Factsheet: The International Monetary Fund 

Since the onset of the global financial crisis, the International Monetary Fund (IMF) has been seen, and cast by the G20, as the key solution to the problems that are being faced by countries. Already integrated in most financial markets, it was well situated to take a leading role in the discussions on the financial crisis on the premise that it would reform some of its more stringent policies. The IMF is however also a controversial institution, pressing governments to reach set conditionalities impacting upon public services, while not being accountable and transparent in its operations. One of the goals of EI’s global campaign ‘Hands Up For Education’ is therefore to leave its impact on a possible reform in the way in which the IMF works. 

What is the Goal of the IMF and How Does it Try to Reach it?

The IMF was established together with the World Bank just after the Second World War at the Bretton Woods conference in 1944.  Its main goals at the time of establishment were to provide a forum for international cooperation on monetary policy, to maintain stability in exchange rates, to contribute to the growth of global trade and to provide resources to its members facing balance of payment difficulties. It tries to achieve these goals primarily by surveying the global economy. Once each year, it visits member states and analyses their economic situation, providing training and technical assistance where needed. Similarly, the IMF features an enormous database on all kinds of economic issues, such as GDP-growth projections or up-to-date exchange rates. In addition, it also lends money (including special arrangements referred to as ‘Special Drawing Rights’) to member states which are in financial trouble. Today, 185 countries are members of the IMF, paying an annual membership fee in the form of a so-called ‘quota’ based on the size of each member’s GDP. For this reason, different members pay different quotas and in practice enjoy different degrees of political power in the management of the IMF. 

What has the Controversy around the IMF been About?
The IMF is best known as a financial institution that provides resources to member countries experiencing temporary balance of payments problems on the condition that the borrower undertake economic adjustment policies to address these difficulties (IMF, 2001). 
The ‘adjustment policies’ mentioned here are the key to the controversy around the IMF because governments which borrow money from the IMF are made to change their economic policy without much democratic control. As with all types of loans, IMF loans have to be repaid and the stringent conditions tied to ensuring this repayment is what often leads to problematic policy adjustments, particularly for the public sector. The Global Campaign for Education (GCE) finds that these conditions can have a disastrous effect on education and on teachers’ salaries (cf. GCE, 2009). Notwithstanding that the IMF’s own Independent Evaluation Office (IEO) has also concluded that such conditions are often unnecessary and do not have an empirical basis, they are still imposed by the IMF in many of its lending arrangements (cf. IEO, 2008a). 
While it can be argued that fiscal scrutiny and a commitment to long-term investments is a necessity in all countries, flexibility is also needed in order to combat crises successfully. The developed world itself diverts from its budgetary principles in times of crisis, as can be seen from the fiscal deficits being run up by a number of governments of developed countries (cf. IMF, 2009). 
The controversy around the IMF extends to the governance of the IMF and its potential for reform. Membership fees (so-called quotas) are based upon the size of members’ economy, and the size of a country’s contribution defines the size of its voting power within the IMF. Moreover, the United States is the only country with a special veto right, as it retains 16.77 percent of the voting power of the IMF, an institution that insists on 85 percent agreement to endorse any proposal. It is therefore not hard to imagine that the IMF is largely dominated by Western countries which are not eager to cede their powers.

In turn, the IMF also embraces monetarism (a belief that the economy's performance is determined almost entirely by changes in the money supply), the economic philosophy that arose and took a stronghold since the 1980 trans-Atlantic pact between the governments of then US president Ronald Reagan and UK prime minister Margaret Thatcher. 

How will the IMF be Reformed because of the Financial Crisis?

The G20 Declaration issued at the Summit in London on 2 April 2009, states:

In order for our financial institutions to help manage the crisis and prevent future crises we must strengthen their longer term relevance, effectiveness and legitimacy. So alongside the significant increase in resources agreed today we are determined to reform and modernise the international financial institutions to ensure they can assist members and shareholders effectively in the new challenges they face (Group of 20, 2009). 

The desire to reform the IMF was not new, but had previously been blocked by member countries with larger voting powers. In April 2008, a package was approved by member countries to reform the quota system, although some of its aspects still need to be implemented. However, it seems that broader reforms are also needed in order to improve the IMF’s legitimacy, accountability and effectiveness (IEO, 2008b).
A global discussion about IMF reforms is therefore underway, including clear pledges to remove loan conditions and to have a stronger focus on the world’s poor. The IMF claims that since May 2009, social conditions on its loans have been removed. This is contradicted however by reports that Latvia had to close down 60 percent of its health sector in order to satisfy IMF conditions, prompting the resignation of its health minister (NYT, 2009). Recent reports also show how Nicaragua rejected IMF ‘help’ as it considered the conditions to be ‘absurd’ (LAHT, 2009).  Whether or not the announced end to the imposition of social conditions on loans is true or whether it is simply part of a campaign move by the IMF, it has been timely in alleviating long-standing doubts on the IMF and in paving the way for its enhanced role, as agreed by the G20 (cf. Group of 20, 2009).

What can Unions do to Influence the IMF?

The highest decision-making body within the IMF is the ‘Board of Governors’ consisting of one governor and an assistant governor appointed by each IMF member state. Such governor is usually a state’s Minister of Finance or the Governor of a state’s Central Bank. Hence, pressure on these two types of institutions will be most effective. Pressure on finance ministers can be built up through parliaments. In turn, pressure should naturally be put by unions in those countries which are the biggest voters in the IMF (e.g. the United States, the United Kingdom, France, Germany and Japan). The US Congress recently voted in favour of a number of changes to the IMF (IMF, 2009) and governments in other countries could now be targeted by their national unions.
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