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   The International Monetary Fund 
in the Global Economy 

  The explosive growth and increasing complexity of global fi nancial 
markets are defi ning characteristics of the contemporary world econ-
omy. Unfortunately, fi nancial globalization has been accompanied by a 
marked increase in the frequency and severity of fi nancial crises. The 
International Monetary Fund (IMF) has taken a central role in managing 
these crises through its loans to developing countries. Despite extensive 
analysis and criticism of the IMF in recent years, key questions remain 
unanswered. Why does the Fund treat some countries more generously 
than others? To what extent is IMF lending driven by political factors 
rather than economic concerns? In whose interests does the IMF act? 
In this book, Mark Copelovitch offers novel answers to these questions. 
Combining statistical analysis with detailed case studies, he demonstrates 
how the politics and policies of the IMF have evolved over the last three 
decades in response to fundamental changes in the composition of inter-
national capital fl ows. 

  mark  s .  copelovitch   is Assistant Professor in the Department of 
Political Science and the Robert M. La Follette School of Public Affairs 
at the University of Wisconsin–Madison.    
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xii

 Preface   

 This book was written in the relative calm between two global fi nan-
cial storms. I began the research for this project in 2001, in the wake 
of the Asian fi nancial crisis and shortly before Argentina’s default on 
its $155 billion in external debt. As I fi nish writing, in the autumn of 
2009, the world economy is beginning a slow recovery from the most 
severe fi nancial crisis since the Great Depression. As the fi nancial 
turmoil has deepened and spread across the globe over the last two 
years, the IMF, once again, has assumed a central role in efforts to 
restore and maintain international fi nancial stability. As of November 
2009 the Fund has provided more than $85 billion in credit to eight-
een countries hit hardest by the crisis, including Belarus, Iceland, 
Hungary, Latvia, Pakistan, Romania, and Ukraine. In addition, the 
IMF has also committed an additional $80 billion to three countries 
(Colombia, Mexico, and Poland) under the terms of its new crisis pre-
vention lending arrangement, the Flexible Credit Line. 

 This resurgence in IMF lending represents a sharp reversal from the 
start of the decade, when few emerging market countries borrowed 
from the Fund and many observers questioned the continued relevance 
of – and need for – the IMF in an apparently stable global economy 
awash in private international capital fl ows. In contrast, the focus 
today has shifted toward the urgent need to strengthen the Fund, in 
order to ensure that it has suffi cient resources to meet its members’ 
needs during the current crisis. In February 2009 the Japanese gov-
ernment committed an additional $100 billion to bolster the Fund’s 
$250 billion in lendable resources. Soon afterwards Dominique 
Strauss-Kahn, the IMF’s managing director, announced plans to seek 
a doubling of the Fund’s coffers to $500 billion – a plan subsequently 
endorsed by the new US Treasury secretary, Timothy Geithner. In 
March the European Union (EU) responded with its own commit-
ment to provide $100 billion in resources to the Fund. At the Group 
of Twenty summit in London in April, these pledges were reinforced 
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Preface xiii

by a formal commitment on the part of G-20 governments to triple 
the Fund’s resources to $750 billion, through a mix of $500 billion 
in loans and a one-time issuance of $250 billion in special drawing 
rights (SDRs), the IMF’s notional currency.  1   In addition to these com-
mitments to increase the IMF’s lending capacity, the issues of reform-
ing both the governance of the Fund and the tasks it performs have 
once again been placed on the international agenda. Indeed, IMF 
reform is once again a central topic of discussion among economic 
policymakers in both the developed and developing worlds.  2   

 Thus, to paraphrase Mark Twain, reports of the IMF’s death have 
been greatly exaggerated. Rather than becoming obsolete, the Fund 
remains a central force in the global economy, and understanding 
how it operates is critical if we are to make informed decisions about 
whether (and how) to reform the institutions and rules of global 
fi nancial governance. In emphasizing the highly political nature of 
IMF lending, as well as the ways in which fi nancial globalization has 
altered the Fund’s policies over time, this book may therefore ben-
efi t policymakers as they seek to identify and implement effective 
and feasible policy responses to the current global fi nancial crisis. 
At the same time, the arguments and fi ndings in this book contrib-
ute to ongoing scholarly research in political science and economics. 
Analytically, the book clarifi es our understanding of the complex con-
nections between international economics and international politics. 
In addition, by explaining the policies and behavior of one of the most 
prominent multilateral institutions, it sheds light on the determinants 
of international cooperation more generally. In short, both economic 
policymakers and scholars of international political economy will, I 
hope, fi nd much of interest in the pages that follow. 

 This book is the culmination of nearly eight years of research that 
began during my graduate study in the Department of Government at 
Harvard University. In truth, however, its roots go back even further. 
Indeed, I owe a great debt to my professors in the Directed Studies 
program and the Political Science and Economics Departments at 

  1     Mark Landler and David E. Sanger, “G-20 pact has new rules and 
$1.1 trillion in loan pledges” (www.nytimes.com/2009/04/03/world/
europe/03summit.html?_r=1&hp).

    2     See, for example, Edwin M. Truman, “IMF reform: an unfi nished agenda” 
(www.petersoninstitute.org/publications/opeds/oped.cfm?ResearchID=1106).  
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Yale University, who fi rst piqued my interest in the study of political 
economy and international relations as an undergraduate and who – 
though I did not realize it at the time – set me on the path toward 
an academic career. I owe particular thanks to Xavier Sala-i-Martin, 
who introduced me to the challenges and puzzles of macroeconom-
ics, and to David Cameron and Yitzhak Brudny, whose courses and 
advice opened my eyes to the possibility of graduate study in political 
science. 

 As a graduate student in the Department of Government at 
Harvard University, I was privileged to have an exceptional group 
of faculty advisors and teachers. Jeff Frieden, my dissertation com-
mittee chair, offered tough criticism, strong encouragement, and sage 
advice at each stage of my studies, and he always managed to strike 
the right balance between the three. I owe my greatest intellectual 
and pedagogical debts to Jeff: he taught me most of what I know 
about international monetary and fi nancial relations, emphasized the 
importance of clarity and rigor in my thinking, writing, and analysis, 
and instilled in me an appreciation of the fundamental and inextric-
able link between politics and economics. It is extremely rare in aca-
demia for a single individual to be a pre-eminent scholar, an engaging 
and talented teacher, and a true mentor. Jeff is all these things, and I 
am deeply indebted to him for the support and advice he has given me 
over the years. I have also come to overlook his one true fault – a mis-
guided yet unwavering devotion to the New York Yankees – in light 
of these many redeeming qualities. 

 I am also extremely grateful to my other advisors at Harvard. Andy 
Moravcsik took me under his wing upon my arrival in Cambridge 
and offered me crucial guidance, helped me to secure much-needed 
funding, and gave me the opportunity to gain valuable research and 
teaching experience. He also provided incisive criticism throughout 
my dissertation research and always challenged me to think about 
the “big picture” in my work. Lisa Martin was always available to 
read and discuss my work, and her comments and suggestions invari-
ably pushed me to clarify my thinking and focus my argument and 
analysis. Having benefi ted from Lisa’s advice as her student, I am 
now extremely fortunate to call her a colleague at the University of 
Wisconsin. Unfortunately for Lisa, this allows me to lapse period-
ically into my former role and show up at her door seeking advice. 
Thus, I also owe Lisa particular thanks for reading and commenting 
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Preface xv

on the fi nal version of this book manuscript. Finally, Michael Hiscox 
helped me to think through the connections between international 
trade and fi nance, and he offered critical advice as I was navigating 
the academic job market. I have been extremely fortunate to train 
with and learn from such talented individuals, and I owe them my 
thanks and appreciation. 

 I also have many friends and colleagues to thank for their help in 
completing this project. In particular, I owe special thanks to David 
Singer for his feedback and support. Over the years David has pre-
ceded me at each stage of graduate school, the academic job mar-
ket, and the publishing process by a year or so; consequently, he has 
borne the unfortunate burden of my frequent pleas for advice along 
the way. Because he is a true mensch and friend, David has never 
complained about this harassment, and I’m enormously grateful for 
his help. I also owe many thanks to Jon Pevehouse, Nadav Shelef, and 
Hillel Soifer, each of whom read the entire manuscript and provided 
extremely detailed comments and suggestions. This book is undoubt-
edly better as a result. Any remaining errors and weaknesses remain 
my fault alone and are likely due to the fact that I – either foolishly or 
inadvertently – ignored their wise recommendations. 

 At Harvard, I was fortunate to fi nd an unusually close and tal-
ented group of friends. My classmates and colleagues, including 
Fiona Barker, Tammy Frisby, Casey Klofstad, Shannon O’Neil, Sonal 
Pandya, Nathan Paxton, Will Phelan, David Singer, Hillel Soifer, and 
Annie Stilz, were – and continue to be – a welcome source of advice, 
intellectual engagement, and camaraderie. I also thank the many par-
ticipants in the Research Workshop on Political Economy and the 
Weatherhead Center for International Affairs graduate workshop for 
their helpful comments and suggestions at early stages of this project. 
Finally, my friends outside academia, whether by politely listening 
to me discuss my research, or simply by forcing me to forget about it 
periodically, also deserve my deepest thanks. 

 This book was completed at the University of Wisconsin–Madison, 
where I have been on faculty since 2006. It is diffi cult to imagine 
a better environment in which to launch one’s academic career. My 
colleagues in the Department of Political Science and the La Follette 
School of Public Affairs have been congenial and supportive, and I 
am deeply privileged to work with them. I owe particular thanks to 
my fellow assistant professors in political science – Helen Kinsella, 
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Jimmy Klausen, Nils Ringe, and Nadav Shelef – for their comments 
and suggestions during our writing group meetings over the last year. 
In addition, I offer my thanks to Scott Gehlbach, Melanie Manion, 
and Scott Straus for their guidance at various stages of the writing 
and publishing process. Last, but certainly not least, I gratefully 
acknowledge the excellent research assistance provided by Andria 
Hayes-Bircher and Tom Hinds. 

 Many institutions have provided me with fi nancial and research sup-
port for this project, and I am in their debt as well. At Wisconsin, I have 
received generous support from the Center for International Business 
Education and Research (CIBER), the Center for World Affairs and 
the Global Economy (WAGE), the Department of Political Science, 
the Graduate School, the International Institute, the Robert M. La 
Follette School of Public Affairs, and the Wisconsin Alumni Research 
Foundation (WARF). The Center for Globalization and Governance 
at Princeton University provided a wonderful environment in which 
to begin the book phase of this project, and I thank Helen Milner for 
the opportunity to spend the 2005/6 academic year in residence as 
a postdoctoral fellow. At Harvard, the Center for European Studies 
and the Weatherhead Center for International Affairs both provided 
me with offi ce space, travel and research support, and intellectually 
rich environments in which to work. The Government Department, 
the Krupp Foundation, the Mellon Foundation, the Graduate Society, 
the Graduate Student Council, and the Graduate School of Arts and 
Sciences at Harvard all provided generous fi nancial support that 
enabled me to complete the research and writing of my disserta-
tion. My wife and I also had the privilege of living and working with 
the Harvard undergraduates and our fellow resident tutors at John 
Winthrop House for two years, from 2003 to 2005. One could not 
ask for a warmer and more interesting community of scholars and 
friends, let alone such wonderful babysitters! 

 The research and analysis in this book draw heavily on internal 
documents from the IMF archives in Washington, DC. I am especially 
grateful to Premela Isaac, Jean Marcoyeux, and the rest of the staff 
at the archives for arranging my initial visit, assisting me patiently 
as I conducted my research, and responding to my repeated e-mail 
requests for further information. Premela, in particular, deserves 
thanks for saving me several additional trips to Washington over 
the last three years as new documents of interest became available. 
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I also owe thanks to administrators and offi cials at the Bank for 
International Settlements, the European Central Bank, the Bank 
of England, and the UK Financial Services Authority, for facilitat-
ing visits during the course of my research that deeply enhanced my 
knowledge and understanding of economic policymaking and global 
fi nancial governance. 

 It was a pleasure to work with John Haslam at Cambridge University 
Press. I thank John for his enthusiasm about the project and his effi -
ciency in managing the review process. I also thank Carrie Cheek and 
Jo Breeze for their help in shepherding this book through the publi-
cation and editing process. Many thanks also go to the anonymous 
reviewers of the manuscript, whose comments were enormously help-
ful in improving the argument and quality of the book. 

 My greatest thanks and fi nal acknowledgments go to my family. 
My elder sister, Natalie, was my fi rst teacher and role model, and she 
has always been my biggest supporter, even from afar. My parents, 
Bernard and Temah Copelovitch, instilled in me a love for books and 
learning and encouraged me to take full advantage of the educational 
opportunities presented to me (though perhaps they did not expect me 
to take the lesson to heart for quite so long!). More importantly, they 
taught me the importance of family, determination, and hard work, 
and I am forever in their debt for the innumerable sacrifi ces they have 
made on my behalf. For years my father has sent me  New York Times  
articles on international fi nance and the world economy, sometimes 
to solicit my opinion on the topic, but more frequently to ask whether 
I might fi nd a job in the various New-York- or Washington-based 
institutions mentioned in the articles. I’ve always thought this was 
due to his worries that his son wasn’t keeping busy (or getting paid) 
tucked away in the confi nes of academia. Hopefully, once he reads 
this, he’ll agree that this wasn’t the case. Either way, I hope the art-
icles and questions keep coming. 

 I also owe thanks to my in-laws, Ken and Sue Cohn, for welcom-
ing me into their family and home – and, most of all, for graciously 
not asking the question of how I was going to support their daughter 
(or grandchild) during my years in graduate school. I enjoyed my fre-
quent conversations and visits with my “grandfather-in-law,” Robert 
Rodman, who was fascinated by my research and eagerly awaited 
this book’s arrival. Unfortunately, he passed away last year, but I am 
certain that he would have fervently read this book in the hopes of 
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fi nding both the solution to the global fi nancial crisis and advice on 
his investment portfolio. 

 Finally, I could not have completed this project without Beth, my 
wife and partner. This book is dedicated to her, since – like most 
everything in my life – it simply would not have happened without 
her by my side. Any words to describe how important she is to me, or 
how critical her support and love have been as I have worked to com-
plete this project, will invariably fall short. I owe her, as well as our 
children, Micah and Dafna, my love and thanks for being there – and 
for waiting. 

    Mark S.   Copelovitch
      Madison ,  Wisconsin       

December   2009         
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1

   Introduction 

 This is a book about the impact of globalization   on international 
 politics. To be more specifi c, it is a book about the connection between 
changes in the composition of international capital fl ows   and changes 
in the politics and policymaking of the International Monetary Fund   
(IMF, or Fund), the central institution of global fi nancial governance  . 
Financial globalization – the explosive growth in the size, depth, and 
complexity of international markets – is the defi ning characteristic 
of the contemporary world economy. Indeed, international fi nancial 
integration today has reached (and in many ways surpassed) levels 
not seen since the   “fi rst globalization,” in the era prior to World War 
I (WWI).  1   Over the last three decades private international capital 
fl ows   to developing countries have grown exponentially, from nearly 
zero in 1970 to $491 billion in 2005.  2   Daily foreign exchange trading   
has increased from $850 billion in 1986 to $3.2 trillion in 2007.  3   In 
the fi rst quarter of 2007 commercial banks reported $25 trillion in 
total foreign claims, up from $17 trillion in 2005.  4   At the same time, 
international investors held over $20 trillion in sovereign and private 
bonds, with net issuance increasing at a rate of 18 percent per year.  5   

 Unfortunately, as starkly illustrated by both the current global 
crisis and the major upheavals of the 1980s and 1990s, this resur-
gence of fi nancial globalization   has been accompanied by a corre-
sponding increase in the frequency and severity of fi nancial crises  .  6   

     1      The International Monetary Fund 
in the global economy   

  1     Frieden   ( 2005 ); James   ( 2001 ); Frankel   (2000).  
  2     World Bank ( 2006 ).  
  3     BIS [Bank for International Settlements] ( 2007a ).  
  4     BIS ( 2007b ).  
  5     Ibid. By comparison, worldwide annual trade (exports) totaled $12.4 trillion 

in 2006 (http://stat.wto.org).  
  6     Bordo  et al .         defi ne fi nancial crises as “episodes of fi nancial-market volatility 

marked by signifi cant problems of illiquidity and insolvency   among 
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The IMF in the Global Economy2

The macroeconomic impact of these crises has been dramatic and 
severe: cross-country estimates suggest that the output losses resulting 
from recent crises have, on average, equaled over 10 percent of GDP, 
while the fi scal costs of resolving banking crises in developing coun-
tries exceeded $1 trillion in the 1980s and 1990s.  7   The damage caused 
by fi nancial crises also has real and costly implications for individu-
als. Crises nearly always result in severe infl ation and rising unem-
ployment, both of which undermine living standards and contribute 
to rising levels of poverty   in crisis-stricken countries. Furthermore, 
government bailouts   of failed banks can result in dramatic reduc-
tions in social spending, and bank failures   can eliminate the savings 
of millions of citizens. For example, many of these adverse effects 
were starkly apparent during the height of Argentina’s   fi nancial cri-
sis in 2001–2002, when unemployment rates approached 25 percent, 
poverty rates surpassed 50 percent, and the collapse of several major 
fi nancial institutions wiped out the savings of many middle-class 
Argentines.  8   Closer to home, the fallout from the subprime mortgage 
crisis has had substantial real effects on the US   economy: unemploy-
ment and home foreclosures are on the rise, economic growth has 
ground to a halt, and millions of individuals have seen their retire-
ment savings washed away as fi nancial markets have collapsed. 

