlined in the Final Declaration, which rests on the five pillars that should be the basis for reform, does not differ greatly from the traditional agenda for reform of the international financial architecture. These principles are increasing transparency and accountability, improving regulation, promoting the integrity of financial markets, reinforcing international cooperation, and reforming the international financial institutions.

This is the familiar declaration of intent, this time with short- and medium-range actions, but with very vague directions about economic action. It is more of the same. 

Oddly, in late October, when the crisis was at a peak, there seemed to be certain consensus, even among industrialized countries, that perhaps they had lost. The market’s role was openly questioned, and there was talk of greater and more effective regulation of financial markets, and a change in the balance between finance and production.

Now discussion of the need to regulate comes with warnings about the hazards of over-regulation; in other words, there is an ambiguous, lukewarm approach to the scope of regulation. The European Union is pushing for regulation of all segments of the financial markets, including rating agencies, hedge funds and tax havens, while the United States is much more cautious, and deep down continues to trust the invisible hand of the market and its ability to regulate.

Any lingering doubt has been removed. The G-20 Summit re-empowered the IMF. Several paragraphs of the final declaration underscore the need to reinforce the IMF and give it a leading role in solving the crisis. This is odd, because there is certainly no consensus about whether the IMF’s new role should be that of a worldwide central bank, or whether it should serve as a policeman or keep acting as a firefighter. Nevertheless, the IMF clearly remains part of the current institutional framework. The message is clear. The international financial system needs an overhaul, but it must continue to serve the world’s great power centers.

Within this concept, there is talk of giving emerging and underdeveloped economies greater representation in the IMF and some of its working structures. For example, the Financial Stability Forum appears to have agreed to open its membership to other G-20 countries.

Logically, if the IMF cannot continue as it has, it must appear to make more room for underdeveloped economies. This leads to the highly questionable classification of emerging and underdeveloped economies, which includes not only China and Brazil, but also Bolivia and Burundi. The G-20 then becomes the “ideal umbrella,” on the grounds that it represents 80 percent of the global economy and two-thirds of the planet’s population.

The rest of the underdeveloped world has no choice but to see itself reflected in the paragraph of the final declaration that reaffirms the Monterrey Consensus and support for the Millennium Development Goals.

Meanwhile, in an effort to bolster the legitimacy of the Bretton Woods Institutions, Europe has proposed making the mechanisms for selecting the IMF director and World Bank president more transparent and open, which would break with the tradition that the IMF should be headed by a European and the World Bank by someone from the United States. This, however, is a pending issue.

Surprisingly, monetary issues did not appear on the agenda or in the final declaration or action plan. Unbelievable, but true: a world summit was called to discuss possible solutions to the worst financial crisis since the 1930s, but apparently no one bothered to invite the countries of the world or ‘avisarle al dólar’. The former was an unfortunate lapse, but the latter was unacceptable technical stupidity.

In short, the meeting was more of the same. Despite the action plan, the final declaration shows that in negotiating the document, there was little that the emerging economies, which allegedly represented the interests of underdeveloped countries (a questionable assumption), could do. Instead, the US pro-market position was very clear; throughout the meeting, the United States insisted that the reform should follow market principles, despite its recent foray into state regulation. Meanwhile, the summit empowered the IMF, returned it to its leading role and publicly involved it in finding a solution, as if it had not been part of the problem from the start.

The only point of agreement in the summit was apparently to restart the Doha Round of trade talks, stalled since July 2008. This seems to be the only negotiating card that the emerging economies could play, besides the reference to the Millennium Development Goals and the scant results of the Monterrey Summit.

VI. Final Considerations

Once more, we are up against the problem of appearances that has guided the IMF reform efforts in the past two decades.

The new medium-range reform strategy focuses on key issues at the institution and reflects not just explicit acknowledgement, but also tacit acceptance of its serious problems of legitimacy, international relevance and financial solidity.

Proposing an overhaul of the IMF’s governance structure and increased representation for underdeveloped countries is a sign not only that the IMF is concerned, but also that its reform must be centered on that long-standing demand from underdeveloped economies. Once again, it must change its rhetoric and design a new menu that is palatable to low-income countries. It has already included some ingredients important to those countries, such as a quota increase, representation for low-income countries, spending cuts and a staff review.

As once-assiduous clients distance themselves from the IMF, alternatives for a regional redesign of the financial architecture have recently emerged, based on cooperation and development instead of the market and competition. Despite their apparent complacency, the Bretton Woods institutions are worried about these.

In December 2007, Venezuela, Argentina, Ecuador, Brazil, Uruguay, Bolivia and Paraguay signed an agreement establishing the Banco del Sur, and more recently Venezuela, Cuba, Nicaragua and Bolivia approved the creation of the Banco del ALBA. The purpose of both institutions is to help finance the development of their member countries, leaving open the possibility of including other countries in the south. This exercise in regional autonomy is a clear sign of the region’s financial independence and a distancing from the IMF and its conditions.

Just when the IMF’s very survival was being questioned, along with the nature of its actions and whether it was fulfilling its original mission, the panorama suddenly changed.

