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Two economic developments dominated last week’s news. Central bankers announced a coordinated injection of liquidity, and the United States and China held the third Strategic Economic Dialogue. Both issues in the core mandate of the IMF? Yes. Did the IMF play a role? Apparently not. A senior IMF official did, however, speak on the macroeconomics of climate change in Bali. Does any of this matter?

The IMF was set up in 1944 to oversee a new world monetary order based on fixed exchange rates. Members committed to responsibilities that helped ensure free trade and got access to a reserve-pooling arrangement. Thirty years later, many countries moved toward exchange rate flexibility. The IMF’s key role became relatively long-term lending into (mostly emerging market) crises, alongside development financing, all with corrective conditions attached. And recently, the future even of this role is in doubt. Many potential borrowers have accumulated large foreign exchange reserves, partly to protect against borrowing from the IMF, while others—specifically in emerging Europe—have joined economic unions with richer countries.

The IMF, now, mainly opines on the economic outlook and members’ economic/financial policies. Yet when cross-border monetary and financial problems arise, countries tend to deal with each other directly and confidentially—witness last week. So unlike cross-border political issues, which are discussed in the UN, or trade disputes, which can be resolved at the WTO, international monetary dialogue is largely left to ad hoc processes. Fine, as long as cooperative efforts work. Last week they seemed to for funds injection, less clearly for China-US relations. But as the range of countries that must sit at the table grows and if problems become more intractable, risks that ad hoc cooperation fails increase. Having no active central forum with basic rules leaves the world poorly prepared for such failure. Recommitting to and using the IMF seems a sensible protection.

What is needed? Immediately, two critical internal changes: the much-discussed redistribution of quotas to match countries’ actual economic strength; and, equally importantly, a strict refocus on a narrow mandate—evaluating whether countries’ macroeconomic policies and exchange rates are compatible with a sustainable balance of payments, public sector transparency is adequate, and financial supervision is comprehensive. 

Several procedural changes should follow.

First, the Fund’s annual country reviews should focus exclusively on identifying macroeconomic and financial problems and ways (including through technical assistance) to redress them. To promote straight talk—and lower incentives for political interference—reports should be circulated only to the official membership, with strict confidentiality requirements. This would mark a major change from the current practice of publishing reports, but would substantially cut back on the watering down of Fund staff views that now occurs as governments block or negotiate the content of IMF assessments. Would the “move back” to a more confidential modus operandi work? Yes, because other institutions—for example the OECD and World Bank—provide for public consumption and debate high-quality information and views on economic policies and developments. An additional voice from the IMF is not necessary. But in a world where problems with global implications need to be recognized and discussed promptly, an institution providing a forum for frank and confidential discussion of common problems is a critical public good. 

Second, the Managing Director should have (and use) the power to call together on short notice groups of members (limited to those directly involved in the issue under scrutiny) on a strictly confidential basis to resolve mutual problems. For individual countries, the IMF’s capacity to lend into crises should be retained, but used only in true crises.

Third, twice a year, a report on global macroeconomic, transparency, and financial issues (strictly defined within the mandate) should be made public.

All of this will require a smaller and more nimble IMF with high caliber staff committed to state-of-the-art economic and financial analysis. It follows that two additional governance issues are important. First, the IMF needs to be downsized, but the strongest staff must not be driven out by lowering relative salaries. The income alternatives in the IMF’s line of business are excellent—constraining salaries will leave the institution without the caliber of staff it needs to do its newly-defined job. Second, turning the IMF into a more confidential institution will require good mechanisms for accountability. The way to achieve this is through ex post review by senior officials from outside the IMF reporting to the Executive Board. Such reviews should cover selected work on individual countries and special multi-country consultations called by the Managing Director.

Without immediate reforms and a narrower mandate, a diminution in the IMF’s formal role risks turning it into yet another widely-focused think tank, ill-equipped for an operational role in global macroeconomic and financial problems. It is a popular myth that if the IMF were to disappear it would be reinvented. More likely, it would not be missed until cooperative impulses reached the snapping point. Then, without an active forum for cooperation and straight-talk on macroeconomic and financial issues, confrontation—not the re-creation of the IMF—would be the course of least resistance.  