 More broadly, fi nancial distress in one country can have severe 
consequences for broader regional and global fi nancial stability. This 
risk of cross-border fi nancial   “contagion” has increased dramatically 
in recent years, as a result of the surge in global fi nancial integra-
tion and capital mobility  . Indeed, sharp reversals in the direction and 
magnitude of international bank lending and bond fi nancing now fre-
quently transmit fi nancial instability from one market to the next with 
nearly unprecedented speed. For example, the collapse of cross-border 

fi nancial-market participants and/or by offi cial intervention to contain such 
consequences” (2001: 55). Financial crises encompass both banking crises, 
in which fi nancial distress erodes the capital reserves of the banking system 
and results in the failure of major banks in a country, and currency crises  , in 
which governments face speculative attacks on their exchange rates. In most 
major fi nancial crises, both elements (banking distress, currency crashes) are 
evident.  

  7     Barth  , Caprio  , and Levine,   ( 2005 ); Caprio and Klingebiel   ( 2003 ); Hoggarth  , 
Reidhill  , and Sinclair   ( 2003 ).  

  8     Mishkin   ( 2006 ).  
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The IMF in the global economy 3

interbank lending in 2007/8, as a result of the subprime mortgage cri-
sis in the United States, led directly to the failure of Northern Rock   
(the eighth largest bank in the United Kingdom) and the dramatic col-
lapse of Iceland’s   economy. Similarly, Thailand’s   fi nancial and currency 
crisis in mid-1997 rapidly escalated into a global problem, as interna-
tional investors pulled their money out of South Korea  , Indonesia  , and 
other east Asian markets and instability spread to a number of eastern 
European   and Latin American countries  . 

 In short, cross-border fi nancial crises have become a defi ning fea-
ture of the international fi nancial system over the last three decades. 
In this environment, the IMF has occupied center stage in efforts to 
manage these crises and restore global fi nancial stability.  9   Above all, 
the Fund’s key role has been that of de facto international lender of 
last resort (LOLR)  : it has served as a source of emergency fi nancing to 
countries facing fi nancial and currency crises or an inability to repay 
their international debt.  10   Since the onset of the Latin American   debt 
crisis in 1982, the IMF has provided over $400 billion in such loans 
to developing countries. Most recently, the Fund has lent more than 
$85 billion in credit to eighteen countries (including Belarus  , Hungary, 
Iceland  , Latvia  , Pakistan  , Romania, and Ukraine  ) hit hardest by the 
global credit crunch.  11   In exchange for this assistance, the Fund has 
gained substantial control over economic policymaking in its bor-
rower countries through its use of conditionality   – the policy reforms 
it requires in return for credit. 

 The IMF’s role as lead crisis lender in the global economy has trans-
formed it into one of the world’s most powerful multilateral institutions. 
At the same time, however, the Fund’s central role in global fi nancial 
governance has subjected it to a fi restorm of criticism in developing coun-
tries and the industrialized world alike. The IMF’s critics   have assailed 
it for a variety of shortcomings, including failing to maintain global 
fi nancial stability, misdiagnosing the causes of (and solutions to) fi nan-
cial crises, exacerbating poverty in the developing world, and catering 

   9     On the sources and mechanisms of contagion  , see Claessens   and Forbes   
( 2001 ) and Eichengreen  , Rose  , and Wyplosz   ( 1996 ).  

  10     Strictly speaking, the IMF is not a true lender of last resort  , as it cannot issue 
its own currency and its loans do not meet Walter   Bagehot’s   (2006 [1873]) 
classic criteria. Nonetheless, the IMF is the closest substitute to a LOLR in 
the current world economy (Kenen    2001 ).  

  11     See www.imf.org/external/np/fi n/tad/extarr1.aspx.  
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The IMF in the Global Economy4

to the demands of Wall Street bankers and rich-country governments.  12   
These critiques intensifi ed in the aftermath of the major fi nancial cri-
ses of the mid to late 1990s, as numerous academics and policymakers 
advocated the radical curtailment of the IMF and its lending policies.  13   
Indeed, even those deeply involved in shaping global policy responses to 
these crises, such as former US Treasury   secretary Robert Rubin  , called 
for substantial reform of the “international fi nancial architecture,” in 
order to avoid the need for future large-scale IMF loans and to enhance 
global fi nancial stability in the coming decades.  14   In short, virtually no 
one in today’s global economy is happy with the IMF, and almost eve-
ryone has a proposal for how it should be reformed.  15   

 The policy debate about the IMF’s role in governing the global 
fi nancial system is important, but it has developed in the absence of 
a full and clear understanding of how the Fund operates and makes 
policy decisions. In fact, analytical studies of the IMF and its policies 
are surprisingly limited given the amount of ink devoted to more nor-
mative critiques of the Fund.  16   This gap in the political economy litera-
ture is problematic, in view of the substantial variation in the IMF’s 
lending policies   over the last two decades. During this period many of 
the IMF’s loans have far exceeded the standard amount of fi nancing 
these borrowers were eligible to receive under the Fund’s quota-based 
credit system; others, however, were substantially smaller in size.  17   
Similarly, the Fund’s use of conditionality   has varied greatly over the 
last twenty years, with some loans containing only a handful of condi-
tions, while others require the borrower country to implement a wide 
variety of economic policy reforms in exchange for IMF credit.  18   

  12     See, for example, Stiglitz   ( 2002 ).     13     Calomiris   ( 1998 ); Meltzer   ( 2000 ).  
  14     Rubin   ( 1998 ).  
  15     Eichengreen    (1999) , Kenen ( 2001 )    , and Truman ( 2006 )     provide 

comprehensive surveys of these proposals.  
  16     See Stone   and Steinwand   ( 2008 ) and Joyce   ( 2004 ) for surveys of the existing 

empirical literature on IMF lending.  
  17     The IMF operates similarly to a credit union: each member state provides a 

portion of the Fund’s lendable “quota”   resources and is eligible to borrow in 
proportion to these contributions. Country quotas are determined largely by 
country size: a country’s gross domestic product (GDP) and its quota are almost 
perfectly correlated (0.92). See www.imf.org/external/np/exr/facts/quotas.htm.  

  18     Appendix 1 illustrates the substantial variation in IMF lending from 1984 to 
2003. I discuss this variation in both loan size and conditionality   in further 
detail below.  
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The IMF in the global economy 5

 Until very recently, explaining this variation in IMF lending was a 
topic of interest only to academic economists, central bankers, and 
economic policymakers. By and large, the economics and policy lit-
eratures treat the Fund as an apolitical institution whose policies are 
set by its staff of macroeconomic experts, based on a combination 
of country-specifi c and global macroeconomic factors.  19   Variation in 
IMF lending, in this view, is simply the result of cross-national differ-
ences in borrower countries’ fi nancial needs and economic character-
istics, as well as changes over time in global fi nancial conditions such 
as world interest rates and levels of fi nancial stability. This “tech-
nocratic” view of IMF lending contrasts starkly with popular per-
ceptions of the Fund, however. The conventional wisdom among the 
media, politicians, and the general public is that the IMF is an overtly 
 political  institution. Nevertheless, there is considerable disagreement 
about the nature of politics within the IMF. Some observers accuse the 
Fund of being a “pawn” or “lapdog”   of the government of the United 
States.  20   In this view, the IMF provides “bailouts”   (i.e. large loans on 
lenient terms) to countries deemed important by the US Treasury   or 
national security offi cials, whether or not such policies are warranted 
by economic conditions. In contrast, others attack the Fund for being 
a “runaway” bureaucracy  , neither accountable to its member states 
nor responsive to the needs of its borrowers.  21   Former US Senator 
Lauch Faircloth   (Republican – North Carolina) articulated this view 
most colorfully during the Asian fi nancial crisis  , when he attacked 
the Fund as “a set of ‘silk-suited dilettantes’ given to a diet of ‘cham-
pagne and caviar at the expense of the American taxpayer.’”  22   From 
this perspective, the IMF is yet another example of the threat posed 
by globalization   to national sovereignty and governments’ economic 
policy autonomy. 

 While recent studies in international political economy   provide 
some empirical support for each of these political views of the IMF, 
scholars continue to disagree about the key economic and political 
determinants of Fund lending behavior. Indeed, despite the recent 

  19     Knight   and Santaella   ( 1997 ); Bird   and Rowlands   ( 2003 ); Joyce   ( 2004 ).  
  20     David E. Sanger  , “A Fund of trouble: as economies fail, the IMF is rife with 

recriminations.”  New York Times , October 2, 1998.  
  21     Ibid.  
  22     David Rogers  , “IMF funds approved by Senate.”  Wall Street Journal,  March 

27, 1998.  
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The IMF in the Global Economy6

surge in scholarly work on the IMF, many critical questions about 
the Fund and its policies remain unanswered.  23   What explains the 
substantial variation in the size and terms of IMF loans? To what 
extent is IMF lending driven by political factors rather than economic 
concerns? Why does the Fund treat some countries more generously 
than others, and why does this vary over time, even for individual 
borrowers? In whose interests does the IMF act? More broadly, what 
do the politics and policies of the IMF tell us about the dynamics 
of policymaking within international organizations   in general? This 
book offers answers to these empirical and conceptual puzzles. 

   The argument in brief 

 My central argument in this book is that the IMF’s lending policies 
have varied systematically over the last two decades in response to 
changes in patterns of fi nancial globalization  . Variation in the com-
position of private international capital fl ows, I argue, has shaped 
the preferences of both the Fund’s largest shareholder countries and 
its professional staff economists over IMF lending decisions. In turn, 
changes in these actors’ preferences explain variation in the size and 
terms of Fund loans over time and between cases  . Thus, IMF lend-
ing is not a technocratic process; rather, the Fund is a highly polit-
ical institution whose policies depend on the interests of not only its 
largest shareholders but also its bureaucrats, both of whom exercise 
partial but incomplete control over IMF policymaking. In order to 
explain the politics of IMF lending, it is therefore necessary to under-
stand how the composition of international capital fl ows has changed 
over time, as well as how these changes affect the preferences of the 
key actors involved in Fund decision-making. 

   In contemporary global fi nance, countries borrow in different ways 
from a number of different lenders. Some governments rely on bank 
lending from a handful of large commercial banks located in the 
advanced industrialized countries, while others issue sovereign bonds 
to investors around the world. In some countries governments are the 

  23     Recent studies include those by Dreher   and Jensen   ( 2007 ), Broz   and Hawes   
( 2006 ), Gould   ( 2006 ), Vreeland   ( 2005 ), Copelovitch   ( 2005 ), Oatley   and 
Yackee   ( 2004 ), Stone   ( 2008 ,  2004 ,  2002 ), Dreher   and Vaubel   ( 2004 a), and 
Thacker   ( 1999 ).  
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The IMF in the global economy 7

primary international borrowers, while in others private fi rms have 
joined in the search for foreign capital. Finally, some countries borrow 
funds primarily from one or two of the world’s largest  economies – 
such as the United States   or the United Kingdom   – while others have 
a more heterogeneous portfolio of country creditors. This variation 
in the composition of international capital fl ows   shapes the politics 
of IMF lending in two ways. First, it determines the preferences of 
the Fund’s largest shareholder countries, the “G-5  ” governments (the 
United States  , Japan, Germany, the United Kingdom  ,     and France  ), 
over the size and terms of IMF loans. These countries exercise de 
facto control over the IMF executive board   and act collectively as the 
Fund’s political principal. At the same time, they are also home to the 
largest private creditors in global markets, including the world’s lar-
gest commercial banks. As a result, the fi nancial exposure of G-5 com-
mercial banks   heavily infl uences G-5 governments’ preferences over 
IMF lending policies. Consequently, IMF loan size and conditionality   
vary widely based on the  intensity  and  heterogeneity  of G-5 govern-
ments’ domestic fi nancial ties to a particular borrower country  . When 
private lenders throughout the G-5 countries are highly exposed to 
a Fund borrower, G-5 governments collectively have intense prefer-
ences and are more likely to approve larger IMF loans with relatively 
limited conditionality. In contrast, when G-5 private creditors’ expos-
ure to a country is smaller or more unevenly distributed, G-5 govern-
ments’ interests are weaker and less cohesive, and the Fund approves 
smaller loans with more extensive conditionality. 

 Second, variation in the composition of private international debt 
also shapes the IMF staff’s   own preferences over the characteris-
tics of Fund loans. While G-5 governments exercise ultimate con-
trol over the IMF’s lending decisions, the Fund’s professional staff 
enjoys substantial autonomy over its day-to-day operations. The 
IMF staff acts as the member states’ agent in negotiating lending 
arrangements with borrowers, and it enjoys agenda-setting power 
over the executive board  : the board cannot approve a loan without 
fi rst receiving a staff proposal. Moreover, while the executive board 
formally has the authority to amend staff proposals, it rarely does 
so in practice.  24   These delegated responsibilities give the staff signifi -
cant infl uence over IMF lending. As with G-5 governments, IMF staff 

  24     Martin   ( 2006 ); Gould   ( 2006 ); Southard   ( 1979 ).  
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The IMF in the Global Economy8

preferences   over Fund loan characteristics vary systematically based 
on patterns of fi nancial globalization  . Unlike G-5 governments, how-
ever, the IMF staff is focused more broadly on the Fund’s key policy 
objectives: assisting borrower countries in resolving their balance of 
payments problems   and facilitating their return to private interna-
tional capital markets.  25   IMF programs, therefore, are not intended to 
be a long-term substitute for private capital fl ows; rather, a Fund loan 
is intended to signal to private international creditors that “a coun-
try’s economic policies are on the right track, it reassures invest ors 
and the offi cial community and helps generate additional fi nancing. 
Thus, IMF fi nancing can act as a  catalyst  for attracting funds from 
other sources.”  26   

 Triggering this “catalytic effect”   on private capital infl ows has been 
a key policy goal of the IMF since the Latin American debt crisis   
of the 1980s. Two changes in the composition of international capi-
tal fl ows have made achieving this goal more diffi cult for the Fund, 
however. On the one hand, the composition of  international creditors  
  has changed, as bondholders   have increasingly replaced commercial 
banks in global fi nancial markets. On the other hand, the composi-
tion of  international borrowers  has also evolved, as private fi rms   have 
joined sovereign governments in search of foreign capital. Together, 
these changes in international debt composition have signifi cantly 
complicated the IMF staff’s central policy goal of “catalyzing” pri-
vate capital fl ows. The shift from bank lending to bond fi nancing, as 
well as the shift from sovereign borrowing to “private–private” fl ows, 
has increased collective action problems   among private international 
creditors and made it less likely that they will respond to an IMF 
loan with new lending of their own. At the same time, the shift from 
sovereign borrowing to “private–private” debt has also reduced the 
effi cacy of IMF conditionality  . In sovereign borrowing cases, the logic 
of conditionality remains intact: the Fund can provide a loan covering 
part of a government’s payments defi cit, while requiring it to under-
take policy reforms aimed at closing the rest of the fi nancing gap. In 
cases in which non-sovereign debt predominates, however, standard 

  25     My claim is not that G-5 governments are uninterested in these goals. Rather, 
I argue that such concerns are often subordinated to their domestic fi nancial 
interests, whereas they are the primary concern of Fund bureaucrats.  