Although the IMF is not a development institution, until very recently half its active loan portfolio targeted low-income countries. Not only did these operations generate more costs than revenues, they also had little to do with the IMF’s reason for existence.

Paradoxically, the deepening crisis breathed new life into the IMF, and the recent G-20 summit gave it a new start, making it a leader again in the international financial arena. The fact that the G-20 served as the umbrella for discussing reform of the international financial architecture is understandable in light of current power relationships, because it continues a discussion that led nowhere but was completely consistent with the IMF’s philosophy of keeping up appearances during the Southeast Asian crisis, when the G-20 was created. At that time, the idea was to take into consideration the underdeveloped economies that were carrying increasing weight in the world economy, but with a geographic criterion. It is clear, however, that the appropriate forum for discussing this issue is the United Nations.

What is truly alarming is that in this effort at keeping up appearances by showing the international community that emerging and underdeveloped economies “truly” have greater representation, the G-20 is becoming the new international governance model for addressing global problems, replacing the G-8.

Crises not only destroy; they also build, and regardless of what is being built amid the current upheaval, it is clear that the crisis is providing a series of opportunities that underdeveloped economies should use to avoid being sidelined in this revolution in international finance.

A great deal of financial diplomacy will be needed to advance the redesign of the current international financial architecture, and it will be a long and rocky process. At the same time, it is important to design alternative proposals at the regional level. Discussion is needed at various levels — international and regional, but especially at the national level, so bottom-up proposals can mature, providing input for a true World Summit to address the full scope of the problem.

It is crucial to reformulate the positions of the underdeveloped economies and take advantage of the limited opportunity to be represented geographically in the G-20 by regional economic leaders, to take advantage of the opportunity to be part of whatever comes out of the current crisis. This is not ideal, but it is the best possibility right now, and the current context calls for simultaneous strategies rather than mutually exclusive alternatives.
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� The effect of this clause is to enable a super-majority of bond holders from a particular issuing cycle to agree to a restructuring that is binding on all bond holders from that round, thus reducing the possibility of a disorganized debt moratorium. 


� This involves creating a body to provide debtors with legal redress against creditors who block a restructuring. It facilitates orderly, rapid and predictable restructuring of sovereign debt. The key to coordinating among unlike creditors is to give a “super majority” of them — covering a wide range of credit instruments — the power to force the rest to accept a homogeneous restructuring. Unlike the CAC, the SDRM assumes aggregation of the various instruments and consensus on an agreement that is binding on all by decision of the super majority. When the debt is aggregated for voting, therefore, the terms apply to all, and not just those issued at a particular time� (Krueger, 2002).
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� IMF. Speech by Rodrigo Rato to the IMF Board of Governors at the annual joint meeting. Washington, DC, October 22, 2007.
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� These currently generate revenue only when used to provide loans.


� Source: Adolfo... Cuanto poder le queda al FMI?


� Communiqué from the Intergovernmental Group of 24 on International Monetary Affairs and Development, April 13, 2007.


� Plans include measures for encouraging national savings in the United States, as a continuation of fiscal consolidation; progress on reforms aimed at stimulating growth in Europe; more structural forms and fiscal consolidation in Japan; reforms to bolster domestic demand in emerging economies in Asia, along with more flexible exchange rates in various countries with surpluses; and an increase in spending according to absorption capacity and macroeconomic stability in petroleum-producing countries. Source: FMI. El CMFI saca lecciones de la turbulencia en los mercados. October 20, 2007.


� Including perfiles de vencimiento, repayment schedules, sensitivity to interest rates and debt composition in foreign currency.


� These include capitalization of financial institutions, asset quality and posiciones fuera de balance, profitability and liquidity, and the rate and quality of credit growth.


� With regard to la concentración crediticia de las compañías, por divisas and interest rates, it is especially important to evaluate the possible impact of variations in exchange rate and interest rates on balances del sector empresarial. 


� “Por ejemplo, en los países en desarrollo los precios de los bienes y servicios no comerciados suelen ser relativamente bajos, y por lo tanto la moneda local tiene más poder adquisitivo en el país que en el exterior. El PIB basado en la PPA tiene en cuenta este factor, pero las conversiones basadas en los tipos de cambio de mercado por lo general infravaloran la actividad económica y el producto de un país en desarrollo en relación con los de una economía avanzada.” IMF. Boletín, January 8, 2008.


� IMF. On-line bulletin, December 7, 2007.





� Yilmaz Akyüz. Manejo y resolución de crisis: ¿rescate o refinanciación?. In Revista del Sur Nº 165, May/June 2006. 





� IMF. El FMI crea el Servicio de Liquidez a corto plazo para países con acceso a mercados. Press release No. 08/262 (S). October 29, 2008.


� This figure includes special agreements with countries selected for additional lending. 


� Miguel Roig. El FMI insta a los gobiernos a rescatar a bancos con problemas. 08-04-2008.


� A new sub-group that has been added to the category of emerging and underdeveloped economies, but with a different relative level of development and with clearly defined pro-European Union political interests.


� Reuters. Fed ofrece liquidez a Singapur, Brasil, México y Corea. 11/11/08.
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