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WHILE the ongoing global financial crisis has bruised many a ‘giant’ of the past, the IMF has emerged as a prominent beneficiary. The current crisis has lent a new lease of life to this international organisation that was sliding into an abyss of irrelevancy before the crisis unfolded with full force with the fall of Lehman Brothers on Sept 15, 2008.

Until August 2008 the IMF was in trouble. With the increase in private and other capital inflows particularly after 2005 to the developing countries, not only did the latter almost stop borrowing from the Fund but also quickly repaid the loans, for they were filled with structural conditionalities like prior actions (PAs), structural performance criteria (PCs) and structural benchmarks (SBs). The Independent Evaluation Office (IEO) calculated some 7,000 structural conditions related to taxation, public expenditure management, financial-sector reforms, SOE’s reforms, privatisation, civil servants reforms and core conditions like trade, exchange rate and monetary policy attached to 216 programmes. Hence, even prospective borrowers started distancing themselves from the Fund.

The Russian Federation was probably the first client to make an early repayment on Jan 31, 2005 followed by Brazil, Argentina and Indonesia. Purchases and loans disbursed in 2003 were SDR21bn whereas repurchases stood at SDR19.7bn. However, 2005 witnessed a steep decline in purchases and loans to the tune of SDR2.6bn whereas the same year’s repayments rose sharply to the aggregate of SDR30bn resulting in the sharp contraction of interest payments from an average of SDR2.25bn until 2005 to SDR484m in 2007 only.

However, in the aftermath of the financial crisis, disbursements increased disproportionately from SDR1.87bn in 2007 to SDR14bn in the last two months of 2008 providing some relief to the Fund. Pakistan also got a 23-month stand-by arrangement on Nov 24, 2008 to the tune of SDR5.169bn (about $7.6bn) and loaded with conditions. Nevertheless, on the face of it, macroeconomic stability in Pakistan has improved significantly in comparison to the pre-loan position. Other borrowers in November 2008 were Ukraine, Hungry and Iceland. But such windfalls should not be a source of complacency for IMF. How much the IMF overhauls itself to be able to sustain itself in the unfolding international economic and political scenario is of prime importance.

Questions regarding the relevancy and legitimacy of the IMF were at full volume in the wake of the 1997-98 East Asian crisis, the capital account crisis of Mexico in 1994-95 and Argentina’s default on its debts in 2001 by the independents and were also raised in public by the previous Spanish MD Mr Rodrigo de Rato during his last couple of weeks in office. French MD Mr Dominique Strauss-Kahn, however, has been vocal on this count since the early days of his ascendency in November 2007. In a recent speech he said “Eighteen months ago, the institution was facing a progressive loss in its relevance and its legitimacy … people were openly questioning the usefulness and relevance — and indeed the very future — of the Fund.” Yet, the incumbent MD could not help avoid telling the truth and added that “perhaps [the IMF is] a victim of its own success”.

The truth, nevertheless, is that the IMF has always failed to predict a crisei in its complete context. 
Not only that, it has seldom been successful as a firefighter and has rarely given sound policy advice to its members. This analysis might appear harsh but finds its corroboration in almost all reports of the IEO that was established in 2001 by the IMF itself to assess issues related to the Fund objectively and independently.

Although, Mr Strauss-Kahn says that “People don’t like listening to warnings from Cassandras when times are good”, he has probably not been informed that the IMF did support with plausible arguments ‘The Role of Affordable Mortgages in Improving Living Standards and Stimulating Growth’ and also counselled others to learn from the historical experiences of the US. Again in July 2006 the IMF in its US country report acclaimed “the attractiveness of US financial markets as an example of mortgage securitisation”.

The G20 decided to treble the IMF’s resources from $250bn to $750bn, allowing the Fund to allocate SDR250bn to its members. The former has established a new Financial Stability Board (FSB) and has asked the IMF to be candid, evenhanded and independent in its surveillance exercises. The FSB and IMF will provide early warnings of macroeconomic and financial risks and their monitoring will cover ‘all’ financial institutions, instruments, markets even hedge funds. The G20 declared that the era of banking secrecy was over. The Fund has also responded in kind and has decided to ‘modernise’ IMF conditionality particularly for low-income countries.

This means introducing a new flexible credit line (FCL) with almost no ex-post conditionality, double the access limits of non-concessional loans and stress social conditionality for stand-by agreements. The FCL will be available to those countries whose fundamentals are strong and that have a good track record of implementation of the Fund’s policies. The FCL will have no caps, have long repayment periods and will be like a credit line. Mexico is the first beneficiary and has got $47bn, therefore, Pakistan with its current macroeconomic stability also qualifies for the FCL hence, its stand-by arrangement should be converted into a FCL.

The IMF must , however, answer two questions to understand the changing world scenario: what was the underlying cause of the continuous trade deficit of the US since 1983 after surpluses since the 1930s? And why was the US obliged to use sub-prime credit and mortgages for the stimulation of growth of its economy? On the other hand, whatever resources are available to the IMF, its future depends on revival of private capital inflows as soon as the world economy recovers. 
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