  26     See www.imf.org/external/pubs/fr/exsp/what.htm.  
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The IMF in the global economy 9

IMF macroeconomic conditionality is less effective: even if the gov-
ernment undertakes policy reforms, these reforms will not necessarily 
solve the country’s balance of payments problems, which are driven 
primarily by private borrowers’ behavior. 

 In response to these changes in the composition of international 
capital fl ows, I argue, the IMF staff   has altered the characteristics of 
the lending programs it designs and proposes to the executive board   
for approval. All else equal, the Fund staff has proposed larger loans 
with more extensive conditionality   to countries whose external debt 
consists of larger shares of bond fi nancing   and non-sovereign borrow-
ing  . In these cases, more IMF fi nancing and more extensive policy 
adjustment are necessary, since stronger signals are required in order 
to generate “catalytic fi nancing”   from a disaggregated, heterogeneous 
group of private international lenders. In contrast, when international 
capital fl ows consist primarily of sovereign bank lending, IMF loans 
typically are more modest in size and contain somewhat fewer policy   
conditions. 

 In sum, the IMF’s lending policies have varied substantially over 
the last two decades in response to variation in the composition of 
international capital fl ows. Changes in the patterns of fi nancial glo-
balization   shape the preferences of both key actors involved in IMF 
decision-making: G-5 governments and the Fund’s professional staff. 
In turn, IMF lending behavior varies over time and between cases 
in accordance with shifts in the composition of private international 
lending to the Fund’s borrower countries. 

   The IMF and international relations 

 Given the IMF’s central role in governing global fi nancial markets, 
understanding and explaining what it does is a critical issue not only 
for economists and those interested in international fi nance but also 
for international relations scholars studying both international polit-
ical economy   and international cooperation  . Indeed, by focusing on 
the politics of IMF lending, this book engages one of the core puzzles 
in international political economy: what is the relationship between 
markets and politics? Ultimately, it offers two answers to this critical 
question. First, it argues that global markets shape international pol-
itics by infl uencing the domestic preferences of the largest countries 
in the world economy – countries that are both the major creditors in 
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The IMF in the Global Economy10

the international fi nancial system and the dominant political actors 
within the IMF. Second, the book argues that the structure of global 
fi nancial markets also shapes the preferences of supranational bureau-
crats within the international fi nancial institutions. In particular, 
changes in the composition of international capital fl ows shape the 
IMF staff’s own expectations about market actors’ responses to the 
Fund’s lending policies. Thus, this study provides important insights 
into the complex and dynamic patterns of interaction between states, 
international organizations  , and markets in the contemporary global 
economy. 

 More broadly, understanding the IMF and its policies has import-
ant implications for theories of international cooperation and inter-
national institutions. In particular, it enhances our understanding of 
the internal politics and policymaking processes within international 
organizations  . By focusing directly on the dynamics of policymaking 
within one of the largest and most important multilateral institutions, 
this book sheds light on an important yet under-researched ques-
tion: what exactly do international organizations do, and what fac-
tors most affect their behavior? Surprisingly, international relations 
scholars have paid relatively little attention to this question about 
the policies, or “outputs,” of international institutions  . Rather, most 
work in the fi eld has sought to develop and test theories of various 
“outcomes” of international cooperation. For many years scholars of 
international institutions   sought primarily to explain states’ initial 
decisions to engage in cooperation and create international institu-
tions.  27   More recently, the literature has shifted toward explaining 
other types of “outcomes,” including choices about the design of 
international institutions,  28   as well as the sources of and variation 
in compliance   with the rules they produce.  29   This extensive litera-
ture on outcomes has signifi cantly enhanced our understanding of 
both the “beginning” (cooperation/institutional design  ) and “end” 

  27     Keohane   ( 1984 ); Snidal   ( 1985 ); Martin    (1992 ); Martin   and Simmons    (1998 ).  
  28     Raustiala   ( 2006 ); Koremenos   ( 2005 ); Koremenos, Lipson, and Snidal        ( 2001 ); 

Abbott   and Snidal   ( 2000 ).  
  29     Von Stein   ( 2005 ); Simmons   and Hopkins   ( 2005 ); Simmons   ( 2000 ); Downs,   

Rocke, and Barsoom     ( 1996 ); Chayes   and Chayes   ( 1993 ). The literature on 
international cooperation   and institutions is too extensive to summarize here 
fully and adequately. See Martin and Simmons (1998) and Simmons   and 
Martin   ( 2002 ) for comprehensive overviews.  
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(compliance/institutional effects) stages of international  cooperation  . 
By comparison, however, we still know relatively little about the inter-
mediate stage of the process – that is, about the politics of decision-
making within specifi c international organizations and the sources 
of the policies these organizations produce. By casting light on the 
political economy of decision-making within the IMF, this book 
seeks to enhance our understanding of how global governance and 
 international-level policymaking actually occur within existing multi-
lateral institutions. 

 Finally, explaining the lending behavior of the IMF addresses a key 
question for both rationalist and constructivist   scholars of international 
institutions  : what is the relative infl uence of states and bureaucrats within 
international organizations  ? Rationalists have addressed this issue 
largely from a state-centric standpoint by focusing on principal–agent   
problems and the logic of delegation  .  30   In contrast, constructivists have 
focused more extensively on the independent infl uence of supranational 
bureaucrats, arguing that they are “authorities in their own right, and 
that authority gives them autonomy vis-à-vis states, individuals, and 
other international actors.”  31   This book’s fi ndings strongly suggest that 
these approaches are complementary, and that we cannot explain inter-
national organizations’ behavior without considering the interests and 
infl uence of both sets of actors. Moreover, the book provides concrete, 
testable hypotheses about the sources of these actors’ preferences, as 
well as an explanation as to how and why these preferences change over 
time in response to developments in the global economy. 

   IMF lending: an overview 

 In contrast to domestic markets, the international fi nancial system 
lacks clear “rules of the game” for dealing with fi nancial instability.  32   
There is neither a clearly defi ned international lender of last resort 
nor an institutionalized sovereign bankruptcy   procedure to ensure 
that fi nancial crises are managed and resolved in an orderly fashion.  33   

  30     See, for example, Hawkins          et al . ( 2006 ).  
  31     Barnett   and Finnemore   ( 2004 , 5).     32     IMF ( 2000 ).  
  33     At the domestic level, the central bank is traditionally the provider of LOLR   

fi nancing to fi nancial institutions in distress and/or directly to the market 
itself, through the purchase of domestic assets. On the issues of whether an 
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In the absence of these institutions for maintaining fi nancial stability, 
responsibility for managing fi nancial crises in global markets has fallen 
largely to the IMF. To achieve this goal, the Fund’s primary policy tool 
is the  conditional loan  to countries experiencing balance of payments   
problems. These loans are designed to enable a borrower country to 
continue servicing its external debt while simultaneously undertaking 
policy adjustments designed to ensure longer-term debt sustainability 
and to generate economic growth. IMF programs are intended to be 
a short-term substitute for private capital fl ows: Fund borrowers are 
expected to repay their IMF loans in due course and eventually resume 
borrowing on global fi nancial markets. Although all the Fund’s mem-
ber states are eligible for IMF fi nancing, the primary borrowers since 
the 1970s have been middle-income developing countries (“emerging 
markets”) such as Argentina  , Mexico  , and Turkey  . 

 The IMF’s main lending instruments  , often called “facilities” or 
programs, are the stand-by arrangement (SBA  ) and arrangements 
under the Extended Fund Facility (EFF  ). SBAs are designed to assist 
countries facing short-term (one- to two-year) balance of payments   
problems, while extended arrangements are designed to assist coun-
tries facing slightly longer-term diffi culties (usually three years) 
requiring more extensive structural economic reforms. In response 
to the Asian fi nancial crisis  , the IMF established an additional short-
term lending instrument, the Supplemental Reserve Facility   (SRF).  34   
SRF   loans,   which supplemented   stand-by or extended arrangements, 
were designed for countries facing “severe balance of payments dif-
fi culties arising from a sudden loss of market confi dence accompan-
ied by capital fl ight and a sharp drain in international reserves”; 
the loans were made for one year and carried an additional pen-
alty rate over and above the market rate for stand-by and extended 

international LOLR is feasible and desirable, see Fischer   ( 1999 ) and Giannini 
  ( 1999 ). On recent proposals to develop a sovereign bankruptcy procedure, 
see Krueger   ( 2001 ) and Rogoff   and Zettelmeyer   ( 2002 ).  

  34     In 1999 the Fund also established the Contingent Credit Line (CCL  ) facility, 
to assist countries that had strong fundamentals but that might be vulnerable 
to contagion. Between 1999 and 2003, however, no member borrowed 
from the Fund under this new lending facility, as a result of concerns that 
such borrowing would trigger (rather than stem) private capital outfl ows by 
signaling a country’s potential debt problems. The IMF abolished the CCL   
facility in late 2003.  
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arrangements.  35   In October 2008 the IMF established another new 
lending instrument, the Short-term Liquidity Facility (SLF  ), which 
further enhanced its ability to provide immediate fi nancial assist-
ance to countries facing severe liquidity crises as a result of the glo-
bal credit crunch.  36   Subsequently, the Fund replaced the SLF (as 
well as the SRF) in March 2009 with an additional new facility, the 
Flexible Credit Line   (FCL), which is designed to provide pre-emptive 
fi nancial assistance for the purposes of crisis prevention.  37   

 In addition to providing short- to medium-term balance of pay-
ments fi nancing, the IMF began providing long-term (fi ve- to ten-
year) loans to very low-income countries in the mid-1980s under two 
additional lending instruments: the Structural Adjustment Facility 
(SAF)   and the Enhanced Structural Adjustment Facility (ESAF)  . In 
1999 the Poverty Reduction and Growth Facility (PRGF)   replaced 
both the SAF and ESAF. These long-term lending instruments serve 
a very different purpose and a very different group of countries from 
the Fund’s non-concessional loans: whereas middle-income countries 
approach the Fund for short-term, temporary balance of payments 
assistance when they face diffi culty servicing their private external 
debts, low-income borrowers depend almost entirely on the Fund 
and other offi cial international creditors for long-term access to 
external fi nancing.  38   Moreover, the sources of fi nancing for the two 
varieties of IMF lending are completely separate. PRGF loans are 
fully fi nanced from a separate dedicated trust fund, rather than from 
the IMF’s main quota resources; the PRGF trust borrows directly 

  35     www.imf.org/external/np/exr/facts/howlend.htm, and appendix 2 for further 
details. The Fund eliminated the SRF in 2009, once it had established the 
new Flexible Credit Line.  

  36     See www.imf.org/external/pubs/ft/survey/so/2008/POL102908A.htm.  
  37     See www.imf.org/external/np/pdr/fac/2009/032409.htm. Mexico   and Poland 

  became the fi rst countries to take advantage of the FCL, in April 2009.  
  38     In 2001 the seventy-seven PRGF-eligible countries owed, on average, 91.3 

percent of their outstanding external debt to offi cial creditors, as compared 
to 44.5 percent for the average non-PRGF country (World Bank  2003 ). 
Similarly, the average non-PRGF country owed outstanding private external 
debt of $18.1 billion in 2001, while the average PRGF-eligible country owed 
only $465.4 million; twelve of the PRGF-eligible states did not borrow at 
all on private international markets, and an additional twenty-fi ve owed 
less than $50 million to private international creditors (World Bank  2003 ). 
Examples of PRGF-eligible countries include Burkina Faso  , Bangladesh  , and 
Liberia  .  
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from national governments and multilateral institutions and lends 
on a “pass-through” basis to eligible countries.  39   Finally, PRGF loans 
are extended at a below-market (“concessional”) interest rate of 0.5 
 percent and are based on a “poverty reduction strategy”   jointly pre-
pared by the country and the IMF staff, in consultation with the 
World Bank  . These arrangements closely resemble the long-term 
development fi nancing provided by the World Bank and other mul-
tilateral development banks (MDBs), and they are available only to 
very poor countries falling below the World Bank’s GDP per capita 
ceiling for concessional fi nancing.  40   Although roughly one-third of 
all Fund lending arrangements over the last decade have been conces-
sional loans  , these loans represent only a very small portion (approxi-
mately 7 percent) of the total amount of current IMF lending.  41   Since 
the purposes and sources of concessional IMF fi nancing are different 
from those of non-concessional Fund lending  , the factors infl uencing 
IMF decision-making over PRGF   loans are likely to be substantially 
different from those affecting Fund decisions about the provision of 
short-term balance of payments fi nancing. In analyzing the IMF’s 
role in governing global fi nance, I therefore set concessional lending 
aside and focus exclusively on the Fund’s role as a non-concessional 
lender to those middle-income developing countries that normally 
borrow on private international markets. 

   The empirical puzzle: variation in IMF lending 

 The substantial variation in the IMF’s non-concessional loans over 
the last two decades constitutes a key empirical puzzle in the con-
temporary world economy. IMF lending programs consist of two ele-
ments: a certain amount of fi nancing and a set of economic policy 
adjustments, or “conditionality  ,” that the borrower country must 
implement in order to receive IMF credit. Along each of these dimen-
sions, non-concessional Fund loans have varied widely over the last 

  39     IMF ( 2004 ). Thus, PRGF fi nancing is more akin to bilateral foreign aid than 
multilateral crisis lending.  

  40     Currently, the ceiling is $1,025 per capita in 2005 dollars; as of August 2007 
seventy-eight countries were eligible for PRGF fi nancing (www.imf.org/
external/np/exr/facts/prgf.htm).  

  41     108 of 316 loans from 1989 to 2001 were PRGF arrangements (or their 
predecessors).  
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two decades. Indeed, despite the claims of some critics that the IMF 
imposes an identical set of conditionality in all cases, the Fund’s lend-
ing policies exhibit substantial variation over time and across cases. 
Between 1984 and 2003 the IMF provided 197 non-concessional 
loans to forty-seven middle-income developing countries, totaling 
SDR 253.8 billion.  42   While the mean loan amount was SDR 1.21 
billion, these loans have ranged widely in size, from SDR 7.1 mil-
lion (Belize   1984) to SDR 22.8 billion (Brazil   2002). This variation 
is not simply a function of a country’s size, or the size of its exter-
nal debt. Clearly, these factors matter to some extent: absolute loan 
size is strongly correlated with country size and somewhat correlated 
with country indebtedness.  43   When controlling for country size by 
measuring loans in relation to a country’s IMF quota, however, one 
sees substantial puzzling variation. Turkey  , with only the eighteenth 
largest quota among developing countries, has received three of the 
ten largest loans over the last twenty years; Uruguay  , with the thirty-
third largest quota, received the fi fth largest loan ever (SDR 2.13 bil-
lion, equivalent to 694 percent of its quota) in 2002; and Thailand  , 
with the twenty- second largest quota, received a loan of SDR 2.9 
billion (505 percent of quota) in 1997.  44   On the other hand, many 
large countries of substantial economic and political importance 
in international relations have received relatively modest loans (e.g. 
Russia   1999: 56 percent of quota; Brazil   1992: 69 percent; Argentina   
1996: 46  percent). Furthermore, individual countries have received 
very different loans at different times from the IMF. Argentina and 
Mexico are two prominent examples: Argentina’s ten IMF loans dur-
ing the 1984–2003 period ranged in size from 47 percent of its quota 
to 527 percent, while Mexico’s fi ve loans over the same period ranged 
in size from 120  percent of quota to 688 percent. 

  42     The SDR, or special drawing right, is the Fund’s unit of account. Its value 
is derived from a basket of major international currencies. Currently (as of 
December 17, 2009) one SDR equals $1.57085 (www.imf.org).  

  43     The correlation between absolute loan size (log) and country GDP (log) 
is 0.86. Pairwise correlations between absolute loan size and three key 
measures of indebtedness (external debt/GDP, debt service/exports, short-
term debt/reserves) are –0.06, 0.40, and 0.20, respectively.  

