Can DSK rescue the IMF?
By Zafar Masud

THE future is not ours to see, but we modern human beings have access to the infallible instrument known as statistics that affords us at least the illusion of prognosticating with exactitude now and then. French President Nicolas Sarkozy will be 57 by the time the next election is due in 2012. A relatively young age to have a go at a fresh presidential term!

Those who do not like him much have already started saying that through a Machiavellian move Sarkozy has got Socialist rival Dominique Strauss-Kahn to head the International Monetary Fund, thus shoving aside the biggest threat to his own ambitions five years from now.

The important thing is that DSK, as the new IMF chief is known in France in the media, is quite happy with his new job and swears that has little to do with the $420,000 per annum tax-free salary that goes with it.

He says he is impatient to serve the international community, tackle the challenges of failing economic growths and employment by giving the Fund its legitimacy back. ‘There is a view in some countries,’ Strauss-Kahn told Bloomberg News recently, ‘that IMF has been a disaster for them.’

He is not too off the mark. Given the bitter memories of the crash of the last decade, many former Southeast Asian ‘Tigers’ are working on sharing foreign exchange reserves in future through regional cooperatives and many Latin American countries are not far from creating their own ‘Bank of the South’.

All this in a clear message of distrust to the IMF and with an intention to supplanting the Fund’s traditional role through a mechanism of self-sufficiency.

True, all those countries salvaged in the 1990s, Russia, Indonesia, South Korea, Argentina or Mexico, have repaid their debts or have nearly done so, but the IMF suffers from a severe identity crisis with only $300bn of operating income left in its reserves. Not enough to cope with a major global economic disaster should it decide to visit the world tomorrow.

To a question from the daily Le Monde if he would consent to the sale of the 3,217 tons of the Fund’s gold reserves to remedy the situation, Strauss-Kahn said most of the central banks he had questioned on the issue were in agreement with the idea but that he would need a wider consensus once he officially takes over as director-general of the IMF on November 1.

He also said he would concentrate on the Fund’s new role of offering advice and technical help for averting crises rather than the traditional one of bailing countries out of them.

Former IMF executive and currently professor at John Hopkins University Anne Krueger put it aptly: ‘You have to think of the Fund now as an insurance policy for member countries.’

Strauss-Kahn’s frequent references to alleviating world poverty, helping poor nations, reaching out to Africa, Asia and South America and avoiding trying to be the ‘gendarme who swings his baton’ whenever someone is not able to pay back the debt, have already won him a few detractors at the other end of the Atlantic who say if the IMF does not stick to its role of monitoring international economy and tries to encroach upon the World Bank’s terrain, it will very quickly lose its relevance.

The biggest challenge for the Frenchman, say some analysts, will be to take cognisance of the rising economic powers like China, Brazil and India, and use wide consensus to shrug off the influence that the United States and Europe have traditionally exercised over the

IMF. Everyone agrees that decision-making, which largely used to be the precinct of governments, has passed into the hands of market forces in the 21st century.

Maybe so. But if you go back into the history of the Fund, you learn that when it was created in 1945, its raison d’être precisely was the Keynesian theory of mixed economy.

In response to the Great Depression of the 1930s that had confronted the modern world with a frightening level of unemployment and deflation, John Maynard Keynes had promoted the idea that only macroeconomics, in other words governments working side by side with market forces, can help upset the micro-level behaviour of the individuals and right the damage caused to the country’s economy by laissez-faire trends.

But let’s return to Dominique Strauss-Kahn for a while. He served as finance minister with the Socialist government from 1997 to 1999, a critical juncture when France, like the rest of the European Union members, was getting ready for conversion of its currency, the franc, into the euro and a cut in the public deficit was a mandatory requirement to qualify.

He succeeded in that mission pretty well and paved the way for the privatisation of a number of state-owned French firms, winning in the process quite a few friends in the financial markets (and losing a few within his own Socialist camp!).

The tone of Le Monde’s editorial following the confirmation of the Frenchman’s appointment on September 28 tended to remain far from jubilatory: “The nomination of a politician at the helm of such an institution is risky business.

His predecessors, the German Horst Köhler and the Spaniard Rodrigo Rato had not succeeded in their missions. Staying away for such a long time from their countries and from their respective electorates they were taken over by boredom. Who knows if the temptations of home politics and the excitement of the 2012 presidential race will not rapidly get hold of DSK?”

So we are back in the future-telling business. But a comment from Jeff Powell, head of the London-based Bretton Woods Project, says it all: ‘Being the head of the IMF has never been less powerful and more stressful than it is now!’
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