  44     Rankings exclude the Organization for Economic Co-operation and 
Development (OECD) countries.  
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 This variation in loan size is particularly puzzling given the Fund’s 
explicit limits on the amount that countries may borrow. Formally, 
access to non-concessional IMF credit       is restricted to 100 percent 
of quota annually and 300  percent of quota cumulatively, except in 
“exceptional circumstances.”  45   It is clear that the Fund has defi ned 
“exceptional circumstances” quite broadly in recent years: fi fty of 
its 197 non-concessional loans between 1984 and 2003 exceeded 
the 100 percent quota limit, and twenty-four loans were equivalent 
to at least 200 percent of a country’s quota. The economic and polit-
ical reasons for this behavior are less clear, however. For example, 
there is ample evidence that countries of similar size and macroeco-
nomic characteristics have received widely different treatment from 
the IMF over the last two decades  . Moreover, it does not appear 
that IMF lending is linked simply to the geopolitical importance of 
a country to the US government  . In fact, loan size and conditional-
ity   have varied widely even within the subset of borrower countries 
in which American geopolitical or strategic interests would seem 
to be most likely to have an effect on IMF policies (e.g. Argentina  , 
Russia  , Mexico  , South Korea  , Turkey  ). Thus, the Fund’s lending 
behavior does not appear to conform either to the “technocratic” 
view of the economists or to the overtly political views of many 
outside observers. 

 Similar patterns of variation are evident when examining the IMF’s 
use of conditionality   during the last two decades. Conditionality 
refers to the policies the Fund expects a member to follow in exchange 
for IMF credit.  46   By explicitly linking the approval or continuation of 
Fund fi nancing to the implementation of specifi ed economic policies, 
conditionality helps to mitigate problems of both debtor and creditor 
moral hazard  . Rather than throwing “good money after bad” should 
the borrower country fail to meet its obligations, conditionality pro-
vides a mechanism by which the Fund can temporarily or perma-
nently suspend its lending.  47   Likewise, linking the availability of IMF 
credit to specifi c policy changes provides incentives for the borrower 

  45     “Report on access to Fund resources, 2003” ( http://imf.org/external/np/
fi n/2004/access/eng/020504.pdf #access). As part of its recent lending reforms 
in response to the global credit crisis, the IMF has doubled these access limits 
(www.imf.org/external/pubs/ft/survey/so/2009/new032409a.htm).  

  46     Gold   ( 1979 ).     47     IMF ( 2005 ).  
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country to adhere to its end of the bargain by guaranteeing loan dis-
bursement if conditions are met. Finally, conditionality also provides 
a signal to private markets that a borrower will pursue future poli-
cies compatible with long-term debt sustainability.  48   As we will see 
below, changes in patterns of fi nancial globalization   have increased 
the importance of this signaling aspect of conditionality  . 

 IMF programs contain several different types of conditionality  , 
each differing in content, specifi city, and the degree to which it is 
“binding” on the borrower country.  Performance criteria  (PCs)   are 
the most specifi c and binding type of conditions. PCs are conditions 
explicitly specifi ed in IMF program documents that must be met 
by the borrower country in order for the agreed amount of credit 
to be disbursed.  49   PCs typically specify quantitative targets for key 
macro economic policy variables, such as international reserves, 
government budget balances, or limits on external borrowing. For 
example, a program might specify a minimum level of net inter-
national reserves, a maximum level of central bank net domestic 
assets, or a maximum level of government borrowing. Increasingly, 
IMF programs have also incorporated “structural” PCs, which 
include such measures as requirements to privatize state-owned 
enterprises, reform social welfare policies, remove price controls, 
or strengthen fi nancial regulation  . In part, the shift toward greater 
structural conditionality refl ects the increase in medium- and long-
term IMF lending; as the Fund has lent more money to low-income 
countries through the PRGF instrument   and its predecessors, struc-
tural reforms have become increasingly common. Nonetheless, even 
within non-concessional IMF programs, the number and type of 
conditions has varied widely ( fi gure 1.1 ).    

 In addition to PCs, IMF programs generally contain one or more 
additional types of conditionality  . As  fi gure 1.1  shows, these con-
ditions account for nearly all the expansion in Fund conditional-
ity in recent years. Non-PC conditions consist of three types: prior 
actions, quantitative indicative targets  , and structural benchmarks  . 
 Prior actions      (PAs) are measures that a country agrees to take before 
the IMF approves a loan; they are designed to “ensure that the pro-
gram has the necessary foundation to succeed.”  50   Furthermore, prior 

  48     Bird   and Willett   (2004).     49     IMF ( 2005 ).     50     Ibid.  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.002
https://www.cambridge.org/core


The IMF in the Global Economy18

actions are intended as a signal to the IMF and private markets that 
a borrower government has made a fi rm “upfront” or  ex ante  com-
mitment to reforming its economic policies and resolving its fi nan-
cial problems. Like PCs, prior actions are “hard” conditions; that is, 
their implementation is compulsory if a borrower country wishes to 
receive IMF credit. Indeed, PAs are, to some extent, “harder” condi-
tions than PCs, since they must be implemented  prior  to receiving the 
fi rst installment (“tranche”) of an IMF loan. PCs, in contrast, must be 
implemented only at subsequent interim reviews. 

 In contrast to both PCs and PAs, the remaining varieties of IMF 
conditionality   are less stringent, or “soft” types.  Indicative targets      
are similar in content to quantitative PCs, but are non-binding on 
the borrower country; that is, failure to meet targets does not auto-
matically result in the suspension of loan disbursement. According 
to the Fund, indicative targets are utilized when there is substantial 
uncertainty about economic trends beyond the fi rst months of the 
program, after which they are often transformed into PCs for the 
remainder of the Fund program.  51   Likewise,  structural benchmarks      
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 Figure 1.1      IMF conditionality: average number of conditions by type, 
non- concessional IMF loans, 1983–2003
 Source:  IMF archives.  

  51     Ibid.   
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 Figure 1.2      Total conditions, non-concessional IMF loans, 1983–2003
 Source:  IMF archives.  
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Figure  1.4      Prior actions, non-concessional IMF loans, 1983–2003 
 Source:  IMF archives.  
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 Figure 1.3      Performance criteria, non-concessional IMF loans, 1983–2003  
Source:  IMF archives.  
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 Figure 1.5      Benchmarks/targets, non-concessional IMF loans, 1983–2003  
Source:  IMF archives.  

are similar to structural PCs in substance but not stringency. 
Benchmarks are often used “for measures that cannot be monitored 
objectively enough to be PCs, or for small steps in a critical reform 
process that would not individually warrant an interruption of Fund 
fi nancing.”  52   The IMF monitors a borrower’s adherence to condi-
tionality through periodic program reviews  . Reviews typically occur 
at four- to twelve-month intervals, depending on program length. At 
each review, a borrower may request a waiver for PCs   it has failed 
to meet; if the Fund approves the waiver, the missed PC is generally 
included in the new set of conditions specifi ed for the subsequent 
stages of the program. 

  Figures 1.1  to  1.5  illustrate the substantial variation in the number 
and type of conditions attached to non-concessional IMF loans during 
the last two decades.  53   While there has been only a slight increase in 
recent years in the average number of PCs, there has been substantial 
cross-sectional variation in the IMF’s use of these binding conditions, 
with the number ranging from zero to sixteen during the 1984–2003 
period. In contrast, the IMF’s use of prior actions   and the less stringent 
forms of conditionality   (benchmarks and targets) has increased notably 
since the late 1980s. Both the number and type of conditions included 
in IMF loans have grown signifi cantly over time, therefore.                 

  52     Ibid.  
  53     Appendix 1 provides a complete overview of the substantial variation in both 

loan size and conditionality   for all non-concessional IMF loans from 1984 to 
2003.  
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 As with loan size, the reasons for variation in IMF conditionality   
are not immediately obvious. Larger loans do not always have more 
extensive conditionality, nor is there a clear relationship between 
country-specifi c macroeconomic characteristics and the Fund’s use 
of conditionality. For example, some very large loans (e.g. the SDR 
13 billion Brazilian loan   in 1998) have had relatively few conditions 
(fi ve PCs, eleven conditions in total), while some small packages (e.g. 
Ecuador’s   SDR 151 million loan in 2003) have had substantially more 
(sixteen PCs, thirty conditions in all). Moreover, correlations between 
the total number of conditions and both loan size (amount/quota) and 
country size (GDP) are quite weak over the 1984–2003 period (0.16 
and 0.04, respectively).  54   Existing statistical analyses of IMF condi-
tionality also suggest only weak relationships between a borrower’s 
external debt and macroeconomic characteristics and the number of 
conditions attached to a loan.  55   Thus, as with variation in loan size, 
cross-national and cross-temporal differences in IMF conditionality 
present an important empirical puzzle. 

   The existing literature 

 What explains this variation in IMF lending? In deciding how much 
and on what terms to lend, the IMF faces a central trade-off between 
 liquidity  and  moral hazard . This trade-off arises because IMF loans 
have two simultaneous effects. On the one hand, Fund lending bene-
fi ts a country directly by providing it with the fi nancing (“liquidity”) 
needed to service its debts. Indirectly, it may also enhance global 
fi nancial stability by preventing a crisis in one country from becoming 
a larger systemic problem. On the other hand, IMF loans also create 
“moral hazard” – incentives for borrower countries and international 
lenders to assume additional risk in the expectation that the Fund will 
provide additional “bailouts” in the future.    56   As a result, IMF lending 

  54     The relationship is similarly weak for performance criteria  : the correlations 
with amount/quota and GDP are 0.18 and 0.01, respectively.  

  55     See, for example, Dreher   and Vaubel   ( 2004 a).  
  56     Crockett   ( 1997 ). The classic example of moral hazard   is in insurance, 

in which insurers assume two types of risk: the “real hazard” (e.g. auto 
accident, theft) and the “moral hazard” arising from risky actions an 
individual may take once he or she is insured (e.g. more reckless driving, not 
locking his or her home).  
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may actually exacerbate rather than enhance fi nancial instability. 
This trade-off presents the IMF with a diffi cult choice: to lend freely 
(i.e. large amounts on lenient terms), at the risk of increasing future 
demand for bailouts, or to limit current lending (i.e. smaller loans 
with more extensive conditionality  ), at the risk of having a country 
default, thereby triggering a broader fi nancial crisis. 

 The existing literature offers several explanations of how the IMF 
weighs this trade-off between liquidity and moral hazard   as it makes 
lending decisions. From a purely economic perspective, this choice 
depends on whether a borrower is insolvent or illiquid – that is, 
whether the country is “bankrupt,” due to bad economic policies, or 
whether it faces a temporary liquidity problem, caused by an unfore-
seen macroeconomic shock or a “fi nancial panic” resulting in capital 
fl ight by international investors.  57   From this standpoint, IMF lending 
is a largely technocratic exercise: the Fund’s professional economists 
design and propose lending programs based on a variety of country-
specifi c macroeconomic and external debt indicators. These economic 
indicators determine the borrowing country’s fi nancing needs, as well 
as the amount of policy adjustment necessary to ensure that the coun-
try will be able to repay its private external debt in the future. To be 
sure, economic factors play a large role in shaping Fund lending deci-
sions. Indeed, past studies have found robust evidence that IMF loans 
are larger and/or contain more conditions when a country has fewer 
foreign exchange reserves, higher levels of external debt  , and a record 
of past Fund borrowing.  58   Nonetheless, the empirical record of this 
technocratic view of IMF behavior is mixed: many macroeconomic 
variables emphasized in the literature, including GDP, GDP per cap-
ita, and government spending, have weak or indeterminate effects 
on IMF lending.  59   Furthermore, the fact that the IMF has provided 
large-scale fi nancing in a number of high-profi le cases in which the 

  57     Chang   ( 1999 ). Unlike a fi rm, a country technically cannot be declared 
bankrupt. The analogy is commonly used to refer to an unsustainable level of 
sovereign debt, however.  

  58     Knight   and Santaella   ( 1997 ); Bird   and Rowlands   ( 2003 ); Joyce   ( 2004 ).  
  59     Joyce ( 2004 ). One suggested reason for these results is that the Fund uses 

a range of indicators, rather than a single “trigger” variable, in making 
decisions (Bird and Rowlands  2003 ). It also suggests, however, as I 
emphasize throughout this book, that politics plays a critical role in shaping 
IMF lending decisions.  
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borrowing country appeared to be “insolvent” based on its macroeco-
nomic characteristics – most notably to Russia   in the late 1990s and 
to Argentina   in the early 2000s – suggests that political factors also 
infl uence IMF lending decisions.  60   

   The politics of IMF lending: existing explanations 

 Recognizing these limitations of a purely economic approach, a 
number of scholars have sought recently to identify the political deter-
minants of IMF lending. In general, this literature offers two compet-
ing explanations of Fund behavior. On the one hand, some scholars 
argue that the IMF is the servant of the United States, which utilizes 
its position as the Fund’s largest shareholder to direct credit toward 
countries it deems important  . The main variant of this argument 
is geopolitical: it claims that US foreign policy allies and countries 
of strategic importance receive more favorable treatment from the 
Fund. Along these lines, recent quantitative studies have found a rela-
tionship between IMF lending and countries’ voting patterns in the 
United Nations General Assembly   (UNGA) and/or levels of US   foreign 
and military aid to a given borrower country.  61   Several recent high-
profi le IMF lending cases are also frequently cited in support of this 
argument, including Russia  , Turkey  , and Pakistan  .  62   Most recently, 
Randall Stone   has extended this geopolitical logic further, arguing 
that the formal rules of IMF governance become irrelevant when 
American strategic interests are at stake. In such cases, he argues, the 
United States assumes “temporary control” of Fund decision-making 
and ensures that its “valued client” states receive favorable IMF lend-
ing, in the form of reduced conditionality  .  63   An alternative but related 
perspective is that the United States utilizes IMF lending to protect its 
domestic fi nancial interests  . Studies in this vein have found that IMF 
loans tend to be larger when a borrowing country owes large amounts 
of debt to private creditors – primarily commercial banks – located 
within the United States and other major IMF shareholders.  64   Still 
others, such as Erica Gould  , have argued that private international 

  60     See, for example, Mussa ( 2002 )  .  
  61     Vreeland   ( 2005 ); Stone   ( 2004 ,  2002 ); Barro   and Lee   ( 2002 ); Thacker   ( 1999 ).  
  62     Stone   ( 2004 ,  2002 ).     63     Stone ( 2008 , 590).  
  64     Broz   and Hawes   ( 2006 ); Broz   ( 2005 ); Oatley   and Yackee   ( 2004 ).  
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creditors infl uence the IMF independently, rather than as interest 
groups within the United States and other advanced industrialized 
countries.  65   

 On the other hand, scholars in the “public choice” tradition argue 
that bureaucratic politics, rather than US interests, is the key politi-
cal factor in IMF lending.  66   These scholars view the Fund not as the 
servant of its shareholders, but, rather, as a highly independent actor 
in its own right. Drawing on principal–agent theory  , this alternative 
approach portrays the IMF staff   as a group of “rent-seeking”   bureau-
crats eager to exploit “agency slack”   and maximize its autonomy, 
budget, and/or the likelihood of program success.  67   From this per-
spective, we should observe the staff consistently favoring larger loans 
with more extensive conditionality  , since more lending and a larger 
role for the Fund in monitoring its borrowers’ economic policies 
enhances the staff’s own infl uence  . A key proponent of this approach 
is Roland Vaubel  , who fi nds that the staff engages in “hurry-up lend-
ing” during quota reviews in order to obtain quota increases that will 
facilitate more extensive future lending  .  68   Similar studies have found 
these rent-seeking incentives to be greater when the Fund has more 
resources available to lend.  69   

 As with purely economic explanations of IMF lending, neither of 
these political approaches fi ts closely with the empirical evidence. 
Although bureaucratic politics theories generate clear predictions about 
variation in IMF lending over time, they provide little, if any, expla-
nation of variation between cases within time periods. For example, 
although it may be the case that the staff proposes larger loans during 
quota reviews, this prediction does not explain variation in IMF loan 
size within years in which a quota review is under way. Furthermore, 
the public choice logic begs the question of when the IMF staff is 
able to “get away” with this type of rent-seeking   behavior. While 
bureaucratic arguments draw explicitly on principal–agent theory, 
however, they tend to leave unspecifi ed both the identity and interests 

  65     Gould   ( 2006 ,  2003 ).  
  66     See, for example, Dreher   and Vaubel   ( 200 4b) and Willett   ( 2000 ).  
  67     The “rents” accruing to the staff in this approach are defi ned broadly to 

include all these factors; strictly speaking, staff members do not receive 
personal fi nancial gains from more extensive IMF lending or conditionality  .  

  68     Vaubel   ( 1994 ,  1991 ).     69     Dreher   and Vaubel   ( 200 4b).  
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of the IMF staff’s principal(s). As a result, they offer few predictions 
about the conditions under which staff behavior will be constrained by 
member states’ monitoring and enforcement. 

 At the same time, arguments that the United States controls the 
IMF  , or that it can – either temporarily or systematically – bypass the 
Fund policymaking process when it believes its geopolitical interests 
are at stake, pay insuffi cient attention to both the role of the IMF staff   
and the infl uence of other large shareholder countries  . To be sure, the 
United States exercises disproportionate infl uence within the Fund: it 
holds an appointed seat on the executive board   and 16.77 percent of 
the IMF’s votes, which enables it to unilaterally veto certain decisions 
requiring 85 percent supermajorities, including changes in the Fund’s 
articles of agreement  . Nevertheless, US infl uence is circumscribed in 
two ways. First, the Fund staff retains signifi cant control over the 
negotiation and design of IMF programs, and it enjoys agenda-setting 
power over the executive board: the board cannot approve a lending 
arrangement without fi rst receiving a staff proposal. Thus, even in 
cases in which the United States is able to exercise the greatest infl u-
ence, the staff and other large shareholders still play a key role in 
shaping lending decisions. Second, US veto power within the IMF 
does not extend to lending decisions, since executive board approval 
of loans formally requires the support of only a simple majority of 
votes rather than an 85 percent supermajority. Moreover, in prac-
tice the board does not formally vote to approve IMF programs but, 
rather, makes decisions on a “consensus basis with respect given to 
the relative voting power of the states.”  70     

 As a result, although the IMF’s formal rules and informal 
 decision-making norms clearly give the United States   a powerful say 
over Fund policies, they also grant other large member states a sig-
nifi cant voice. In particular, the Fund’s four next largest sharehold-
ers (Japan  , Germany  , the United Kingdom  , and France  ) also exercise 
substantial infl uence within the IMF by virtue of their own appointed 
seats on the executive board  , which grant them a combined voting 
share of 21.62 percent.  71     It is therefore extremely unlikely that we can 

  70     Mussa   and Savastano   ( 1999 ); van Houtven   ( 2002 ); Vreeland   ( 2005 ).  
  71     China  , Russia  , and Saudi Arabia   also hold their own “elected” seats, with 

a combined 9.51 percent of the votes. The other sixteen executive directors 
are elected and represent regional subgroups of the remaining member states 
(www.imf.org/external/np/sec/memdir/eds.htm).  
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accurately explain variation in Fund lending policies without also 
considering the interests of these other powerful states, as well as the 
extent to which their interests are in harmony or confl ict with those 
of the US. Recent empirical work has partially addressed this prob-
lem, by focusing on measuring the aggregate interests of the advanced 
industrialized countries rather than focusing solely on United States 
interests.  72   Similarly, J. Lawrence Broz   and Michael Hawes   (2006) 
separately measure the bank exposure of each of the G-5   countries in 
their study. Neither of these approaches, however, addresses the prob-
lem of  preference heterogeneity      among the IMF’s largest shareholders. 
Given the collective nature of executive board decision-making, this is 
a critical oversight in the literature. Indeed, one of this book’s central 
fi ndings is that the distribution of preferences between the Fund’s larg-
est shareholders is a key determinant of IMF lending decisions  . 

   The plan of the book 

 Ultimately, although the existing international political economy 
literature strongly suggests that IMF policymaking is not simply a 
technocratic process, it leaves many key questions about the politics 
of Fund decision-making unanswered. To what extent is the IMF the 
servant of its shareholders? Under what conditions does the staff exer-
cise the greatest autonomy? What factors determine the interests of 
the IMF’s shareholders and its bureaucrats, and how do these actors’ 
preferences vary over time and between cases? In this book, I develop 
an analytical framework that provides answers to these critical ques-
tions and tests its hypotheses using both quantitative and qualitative 
analyses of IMF lending since the 1980s. 

  Chapter 2  further develops the book’s analytical framework and 
core argument. First, it discusses in greater detail several critical 
changes in the composition of international capital fl ows during the 
last two decades. It then introduces the key actors involved in IMF 
decision-making and the rules and institutions that structure internal 
IMF policymaking. Drawing on principal–agent theories of inter-
national institutions  , the chapter sets forth a “common agency” the-
ory of Fund policymaking, in which G-5 governments (the “collective 
principal”)   and the IMF staff (the “agent”) jointly determine Fund 

  72     See Dreher   and Sturm   (2006).  
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lending decisions. Thus, in contrast to most scholars and critics, I 
argue that the IMF is neither the servant of the US government nor 
an out-of-control bureaucracy. Rather, states and the IMF staff both 
enjoy partial, but incomplete, control over Fund decision-making. 
Furthermore, state infl uence within the IMF lies not with a single 
country (the United States) or with all member states but, rather, is 
held collectively by the Fund’s largest shareholders. In the remainder 
of  chapter 2 , I then develop a set of testable hypotheses linking vari-
ation in these actors’ preferences – and, therefore, variation in Fund 
loan size and conditionality   – to changes in patterns of fi nancial glo-
balization   over time and across cases. 

  Chapter 3  presents an initial empirical test of my argument and its 
hypotheses using time-series cross-sectional statistical analysis. The 
chapter introduces and analyzes an original data set of IMF lending 
to forty-seven developing countries from 1984 to 2003, which I have 
assembled primarily from internal Fund documents gathered at the 
IMF archives  . The statistical analysis offers substantial empirical evi-
dence in support of the hypothesized linkages between changes in the 
composition of international capital fl ows, shifts in the preferences of 
G-5 governments and the IMF staff, and variation in IMF loan size and 
conditionality  . In addition, the chapter explores the complex patterns 
of interaction between the key explanatory variables in the analysis.

Chapters 4 and 5 complement the quantitative evidence with a 
paired case study analysis of IMF lending to South Korea and Mexico 
from 1983 to 1997. Although the statistical analysis fi nds strong cor-
relations between changes in patterns of fi nancial globalization and 
variation in IMF lending, it does not offer much insight into the actual 
process of Fund decision-making. Indeed, time-series cross-sectional 
statistical analysis does not elucidate the causal chain linking changes 
in international capital fl ows to variation in IMF policies, nor does 
it explain how and to what extent the Fund’s G-5 principals and its 
staff take these changes into account in specifi c cases. By contrast, 
case studies shed light on the step-by-step chain of events in IMF 
policymaking. Moreover, they help us to understand the sequencing 
of – and interaction between – the key economic and political factors 
explaining variation in IMF lending policies. 

 Given the vast economic and political diversity of the IMF’s bor-
rowers, it is very diffi cult to choose one or two representative country 
cases to analyze. Nevertheless, I have chosen to focus on   Mexico and 
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South Korea   for several reasons. First, these countries have been two 
of the IMF’s largest borrowers over the last two decades. Second, the 
Fund’s loans to Mexico and South Korea in the mid-1990s were, at 
the time, the largest loans it had ever provided. Thus, these loans are 
critical cases for understanding how and why the IMF makes deci-
sions. Third, Mexico and South Korea each borrowed from the IMF 
in both the 1980s and 1990s, with a multi-year break between their 
two episodes of borrowing. Studying these two countries therefore 
sheds light on the impact of historical changes in the composition of 
international capital fl ows on IMF behavior. Furthermore, focusing 
on these two countries’ loans offers within-country variation along 
both the independent and dependent variables, while at the same time 
controlling for many country-specifi c factors that complicate inter-
pretation of the time-series cross-sectional statistical results. As with 
the quantitative analysis, these case studies draw heavily on primary 
source documents gathered at the IMF archives  . These documents 
include IMF staff reports and executive board   minutes, which shed 
light on the key factors driving Fund lending policies to South Korea 
and Mexico during the 1980s and 1990s. 

 Finally,  chapter 6  reviews the theory and evidence presented in the 
book. In addition, it discusses possible research extensions, as well as 
additional implications for our understanding of the political econ-
omy of international fi nance. The chapter also addresses the import-
ant policy implications of my research. Specifi cally, it assesses several 
recent proposals to reform the IMF and suggests a number of ways 
in which the book’s fi ndings cast doubt on the merits of these pro-
posals. In so doing, the book seeks to make an analytically informed 
contribution to the debate about the future of global fi nancial gov-
ernance and the need to reform the IMF in response to the current 
global fi nancial crisis. The book concludes with some fi nal thoughts 
on the implications of my research for our broader understanding 
of international cooperation and policymaking within international 
organizations  .        
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   In this chapter, I develop in greater detail my argument that changes 
in the composition of international capital fl ows constitute the key 
factor explaining variation in the International Monetary Fund’s 
lending policies. I begin by discussing the key dimensions of varia-
tion in fi nancial globalization   in the contemporary world economy. 
Specifi cally, I illustrate the substantial changes in the composition of 
borrowers and lenders in international fi nance during the last two 
decades, as well as the sizeable variation in the geographic distribu-
tion of private international creditors. After outlining these changes 
in the composition of developing countries’ international debt, I 
then discuss the IMF decision-making process in detail. Drawing 
on principal–agent theories of international institutions  , I develop 
a “common agency” theory of IMF policymaking in which two key 
actors – the Fund’s largest member states (the “collective principal  ”) 
and the IMF’s bureaucratic staff (the “agent”) – jointly determine 
lending decisions. In contrast to most existing theories of IMF lend-
ing, this framework explicitly accounts for both actors’ key roles 
in Fund policymaking. Moreover, it also takes into account the 
importance of preference heterogeneity   among the Fund’s princi-
pals in shaping IMF lending decisions. Finally, using this common 
agency framework, I explain how changes in the composition of pri-
vate international capital fl ows shape the politics of IMF lending. I 
develop a set of testable hypotheses linking changes in private inter-
national debt composition to variation in the preferences of both the 
Fund’s largest shareholder countries and the IMF staff over the size 
and terms of Fund lending arrangements. These hypotheses yield 
clear, observable implications about how and why IMF loan size 
and conditionality   vary systematically in accordance with changes 
in patterns of fi nancial globalization. 

     2      Global fi nance and the politics 
of IMF lending: theory   
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   Banks and bondholders: the evolution of 
private international fi nance 

 Since the 1970s private capital fl ows have become the dominant fea-
ture of international fi nance. Private international capital fl ows to 
developing countries have grown exponentially, from nearly zero in 
1970 to $491 billion in 2005  , while the stock of outstanding external 
debt in developing countries has increased from $748 billion in 1982 to 
$2.8 trillion in 2005  .  1   These aggregate data mask two broad changes 
in the composition of international capital fl ows, however  : a shift in 
the composition of  international lenders , from commercial banks 
to bondholders; and a shift in the composition of  international bor-
rowers , from sovereign governments to private actors. These changes 
in the structure of global fi nancial markets, I argue, are the key to 
understanding and explaining variation in IMF lending policies. 

  Figure 2.1  illustrates these substantial changes over time in the 
composition of borrowers and lenders in the international fi nancial 
system. In the early 1980s private capital fl ows to developing coun-
tries consisted almost entirely of lending to sovereign governments. 
Prior to 1990 the primary providers of this “public and publicly 
guaranteed”   (PPG) debt were large commercial banks located in the 
advanced industrialized countries.  2   In recent years, however, bond 
fi nancing has largely replaced bank lending as the primary form of 
sovereign borrowing in global fi nancial markets  . At the same time, 
an increasingly large share of international capital fl ows consists of 
lending directly from international banks and bondholders to private 
entities within developing countries.   The vast majority of this “private 
non-guaranteed” (PNG) debt consists of  interbank  lending – lend-
ing from commercial banks in the advanced industrialized countries 
directly to private banks in the developing world  . More recently, how-
ever, some private fi rms in developing countries have also begun to 
borrow directly from international commercial banks, while other 
fi rms have begun to issue bonds in international markets.    

  1     World Bank ( 2006 a).  
  2     Ibid. As defi ned by the World Bank, publicly guaranteed debt is debt 

accumulated by private actors or state-owned enterprises that has been 
guaranteed by the national government. As such, it is effectively sovereign 
debt, since the government is ultimately responsible for ensuring its repayment 
if the borrower is unable to pay.  
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 These general trends in international capital fl ows   nonetheless 
mask substantial cross-country variation in the composition of devel-
oping countries’ private external debt. As  fi gures 2.2  to  2.6  illustrate 
clearly, there has been substantial diversity in developing countries’ 
ties to global fi nancial markets during the last two decades. Indeed, 
the identity of international borrowers (sovereign governments versus 
private actors) and lenders (commercial banks versus bondholders) 
has varied widely over time and across countries since the 1980s.                

           As these charts illustrate, sovereign governments remain the pri-
mary borrowers in many developing countries, although in many 
cases (e.g. Argentina, Mexico) the creditor base has shifted almost 
entirely from commercial banks to international bondholders. At 
the same time, non-sovereign (PNG) debt   has become the dominant 
form of international lending to some countries (e.g. Thailand  , South 
Korea  ). Finally, as the Moroccan chart illustrates, international cap-
ital fl ows to many developing countries continue to consist primarily 
of sovereign bank lending, although interbank   (PNG bank) lending 
has increased notably in recent years. 
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 Although explaining the causes of this substantial variation in 
international capital fl ows is beyond the scope of this study, the 
existing literature offers several possible explanations. First, a large 
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 Figure 2.2      Composition of private external debt, Mexico, 1983–2003 
($ millions)  
 Source:  World Bank ( 2003 ).  
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 Figure 2.3      Composition of private external debt, South Korea, 1983–2001 
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 Source:  World Bank ( 2003 ).  
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portion of these differences is probably a consequence of variations 
in levels of economic development; poorer developing countries such 
as Morocco   tend to be more dependent on commercial bank lending, 
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 Figure 2.4      Composition of private external debt, Argentina, 1983–2003 
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 Source:  World Bank ( 2003 ).  
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 Figure 2.5      Composition of private external debt, Thailand 1983–2003 
($ millions)  
 Source:  World Bank ( 2003 ).  
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while richer “emerging markets” such as Mexico   and Argentina   have 
shifted much of their borrowing toward international bond markets. 
Second, the growth in private non-guaranteed fl ows to some develop-
ing countries is probably attributable to the emergence of large private 
fi nancial institutions and multinational corporations. For example, 
an increasing share of capital fl ows to South Korea   consists of inter-
bank lending to domestic fi nancial institutions and bond issues by 
the South Korean   chaebol   (industrial conglomerates) such as Samsung   
and Hyundai  . In contrast, countries without well-developed domes-
tic fi nancial markets or large manufacturing sectors are less likely to 
attract these “private–private” capital fl ows. Finally, a long-standing 
research program in economics has identifi ed a wide variety of add-
itional macroeconomic and microeconomic variables that contribute 
to differences in country- and fi rm-level borrowing patterns.  3   Past 
IMF lending itself may be one of these variables. Indeed, recent work 
has found that Fund programs enable countries that have previously 
borrowed on sovereign bond markets to borrow again at lower interest 
rates.  4   Thus, while IMF policies alone are unlikely to be the underlying 
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Figure  2.6      Composition of private external debt, Morocco, 1983–2003 
($ millions)  
 Source:  World Bank ( 2003 ).  

  3     Modigliani    and Miller   ( 1958 ); Rajan   and Zingales   ( 1995 ); Gelos, Sahay, and 
Sandleris       ( 2004 ).  

  4     Eichengreen  , Kletzer  , and Mody   ( 2005 ).  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.003
https://www.cambridge.org/core


The politics of IMF lending: theory 35

reason for changes in the  composition of international fi nancial fl ows, 
they might help to maintain or reinforce existing trends. 

   The geographic distribution of international creditors 

 Along with these changes in the identity of borrowers and lenders, 
the geographic distribution of international lenders   constitutes a third 
dimension of change in fi nancial globalization  . Private international 
creditors, whether commercial banks or bondholders, are overwhelm-
ingly located in a handful of advanced industrialized countries. In 
2003 commercial banks headquartered in the “G-10”   countries held 
claim to 87 percent of international bank loans.  5   Banks headquartered 
in the “G-5” (the   United States  , United Kingdom  , Germany  , Japan  , 
and France  ) countries held roughly two-thirds of these G-10 claims, 
with a global market share of 64 percent; this number has declined 
since the early 1990s, when G-5 market share exceeded 80 percent, 
as lenders in countries such as Australia  , Ireland  , the Nordic coun-
tries  , and Spain   have entered the global banking market. Nonetheless, 
as  fi gure 2.7  clearly illustrates, G-5 fi nancial institutions continue to 
dominate international bank lending to developing countries.    

 Until the 1990s the most common type of international commer-
cial bank lending was the medium-term  syndicated loan .  6   Syndicated 
lending involves the cooperation of multiple commercial banks, often 
from several countries, that negotiate a single loan with a single emer-
ging market borrower.  7   Commercial banks pursue syndication for 
several reasons. First, syndication reduces default risk   through the use 
of cross-default clauses in the terms of the loan: if a borrower defaults 
on a syndicated loan, it effectively defaults on all banks participating 

  5     BIS (2003). The Group of Ten (G-10)   is actually made up of eleven industrial 
countries (Belgium  , Canada  , France  , Germany  , Italy  , Japan  , the Netherlands  , 
Sweden  , Switzerland  , the United Kingdom,   and the United States  ) that are 
the dominant players in the international fi nancial system. These countries 
consult and cooperate on economic, monetary and fi nancial matters through 
regular meetings at the Bank for International Settlements (BIS)   in Basel, 
Switzerland. In addition, the ministers of fi nance and central bank governors 
of the G-10 usually meet once a year in connection with the autumn meetings 
of the IMF.  

  6     The World Bank classifi es medium-term lending to encompass all lending 
with a maturity of greater than one year (World Bank  2006 a).  

  7     Smith   and Walter   ( 2003 ).  
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in the syndicate. As a result, a country that defaults on its commer-
cial bank loans risks the possibility that none of the banks involved 
in the syndicate will provide it with future loans. By eliminating the 
possibility of selective default, syndication increases the borrower’s 
incentives to pay its debts. Second, syndication allows banks to par-
ticipate in lending that they might not otherwise have access to on 
their own; by pooling multiple banks’ relationships and resources, all 
banks in the syndicate can take advantage of additional international 
lending opportunities. Third, syndicated bank lending reduces the 
transactions costs and collective action problems   associated with pri-
vate creditor cooperation during times of fi nancial crisis. 

 In addition to providing loans to sovereign borrowers, commercial 
banks frequently have further ties to developing countries. As pro-
viders of short-term trade credits  , banks facilitate cross-border trade 
and payments, and some commercial banks also serve as managers 
of central bank reserves for some developing countries.  8   Increasingly, 

  8     Tomz ( 2001 ).  
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 Figure 2.7      International commercial bank lending (consolidated foreign 
claims), by nationality of reporting banks, 1983–2003 ($ billions)
 Source:  BIS, consolidated international banking statistics, 2006.  
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commercial banks have also engaged in short-term interbank lending   
directly to private fi nancial institutions in emerging market countries. 
In some cases this lending is syndicated, while in others individual 
banks provide fi nancing to a single borrower. Commercial banks 
therefore have long-standing, multidimensional ties to particular 
developing countries. 

 Like commercial banks, international bondholders are also heav-
ily concentrated in the G-5 countries.  9   Although fewer than 100 
fi rms control the vast majority of the international banking market, 
however, bondholders are signifi cantly more heterogeneous and dis-
aggregated. Recent events in Argentina   are illustrative: the Global 
Committee of Argentina Bondholders (GCAB)  , which organized in 
the aftermath of Argentina’s default on $155 billion of external debt 
in December 2001  , represented over 500,000 retail investors and over 
100 institutional investors.  10   By contrast, debt rescheduling   during the 
1980s Latin American debt crisis   – as discussed in  chapter 4  below – 
involved fewer than 500 commercial banks. 

 The primary instrument of international bond fi nancing is the 
 Eurobond     , an unsecured promissory note issued by sovereign govern-
ments or private institutions.  11   These bonds are almost universally 

   9     The ten largest investment banks and ten largest asset management fi rms – 
the underwriters and primary investors in international bonds – are all 
located in the G-5 countries plus Switzerland   (Dobson   and Hufbauer    2001 ).  

  10     See www.gcab.org. Retail investors are wealthy individuals whose deposits 
are invested in emerging markets by banks and other wealth managers such as 
hedge funds; institutional investors, by contrast, control billions of dollars in 
assets as the managers of pension funds, mutual funds, central bank portfolios, 
and insurance companies. Prominent examples of institutional investors 
include mutual fund companies such as Vanguard   and Fidelity Investments  , 
and CALPERS  , the California public employees’ pension fund. These 
investors, in turn, represent hundreds of thousands of individual citizens, 
shareholders, and policyholders both in the advanced industrialized countries 
and throughout the developing world. In contrast to commercial banks, most 
international bondholders do not have long-standing, multidimensional ties to 
particular borrower countries; rather, bondholders tend to invest in a broad 
portfolio of assets and countries, and they reallocate these investments more 
frequently in search of the highest rates of return in global markets.  

  11     Smith   and Walter   ( 2003 ). To date, sovereign governments have issued the 
vast majority of international bonds. Private bond issues by multinationals 
and fi nancial institutions are becoming increasingly commonplace, however, 
in larger emerging markets such as South Korea. For example, Samsung  , the 
Korean industrial conglomerate, issued $390 million in bonds in 2001, while 
Hyundai   Motor Company issued $400 billion in bonds in 2003.  
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denominated in one of the major international currencies (dollar, euro, 
pound, yen).  12   Eurobonds are generally medium-term or long-term 
investments, although in recent years a growing number of emerging 
market countries have issued short-term, dollar-denominated paper 
akin to US Treasury bills (e.g. the Mexican  tesobonos     , which played 
a central role in the 1994/5 Mexican fi nancial crisis). Like syndi-
cated commercial bank loans, most international bond issues contain 
cross-default clauses   preventing a sovereign debtor from selectively 
defaulting against individual creditors. Nevertheless, because bond-
holders are far more heterogeneous and disaggregated than commer-
cial banks, these clauses may not ensure effective creditor cooperation 
in the case of a fi nancial crisis.  13   

 While both bondholders and commercial banks are heavily concen-
trated within the G-5 countries, there is substantial variation, both 
over time and across countries, in the geographic distribution of lend-
ing from these private international creditors. As  fi gures 2.8  to  2.12  
illustrate, some developing countries borrow primarily from private 
lenders in a single G-5 country. For example, Mexico has depended 
largely on fi nancing from US lenders since 2000  , while Thailand 
relies heavily on Japanese lending  , and Morocco   borrows primarily 
from French banks.  14   In contrast, other countries borrow widely from 
all the major creditor countries: South Korea  , Mexico (pre-2000), and 
Argentina   borrowed extensively from banks in all the G-5 countries 
throughout much of the last two decades.                

  12     In 2001 over 90 percent of international bond issues were denominated in 
one of these four currencies (Dobson   and Hufbauer    2001 ). International 
investors are rarely willing to invest in “local currency” bonds given the 
potentially substantial risk of large exchange rate fl uctuations in foreign 
currency markets.  

  13     On the issue of collective action clauses   in international bond issues, see 
Eichengreen   and Portes   ( 1995 ) and Roubini   and Setser   ( 2004 ).  

  14     Given the substantially larger number of creditors involved in international 
bond issues, accurate cross-national data on G-5 bond distribution is not 
readily available. In most recent international fi nancial crises, however, 
the geographic distribution of bond debt between G-5 creditors has closely 
mirrored that of bank exposure (e.g. Argentina 2001, South Korea 1997, 
Mexico 1995). Moreover, for the reasons described below, commercial 
banks are politically and economically more important in the eyes of G-5 
governments than non-bank institutions and bondholders  . In the analysis 
below, I therefore utilize commercial bank exposure as the best available 
proxy for the distribution of G-5 governments’ domestic fi nancial interests in 
particular IMF borrower countries.  
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 Figure 2.8      G-5 commercial bank exposure to Mexico, 1983–2003 ($ billions) 
 Source:  BIS, consolidated international banking statistics,   2006.    
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 Figure 2.9      G-5 commercial bank exposure to South Korea, 1983–2003 
($ billions)    
 Source:  BIS, consolidated international banking statistics, 2006.  
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 Figure 2.10      G-5 commercial bank exposure to Argentina, 1983–2003 
($ billions)    
 Source:  BIS, consolidated international banking statistics, 2006.  

 As with variation in the composition of borrowers and lenders, there 
are a number of possible of reasons for this variation in the geographic 
distribution of developing countries’ international debt. Clearly, prox-
imity plays a substantial role: Asian countries such as South Korea and 
Thailand borrow more heavily from Japan, while Latin American coun-
tries borrow more extensively from US creditors, and the countries of 
central and eastern Europe borrow disproportionately from German 
lenders. In addition, historical and political ties probably play an import-
ant role in some countries. For example, the predominance of French 
lending to Morocco and Algeria   is quite likely linked to these countries’ 
status as former French colonies. Finally, levels of economic develop-
ment also appear to play an important role. Indeed, aggregate G-5 lend-
ing tends to be most extensive in the largest emerging markets, including 
South Korea, Mexico, and Argentina  . Nonetheless, as the fi gures below 
illustrate, important variation in the distribution/heterogeneity of G-5 
lenders’ exposure exists even in these most prominent cases. 

   Global fi nance and the politics of IMF lending 

 How does this substantial variation in patterns of fi nancial globaliza-
tion   infl uence the IMF and its lending behavior? In order to answer 
this question, it is necessary fi rst to understand the multiple steps 
involved in the Fund’s lending process  , as well as the Fund’s internal 
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decision-making rules. The IMF’s lending process begins when one of 
the Fund’s member states requests external fi nancing assistance. Once 
a country requests IMF credit, the Fund staff enters into negotiations 
with the borrower government’s fi nance ministry over the amount and 
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 Figure 2.11      G-5 commercial bank exposure to Thailand, 1983–2003 
($ billions)     
 Source:  BIS, consolidated international banking statistics, 2006.  
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 Figure 2.12      G-5 commercial bank exposure to Morocco, 1983–2003 
($ billions)         
 Source:  BIS, consolidated international banking statistics, 2006.  
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terms of the loan.  15   Once the staff and the borrowing country have 
agreed on the terms of a Fund loan, the borrower’s fi nancial authorities 
sign a “letter of intent”   detailing the loan package and the reforms the 
borrower will undertake as conditions of the loan (“conditionality”). 
  Subsequently, the staff formally proposes the program to the executive 
board  , a twenty-four-member body composed of executive directors   
representing the Fund’s member states, which holds ultimate author-
ity over all IMF lending decisions. If the loan package is approved, 
the Fund disburses the fi rst “tranche” of the loan and the IMF staff 
begins to monitor the borrower’s performance to see whether or not 
the conditions of the program are being met. Decisions about the dis-
bursement of subsequent tranches are made at periodic intervals and 
must also be approved by the executive board, following the comple-
tion of a formal program review by the staff. Once an IMF loan has 
been disbursed, private creditors react in international markets, either 
by continuing to lend to a borrower country or by seeking to liquidate 
their holdings and investing their resources elsewhere. 

   Thus, the IMF decision-making process formally involves two 
actors: the Fund’s member states, acting through the executive board  , 
and the IMF staff  . Each enjoys partial, but incomplete, control over 
Fund decisions. Explaining variation in IMF lending requires a care-
ful understanding of both actors’ roles in the Fund policymaking pro-
cess, as well as the preferences of each over the size and terms of Fund 
lending arrangements. Unfortunately, as noted above, most existing 
studies of the IMF have not adequately explored the consequences of 
this principal–agent relationship for Fund lending decisions. Rather, 
past studies have generally ascribed “control” of the Fund to a single 
actor (e.g. the United States  , the staff). Although this strategy is par-
simonious, it does not accurately model the dynamics of IMF policy-
making. In the remainder of this chapter, I draw on principal–agent 
theory   to develop an alternative model of IMF policymaking, which 
explicitly incorporates the common agency   relationship between 
G-5 governments and the Fund staff. I then show how both actors’ 
preferences – and, therefore, IMF choices about loan size and condi-
tionality   – vary systematically in accordance with changes in the com-
position of international capital fl ows to developing countries. 

  15     IMF loans are formally referred to as “programs” or “lending arrangements.”  
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   A common agency theory of IMF policymaking 

 In recent years international relations scholars have adopted 
 principal–agent theory   as a framework for studying international 
institutions   in general and the IMF in particular.  16   Agency theory 
provides a useful tool for understanding international organizations  , 
since it focuses on situations of  delegation     , which exist when one or 
more actors authorized to make a decision or take some action con-
ditionally designate some other actor(s) to make that decision or take 
that action.  17   Despite the rising importance of non-state actors, states 
remain the primary decision-making actors in international relations 
and within international institutions  . Thus, the delegation of author-
ity to international organizations generally implies that states are 
acting as  principals  and that international organizations act as their 
 agents . More broadly,  principals  are the actors within a hierarchical 
relationship in whom authority ultimately rests, while  agents  are the 
actors who are conditionally designated to perform tasks in the name 
of the principals.  18   

 A central tenet of delegation   theory is the assumption that agents 
pursue their own interests, subject to the constraints imposed upon 
them by their principals.  19   Principals will try to control their agents, 
but doing so is costly and some degree of “agency slack”   is inevita-
ble: agents always possess some degree of autonomy due to incom-
plete contracting and/or the costs associated with monitoring and 
enforcement of the principal–agent contract.  20   Agency slack occurs 
when agents pursue policies that the principal(s) would not have cho-
sen if it (they) had been acting directly. The problem of agency slack is 
even more severe in cases of  common agency  (i.e. collective or multi-
ple principals), because the multiple members comprising the agent’s 
principal may have heterogeneous preferences about the agent’s 
 behavior.  21   When the members of the collective principal have strongly 

  16     See Hawkins    et al . ( 2006 ) and Lyne  , Nielson  , and Tierney   ( 2006 ) for 
overviews of principal–agent theory   and its application to international 
institutions. For specifi c applications to the IMF, see Martin   ( 2006 ) and 
Gould   ( 2006 ,  2003 ).  

  17     Lyne   and Tierney   ( 2002 ).     18     Hawkins    et al . ( 2006 ).  
  19     Kiewiet   and McCubbins   ( 1991 ).     20     Hawkins    et al . ( 2006 ).  
  21     Ferejohn   ( 1986 ).  
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unifi ed preferences over policy outcomes, their ability and willing-
ness to monitor and control the agent’s behavior will be extremely 
high; by contrast, when principals’ preferences are heterogeneous, the 
agent can exploit these differences between the members of the col-
lective principal   to pursue its own interests and policies. Similarly, 
the intensity of the principals’ preferences affects agent discretion. 
When the principal has strong preferences over a particular decision, 
it has greater incentives to monitor the agent’s behavior; conversely, 
the principal is likely to allow greater discretion to the agent when it 
has little direct interest in a given policy decision. 

 Conceiving of IMF decision-making as a principal–agent relation-
ship   highlights two critical points about the political economy of IMF 
lending. First, one-dimensional explanations ascribing control of the 
IMF to a single actor are overly simplistic and unlikely to generate 
accurate predictions about the Fund’s lending behavior. Contrary to 
the currently prevailing views in the literature, the IMF is not the 
servant of its most powerful member states, nor is it the independent 
master of global fi nance. Rather, Fund behavior is jointly determined 
by the preferences of both member states and the IMF staff, which in 
turn are shaped by the composition and expected behavior of private 
international creditors. Thus, in order to explain variation in IMF 
lending, we need to move beyond “ideal type” theories that ascribe 
control of the Fund to a single actor in favor of clear, case-specifi c pre-
dictions about the relative infl uence of states and IMF bureaucrats. 

 Second, distinguishing between agency and infl uence emphasizes the 
limits of private actors’ authority over the IMF. While some  scholars 
have argued that private creditors have replaced states as the Fund’s 
political principals, these private actors enjoy no formal role in IMF 
policymaking, nor have they “delegated” political authority to the Fund 
staff in any meaningful sense.  22   Certainly, private creditors strongly 
infl uence IMF behavior, but they do so only indirectly through their 
ability to affect the interests of the two formally involved political 

  22     Gould   ( 2006 ,  2003 ). Gould argues that the IMF has become more responsive 
to the demands of private creditors than Fund member states, citing the 
increasing prevalence of “bank-friendly” conditions in Fund loans over 
time. While this fi nding can be interpreted as evidence of private lenders’ 
increasing infl uence in international fi nance, it is misleading to characterize 
this infl uence as indicative of a formal delegation/agency relationship 
between the IMF and private international creditors.  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.003
https://www.cambridge.org/core


The politics of IMF lending: theory 45

actors. As domestic interests within the Fund’s most powerful member 
states, private lenders shape the preferences of national political repre-
sentatives (the executive directors  ) within the executive board. At the 
same time, as independent actors in global markets, private creditors 
infl uence the decisions of the IMF’s professional staff as it negotiates 
and designs Fund lending arrangements. These lines of infl uence are 
critically important for understanding IMF policies, but they have not 
allowed private actors to supersede or replace member states and the 
IMF staff as the Fund’s key political decision-makers.   

    G-5 governments: the Fund’s de facto collective principal   

 The IMF’s member states are its shareholders and formal political 
principals. Acting through the executive board, a body composed 
of executive directors   representing shareholder governments, mem-
ber states have the fi nal say over all IMF policy decisions. Because 
member states’ voting power is directly proportional to their quota 
contributions   to the Fund’s general resources, however, the advanced 
industrialized countries’ preferences carry the most weight in Fund 
decision-making. As the Fund’s fi ve largest shareholders, the G-5 
  countries           are entitled to appoint their own executive directors  , who 
hold a combined 38.39 percent of the quota-based votes.  23   Three addi-
tional countries (China  , Russia  , Saudi Arabia  ) “elect” their own board 
seats, with a combined 9.51 percent of the votes, while the remaining 
twenty-four board seats are held by elected executive directors   repre-
senting various regional subgroups of the remaining member states. 
For example, the Belgian executive director also represents Austria  , 
Luxembourg  , Turkey  , and several central and eastern European coun-
tries, and he/she casts these countries’ combined votes (5.14 percent) 
on his/her constituencies’ behalf. Similarly, the Argentine executive 
director also represents Bolivia  , Chile  , Paraguay  , Peru  , and Uruguay  , 
thereby casting a combined 1.96 percent of board votes. In some con-
stituencies the largest country traditionally holds the director’s seat, 
while in others the seat rotates between several countries.  24   

  23     See www.imf.org/external/np/sec/memdir/eds.htm.  
  24     For example, Canada   has always held the board seat representing Ireland and 

ten Caribbean nations, while the Nordic and Baltic states typically rotate 
their executive director every two years. See Martin and Woods ( 2005 ) for 
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 As  table 2.1  illustrates, this voting structure gives the advanced 
industrialized countries overwhelming infl uence within the IMF. 
The G-5, as mentioned previously, hold 38.39 percent of the votes, 
while executive directors   from constituencies encompassing the G-7   
(the G-5 plus Canada and Italy) cast a combined 46.13 percent of 
executive board votes, and those representing the G-10   (the G-7 plus 
Belgium, the Netherlands, Sweden, and Switzerland) collectively cast 
nearly two-thirds (62.28 percent).  25      

 Since many of the Fund’s non-lending decisions require executive 
board supermajorities of 70 to 85 percent, the advanced industrialized 
countries hold collective (or the United States  , with 16.77 percent of 
the votes, unilateral) veto power over a wide range of Fund policies, 
including quota increases, the sale of IMF gold reserves, and amend-
ments to the articles of agreement  .  26   This veto power does not extend 
to IMF lending decisions, however: formally, approval of an IMF 
loan requires the support of only a simple majority of executive board 
votes, rather than a supermajority. Moreover, the executive board’s 
norm is to avoid formal votes on IMF lending decisions whenever pos-
sible. Rather, the board makes lending decisions on a “consensus basis 
with respect given to the relative voting power of the states.”  27   This 
informal norm of IMF policymaking suggests that the interests of the 
advanced industrialized countries are the dominant factor infl uencing 
board decisions about the size and terms of IMF loans. 

 Put simply, the Fund’s formal rules and informal decision-making 
norms give the IMF’s largest shareholders de facto control over IMF 
decision-making  . Indeed, the G-5 countries need to garner the support 
of only three other executive directors   from rich countries (Canada  , 
Switzerland  , a handful of fellow EU   members) in order to assemble 
a board majority and control IMF lending decisions  . Given the deep 
economic and political ties between these countries, such cooperation 
and coordination between the G-5 and their G-7/10 counterparts is 

a detailed discussion of the dynamics of delegation and agency within these 
multiple-state board constituencies.  

  25     The eleven countries comprising the G-10 participate in the major global 
fi nancial regulatory institutions at the BIS and have made supplementary 
credit commitments to the IMF through the General Arrangements to 
Borrow   (GAB) and the New Arrangements to Borrow   (NAB): see www.imf.
org/external/np/exr/facts/gabnab.htm.  

  26     See IMF ( 2001 ) for a detailed description of these special majority rules.  
  27       Mussa and Savastano   (1999); IMF ( 2002 ); van Houtven ( 2002 ).  
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highly likely to occur within the IMF. Furthermore, since three G-10 
members (Belgium  , the Netherlands  , and Italy  ) share a common cur-
rency with France and Germany as members of the Eurozone (and a 
fourth, Sweden  , is also a member of the European Union), these coun-
tries are very likely to share common preferences over international 
fi nancial issues such as IMF lending. Finally, it is highly unlikely that 

 Table 2.1     IMF Executive Board voting shares, March 2009                                                       

 Country  Percentage share 

United States 16.77
Japan 6.02
Germany 5.88
France 4.86
United Kingdom 4.86
 G-5 total  38.39 

Italy 4.10
Canada 3.64
 G-7 total  46.13 

Belgium 5.14
Netherlands 4.78
Sweden 3.44
Switzerland 2.79
 G-10 total  62.28 

Spain 4.45
China 3.66
Indonesia 3.52
South Korea 3.44
Egypt 3.20
Saudi Arabia 3.16
Sierra Leone 3.01
Russia 2.69
Iran 2.42
Brazil 2.42
India 2.35
Argentina 1.96
Rwanda 1.35
 Other total 37.63

     Note:  Does not sum to 100 percent because of rounding.    
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the remaining board members will override the collective objections 
of the Fund’s fi ve largest quota contributors and vote to approve a 
loan without their consent. 

 For these reasons, I focus in the remainder of this book on G-5 gov-
ernment interests as a strong proxy for the overall interests of the key 
players within the executive board. Focusing on the G-5 also allows 
me to control for the fact that G-7  /G-10   representation within the 
executive board has changed over time, as different countries have 
held these director seats; in contrast, each of the G-5 countries has 
had a seat at the table for all IMF lending decisions during the last 
two decades. Treating the G-5 as the Fund’s de facto collective princi-
pal   is therefore a valuable shorthand that makes cross-case identifi ca-
tion and comparison of the intensity and heterogeneity of preferences 
among the Fund’s largest shareholders more tractable. Nonetheless, 
I also consider the interests of a broader set of Fund member states, 
including the remaining G-7   and G-10 countries  , in the statistical 
analysis presented in  chapter 3 . Furthermore, in the case studies 
( chapters 4  and  5 ), I take into account the views of all board members 
during the discussions about the terms of IMF loans to Mexico and 
South Korea from 1983 to 1997. Ultimately, I fi nd evidence that some 
non-G-5 executive directors   – particularly those from other G-10 
countries – played important roles in board debates over lending to 
Mexico and South Korea, although the views of the G-5 clearly car-
ried the greatest weight in these discussions.   

     The IMF staff as agent 

 Although the Fund’s largest member states hold ultimate authority 
over IMF policymaking, they have delegated authority to negotiate, 
design, and propose lending arrangements to the Fund’s bureaucratic 
staff based   in Washington, DC. Consisting of approximately 2,400 
members (half of whom are economists) from 143 countries, the IMF 
staff acts as the agent of the Fund’s member states in executing the 
day-to-day operations of the Fund.  28   When a borrowing country 
requests fi nancial assistance, an IMF staff team is dispatched to the 
country to negotiate with the borrower government over the amount 
and terms of the program. Following the signing of the “letter of 

  28     See www.imf.org/external/np/exr/facts/glance.htm.  
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intent”   detailing the amount of the loan and the conditionality   
included in the program, the IMF staff proposes a lending arrange-
ment to the executive board for approval.  29   Along with the draft pro-
gram, the staff also circulates a “staff report” to the board, which 
provides further details about the borrower country’s economic 
performance, contains additional information about the program’s 
conditionality, and recommends a proposed amount of fi nancing for 
the board’s approval. Although the staff may consult with the board 
throughout the process, the board cannot approve a program with-
out fi rst receiving a proposal from the staff. Moreover, while the 
executive board retains formal authority to amend staff proposals, 
it hardly ever exercises this power.  30   Indeed, “there are only a few 
instances in the Fund’s entire history of the board turning down or 
even modifying a request for a conditional loan arrangement.”  31   This 
agenda-setting power gives the Fund staff signifi cant infl uence over 
the IMF decision-making process  .  32   Nevertheless, as it operates “in 
the shadow” of an executive board vote, the staff does not enjoy 
complete autonomy; rather, it must take the executive directors  ’ pref-
erences into account if it is to design and propose a program that will 
secure approval by the board  .   

      Global fi nance and G-5 preferences over IMF lending 

     As noted earlier, the IMF faces a central trade-off between  liquidity  
and  moral hazard  when deciding how much and on what terms to 
lend  . On the one hand, Fund lending directly benefi ts a country by 
providing it with the fi nancing (liquidity) needed to service its debts. 
Indirectly, it may also enhance global fi nancial stability by prevent-
ing a crisis in one country from becoming a larger systemic problem. 

  29     See Mussa   and Savastano   ( 1999 ).  
  30     Gould   ( 2006 ); Martin   ( 2006 ); Southard   ( 1979 ).  
  31     Gould ( 2006 , 286).  
  32     As Martin   explains, the rarity of such events is itself evidence of the staff’s 

“gatekeeping power”: “If the staff anticipates that the outcome of board 
decisions will not be to its liking, it can refuse to present a program in the 
fi rst place” (2006, 149). Martin also argues that the staff has informational 
advantage over the executive board, since directors are replaced more 
frequently than staff bureaucrats; these advantages further increase the 
likelihood that staff proposals will be accepted by the board (2006, 145–7).  
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On the other hand, IMF loans also create moral hazard – incentives 
for borrower countries and international lenders to assume additional 
risk in the expectation that the Fund will provide additional “bail-
outs” in the future.  33   How do G-5 governments and the IMF staff 
weigh this trade-off and make IMF lending decisions? I argue that 
these actors’ preferences over the size and terms (conditionality  ) of 
IMF loans vary based on the composition of private international 
capital fl ows to developing countries. In the remainder of this chapter, 
I further develop this logic, which yields a set of testable hypotheses 
linking IMF loan characteristics to variation in patterns of fi nancial 
globalization   since the 1980s. 

 The substantial variation in the composition of international cap-
ital fl ows to developing countries heavily infl uences G-5 governments’ 
preferences over IMF lending policies. For G-5 governments, the 
IMF’s trade-off between liquidity and moral hazard entails the choice 
between potentially confl icting domestic and international interests. 
On the one hand, G-5 governments have a clear interest in utilizing 
IMF lending to maintain international fi nancial stability. As the dom-
inant players in international trade and fi nance, the G-5 countries 
stand to benefi t the most from managing and preventing fi nancial 
crises.  34   In particular, G-5 governments are interested in minimiz-
ing “contagion,”   the negative spillover effects of an international 
fi nancial crisis, on the economies of their key trading partners or on 
their own domestic fi nancial stability. To the extent that IMF lending 
contributes to limiting contagion and enhancing global fi nancial sta-
bility, G-5 governments should generally favor larger loans on more 
lenient terms. Indeed, because fi nancial stability is a public good, all 
actors within the G-5 countries enjoy these positive domestic benefi ts 
of IMF liquidity.  35   On the other hand, as the largest shareholders 
and primary fi nancial contributors to the IMF, G-5 governments also 
have an interest in minimizing the use of Fund resources. More exten-
sive IMF lending places a strain on the Fund’s scarce resources and 
may increase the demand for IMF quota increases – demands that are 
likely to be met primarily by additional quota contributions from the 

  33     Crockett   ( 1997 ).  
  34     In 2002 the G-5 countries accounted for 38.9 percent of world trade and 59.7 

percent of global GDP (World Bank  2003 ). As noted above, creditors in the 
G-5 countries also hold a majority of private international debt.  

  35       Wyplosz (1999); Crockett   ( 1997 ).  
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G-5 countries. Moreover, frequent, large-scale IMF lending creates 
moral hazard and may increase borrowing countries’ demands for 
future IMF credit. Consequently, G-5 governments also have an inter-
est in conserving IMF resources by restricting the amount of Fund 
lending and requiring loans to contain more extensive conditionality  . 

 In addition, the Fund’s trade-off between liquidity and moral haz-
ard also creates a  domestic  political dilemma for G-5 governments. 
Specifi cally, it presents them with a trade-off between pursuing the 
aggregate welfare interests of national taxpayers and catering to the 
special interests of the domestic fi nancial sector. This trade-off arises 
because IMF loans – even if they benefi t the borrowing country and 
enhance international fi nancial stability – allow private creditors 
to benefi t from international lending without bearing the full risks 
involved.  36   When the IMF provides credit to a borrowing country, 
these funds are frequently transferred directly and immediately to pri-
vate creditors in the form of debt service payments.  37   For this reason, 
G-5 governments may face domestic pressure from private creditors to 
support larger IMF loans on more lenient terms for countries to which 
they are highly exposed, in the hope that these loans will prevent the 
country from defaulting and thereby protect their investments. 

At the same time, however, voters and their representatives widely 
perceive Fund programs to be costly “bailouts” or “welfare for 
banks” that divert taxpayer funds that could otherwise be earmarked 
for domestic priorities. Technically, IMF lending has no direct impact 
on G-5 government budgets: IMF quota contributions – and, there-
fore, Fund loans – take the form of asset transfers, and these loans are 
almost always repaid in full at interest.  38   Nonetheless, as evidenced 
by the political uproar surrounding IMF lending during the Mexican 
and Asian fi nancial crises   in the 1990s, IMF lending is perceived 
by the public to be an international transfer of domestic resources. 
Moreover, G-5 taxpayers do bear the ultimate risk of IMF lending, 
inasmuch as a default on a loan reduces available quota resources and 
may lead to pressures for new quota contributions by the IMF’s mem-
ber states. Thus, G-5 governments also have strong domestic incen-
tives to reduce the number and size of IMF loans, and to impose more 
extensive conditionality   when the Fund does provide liquidity. 

  36     Broz   and Hawes   ( 2006 ).     37     Bird   ( 1996 ).  
  38     Broz ( 2005 ,  2002 ).  
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   How do G-5 governments weigh these relative domestic costs and 
benefi ts of IMF lending? Building on an extensive body of research in 
political economy, I argue that G-5 offi cials make international eco-
nomic policy decisions in response not only to the aggregate welfare 
concerns of voters but also to the pressures applied by organized inter-
est groups with clear stakes in specifi c policies. This view of economic 
policymaking, in which governments seek to maximize a weighted 
function of “votes” (via policies aimed at improving aggregate welfare) 
and “campaign contributions” (via policies tailored to special interests), 
is best exemplifi ed by the “endogenous protection” literature on the 
political economy of trade policy.  39   In this view, the domestic distribu-
tional effects of IMF programs on organized economic interests heavily 
infl uence G-5 governments’ preferences over IMF loan size and condi-
tionality  . In other words, G-5 governments prefer certain IMF policies 
not just because they may enhance international fi nancial stability but, 
primarily, because they serve their own domestic fi nancial interests. 
This is not to say that G-5 governments disregard a country’s impor-
tance for the stability of the global fi nancial system. Rather, my claim 
is that these systemic concerns are secondary, in the eyes of G-5 govern-
ments, to the domestic political economy benefi ts of IMF lending. 

 Within the G-5 countries, the interest group that benefi ts most dir-
ectly from IMF lending is the group of large, internationally active 
fi nancial institutions – primarily “money center” commercial banks  , 
but also including institutional investors   such as mutual funds and pen-
sion funds – that are heavily invested in emerging market countries.  40   
For these large banks, IMF lending provides a form of insurance against 
their international investments. Simply put, IMF programs provide 
“bailouts” for private lenders to emerging markets, thereby allowing 
international creditors to benefi t from foreign lending without bearing 
the full risks involved: the banks reap signifi cant profi ts if borrowers 
repay their debt and avoid losses when fi nancial crises occur. This risk 

  39     See Stigler   ( 1971 ), Hillman   ( 1982 ), Grossman   and Helpman   ( 1994 ), and 
Gawande   and Krishna   ( 2003 ).  

  40     Broz and Hawes   ( 2006 ); Broz ( 2005 ); Oatley   and Yackee   ( 2004 ). Other 
interest groups, such as large exporters of tradable goods, also benefi t 
signifi cantly from IMF lending, but these benefi ts are only indirect, inasmuch 
as Fund liquidity enhances international fi nancial stability and facilitates 
greater international trade. I therefore focus here on the interest group that 
benefi ts most directly from IMF loans.  
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subsidy leads to the aforementioned problem of moral hazard: private 
creditors are able to increase their international lending and increase 
their profi ts without having to take into account the potential negative 
impact of this excessive lending on their profi tability or solvency in the 
case of a major fi nancial crisis. These direct and sizeable benefi ts from 
IMF lending give private creditors in the G-5 countries – in contrast 
to individual voters and taxpayers – strong incentives to organize and 
lobby their governments to support the provision of IMF “bailouts.” 
Otherwise stated, domestic fi nancial institutions in the G-5 countries 
view the moral hazard of IMF lending as a positive externality, whereas 
voters and taxpayers see it only as a negative cost.   

  G-5 preference intensity: the importance 
of commercial bank exposure 

 How do G-5 policymakers balance these competing incentives over 
the liquidity/moral hazard trade-off as they decide how to exercise 
their infl uence within the IMF’s executive board? The answer, I argue, 
depends on the composition of a borrowing country’s private exter-
nal debt. More specifi cally, G-5 governments’ preferences depend on 
the extent to which their domestic commercial banks are exposed 
to an IMF borrower country. Since international lenders to develop-
ing countries are overwhelmingly located within the G-5 countries, 
debt problems in emerging markets are of particular interest to the 
Fund’s political principals; in particular, developing countries’ fi nan-
cial crises can threaten the profi tability or solvency of major G-5 pri-
vate fi nancial institutions. In the extreme (e.g. in the event of a major 
commercial bank failure), these negative spillover effects on individ-
ual G-5 fi nancial institutions can trigger broader domestic fi nancial 
instability within the major creditor countries. 

 For national politicians, commercial bank failures   are more costly 
than the collapse of other types of fi nancial institutions, for two rea-
sons. First, commercial banks occupy a central role in the domestic 
political economy as both fi nancial intermediaries and providers of 
domestic credit; therefore, a failure of one or more large commercial 
banks may seriously disrupt the payments system and trigger a sys-
temic domestic fi nancial crisis.  41   Second, commercial banks represent 

  41     On the unique importance of commercial banks for systemic fi nancial 
stability, see Crockett   ( 1997 ).  
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a highly organized, well-fi nanced political lobby with signifi cant 
infl uence over economic policymaking. In contrast, bondholders  , 
mutual funds  , and investment banks – the institutions that under-
write bonds – occupy important but less central roles in the domestic 
fi nancial system.  42   Because investment banks   do not issue deposits 
and hold little or no actual debt on their books, they are less likely 
to be directly affected by a borrowing country default. Furthermore, 
the collapse of an investment bank or investment fund is less likely to 
have systemic effects on domestic fi nancial stability than the failure of 
a large commercial bank. Similarly, while individual bondholders   may 
suffer signifi cant losses in the event of an emerging market default, 
they are far less equipped to organize and lobby the government for 
assistance. Indeed, as noted earlier, bondholders constitute a much 
larger group with far more heterogeneous interests than commercial 
banks. As predicted by collective action theory, these two factors – 
large numbers and heterogeneity of interests – make it signifi cantly 
less likely that bondholders will organize and lobby G-5 governments 
on behalf of certain types of IMF lending policies.  43   

 In short, because commercial banks occupy a more central eco-
nomic and political role than other types of fi nancial institutions, G-5 
policymakers will most strongly favor IMF “bailouts”   when an emerg-
ing market fi nancial crisis threatens their profi tability or solvency. Of 
course, G-5 governments may also support IMF bailouts when other 
types of large fi nancial institutions are highly exposed to a particular 
country, since the failure or near-collapse of large non-bank institu-
tions (e.g. Long-Term Capital Management in   1998, Lehman Brothers   
in 2008) can also have substantial negative effects on domestic fi nan-
cial stability. My claim is simply that commercial bank exposure to a 
developing country in crisis poses the greatest threat to G-5 domestic 
fi nancial stability.  All else equal, I expect that G-5 governments will 
support larger IMF loans on more lenient terms when their com-
mercial banks are highly exposed to a prospective borrower country.  
In these situations, the economic and political benefi ts of providing 
IMF liquidity – specifi cally, preventing a large domestic bank failure 
resulting from an international fi nancial crisis – will outweigh con-
cerns about IMF-driven moral hazard and the opposition of domestic 
voters. Conversely, when domestic commercial banks are less exposed 

  42        Oatley and Yackee   (2004).     43     Olson   ( 1971 ).  
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to a potential Fund borrower, G-5 policymakers will be more inclined 
to take into account the moral hazard costs of IMF lending and the 
political costs (in terms of voters’ support) of providing “bailouts” for 
the domestic fi nancial sector. In these cases, they will be less inclined 
to approve large-scale loans, and they will insist on the inclusion of 
more extensive conditionality   when they do support the use of IMF 
resources. 

   Preference heterogeneity among G-5 governments 

 Thus, both individually and collectively, the intensity of G-5 govern-
ments’ preferences over IMF loan size and conditionality   will vary 
based on the total exposure of their commercial banks to a borrow-
ing country. At the same time, however, individual G-5 governments 
may disagree with each other about the importance of IMF lending 
in a particular case. When a borrowing country’s debt is distributed 
evenly among private creditors in each of the G-5 countries, their 
executive directors   are more likely to agree on the relative costs and 
benefi ts of liquidity and moral hazard – and, therefore, to agree on 
the amount and terms of an IMF loan. In contrast, when G-5 expos-
ure to a prospective borrower is more heterogeneous  , summoning an 
executive board majority in support of a lending arrangement will be 
more diffi cult. G-5 policymakers whose domestic commercial banks 
are at risk will support larger IMF loans on more lenient terms, while 
G-5 executive directors   from countries with few or no direct banking 
ties to the prospective borrower will be less inclined to support these 
“bailouts.” In such cases, the IMF staff is likely to propose smaller 
loans on more stringent terms in order to maximize the likelihood of 
loan approval by the executive board. Thus, the size and terms of IMF 
loans should depend not only on the  intensity  of G-5 bank exposure 
but also on the  heterogeneity  of G-5 lending.  All else equal, greater 
heterogeneity of interests among the Fund’s G-5 principals will lead 
to more serious concerns about moral hazard and the approval of 
smaller loans with more extensive conditionality.  

 In addition, greater G-5 preference heterogeneity   may also increase 
the scope for agency slack   in IMF policymaking. By diluting the col-
lective power of the G-5 as a voting bloc, disagreements between G-5 
governments within the executive board may increase the autonomy 
of the IMF staff. In these situations, when G-5 governments disagree 
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over the importance of the liquidity/moral hazard trade-off at the 
heart of IMF lending, their ability to act in a unifi ed manner and exert 
control over Fund decision-making should decline. Consequently, the 
IMF staff should enjoy greater autonomy in such cases, and Fund 
lending decisions should more closely refl ect its preferences.  44   

 Which of these effects of G-5 preference heterogeneity   – greater 
executive board confl ict between the Fund’s principals, or greater 
staff autonomy – will predominate in particular cases? I argue that 
the effects of G-5 preference heterogeneity are conditional on G-5 
preference intensity; in other words, there is an interactive relation-
ship between the two variables. When G-5 governments, as a group, 
have a strong interest in an IMF borrower (i.e. high intensity), greater 
preference heterogeneity should create confl ict within the executive 
board over the liquidity/moral hazard trade-off, and IMF loans should 
strongly refl ect these differences in the interests of the Fund’s princi-
pals; in other words, they should be smaller and contain more exten-
sive conditionality  . In contrast, when G-5 governments collectively 
have a weak interest in a particular country, preference heterogeneity 
should create greater scope for the staff to act autonomously, and the 
infl uence of G-5 preferences should decline signifi cantly. In the limit 
(i.e. in cases in which G-5 governments have no domestic fi nancial 
interests), the IMF staff should exercise nearly total autonomy: execu-
tive board oversight and approval of the staff’s lending proposals in 
these instances are likely to be no more than a “rubber stamp.” Thus, 
if public choice scholars are correct in their claims that the Fund staff 
engages in bureaucratic rent-seeking   by proposing larger loans with 
more extensive conditionality, such behavior should be most visible in 
these types of cases.    

      Global fi nance and IMF staff preferences 

 In focusing on the determinants of G-5 governments’ preferences 
over Fund lending policies, the common agency   framework improves 
upon existing political economy theories of IMF lending, which over-
emphasize US interests and overlook the importance of preference 
heterogeneity   among the Fund’s largest shareholders. Nevertheless, 

  44     As discussed in the following section, changes in fi nancial globalization   are 
also a key determinant of these preferences.  
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this perspective also highlights the important role and substantial 
autonomy of the IMF staff   in determining the size and terms of Fund 
lending arrangements. A complete theory of IMF decision-making 
must also account, therefore, for the sources of (and variation in) the 
preferences of the Fund staff in particular lending cases  . 

 As with G-5 governments, the staff’s preferences over loan size 
and conditionality   also depend critically on variation in patterns of 
fi nancial globalization  . For the Fund staff, as with G-5 governments, 
the liquidity/moral hazard trade-off also entails a choice between 
potentially competing goals. On the one hand, the IMF staff has clear 
incentives to favor larger and more frequent IMF loans. As profes-
sional economists and international civil servants, IMF staff members 
seek to utilize Fund credit and conditionality “to enable countries 
to rebuild their international reserves, stabilize their currencies, con-
tinue paying for imports, and restore conditions for strong economic 
growth.”  45   In short, the staff wants to use its primary policy tool – the 
conditional loan – for the economic benefi t of borrowing countries 
and the accomplishment of the IMF’s institutional goals. In addition, 
IMF staff members may also be susceptible to bureaucratic incen-
tives to engage in   “rent-seeking” behavior.  46   From this perspective, 
Fund staff members will design and propose larger IMF loans with 
more extensive conditionality (whether or not such programs are war-
ranted by the borrower’s economic situation) in order to maximize 
their power, autonomy, and budgets  .   Thus, IMF staff members have 
both economic and bureaucratic incentives to maximize the amount of 
fi nancing and the number of conditions included in a Fund program. 

 On the other hand, like its executive board principals, the Fund 
staff also has incentives to limit both conditionality   and the size of 
IMF loans. More extensive conditionality   may actually be counter-
productive to the Fund’s policy goals, since a borrowing country may 
fi nd the implementation of severe economic policy reform politically 
infeasible.  47   From an economic perspective, the Fund may therefore 
actually maximize its ability to help a borrower country by exercis-
ing restraint in its use of conditionality. Put simply, moderate policy 

  45     IMF ( 2004 ).     46       Vaubel (1994, 1991); Willett   ( 2000 ).  
  47     See Vreeland   ( 2003 ) for a detailed discussion of the role of domestic 

institutions and political opposition in shaping IMF borrowing countries’ 
decisions to request IMF fi nancing.  
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reforms that are implemented may be more successful in resolving a 
country’s balance of payments problems than more extensive condi-
tionality that a borrower government quickly disregards as econom-
ically unattainable or politically infeasible. In addition, extensive 
conditionality may send an undesired message to private international 
creditors: by signaling that a country’s fi nancial situation is extremely 
dire, it might lead investors to “cut and run,” thereby exacerbating 
rather than alleviating the country’s problems. For this reason, the 
IMF staff may choose to limit its use of conditionality in order to 
maximize the probability that private creditors continue lending. 

 Similarly, the IMF staff also has incentives to limit the size of the 
loans it proposes to the executive board. Large-scale IMF lending 
places a severe strain on Fund resources and may also create serious 
moral hazard  . Moreover, such lending is at odds with the Fund’s stated 
policy goal of “catalytic fi nancing.” As noted earlier, the purpose of 
non-concessional IMF lending is not to replace private capital fl ows; 
rather, Fund programs are intended to be a signal to private credit-
ors of a borrowing country’s future creditworthiness: “[B]ecause IMF 
lending signals that a country’s economic policies are on the right 
track, it reassures investors and the offi cial community and helps gen-
erate additional fi nancing. Thus, IMF fi nancing can act as a catalyst 
for attracting Funds from other sources.”  48   For a Fund program to be 
deemed successful, it must therefore generate a subsequent infl ow of 
private lending to a borrower country. In other words, the likelihood 
that private lenders will provide such “catalytic fi nancing” is a key 
determinant of IMF staff preferences as they negotiate, design, and 
propose Fund loans.   

  Debt composition and the catalytic effect of IMF lending 

 The probability that IMF lending will successfully trigger a catalytic 
effect on capital infl ows, I argue, is a function of the composition 
of a country’s private external debt.   In the 1980s, when the vast 
majority of international debt consisted of syndicated sovereign bank 
lending, generating this catalytic effect on private lending was fairly 
straightforward: the IMF managing director and teams of Fund staff 
members negotiated directly with the heads of major G-5 commercial 

  48     See www.imf.org/external/pubs/ft/exrp/what.htm.  
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banks in order to secure new private lending commitments in tandem 
with the Fund’s own lending programs.  49   To encourage the banks to 
provide this new lending, the IMF employed a combination of “car-
rots” and “sticks.” The “carrots” consisted of a large Fund loan that 
would enable the borrowing country to avoid defaulting on its debt 
to the commercial banks, along with a set of macroeconomic policy 
reforms (conditionality  ) aimed at ensuring that the country could 
continue servicing its debts in the future. The primary “stick” was 
the IMF’s fi rm pledge to withhold its own lending until the banks 
themselves committed to providing new credit and/or to rescheduling 
existing debts. In other words, the Fund would “bail out” the banks, 
but only on the condition that the banks themselves would “bail in  .”  50   
As described in detail in  chapter 4  below, this strategy of “concerted 
lending”   became the IMF’s standard recipe for dealing with fi nancial 
crises in developing countries in the 1980s. 

 In the global fi nancial system of the 1980s, in which a very small 
number of large commercial banks lent collectively through syndica-
tion to sovereign governments, IMF-led concerted lending was highly 
effective in both managing fi nancial crises and generating catalytic 
fi nancing. Since the 1980s, however, two major shifts in the com-
position of private international capital fl ows   to developing coun-
tries have occurred, both of which have complicated the dynamics 
of catalytic fi nancing  . First, the number and composition of  inter-
national creditors  have changed, as bondholders   have increasingly 
replaced commercial banks in global fi nancial markets. Second, the 
composition of  international borrowers  has also evolved, as private 
fi rms have joined sovereign governments in search of foreign capital  . 
Both these changes have had important implications for IMF lending. 
The shift from bank lending to bond fi nancing has sharply increased 
the number of international lenders, from a few hundred large com-
mercial banks to tens (and in some cases, hundreds) of thousands 
of heterogeneous bondholders. Furthermore, this shift has decreased 
creditors’ ties to each other, since bond fi nancing is not syndicated; 
rather, each bond constitutes a separate contract between a sovereign 
government (or fi rm) and an individual creditor who has purchased 

  49     See chapter 4 below, as well as Boughton   ( 2001 ), for a detailed discussion of 
this concerted lending process.  

  50     Roubini   and Setser   ( 2004 ).  
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the bond independently of other investors. Argentina is an illustrative 
case. In the 1980s several hundred commercial banks lent collectively 
as a single syndicate to the Argentine government; this syndicated 
bank lending constituted over 90 percent of Argentina’s private 
external debt. In 2001, when Argentina   defaulted on $81 billion in 
international bond debt, its creditors numbered in the hundreds of 
thousands and held 152 different bonds issued over more than ten 
years, denominated in seven currencies, and governed by eight sepa-
rate jurisdictions.  51   

 Similarly, the shift from “private–public” fl ows (from private lend-
ers to sovereign governments) to “private–private” lending (lending 
directly to developing countries’ fi rms and fi nancial institutions) has 
both sharply increased the number of international borrowers and 
further weakened the ties between international creditors, which no 
longer share interests by virtue of their ties to a common sovereign 
 borrower.  52   Together, these changes in private international debt 
composition have signifi cantly complicated the IMF’s central policy 
goal of “catalyzing” private capital fl ows.   Indeed, the shift from bank 
lending to bond fi nancing, as well as the shift from sovereign bor-
rowing, or “public and publicly guaranteed”   debt, to “private non-
 guaranteed” (private–private) fl ows, has increased collective action 
problems   among private international creditors and made it less likely 
that they will respond to an IMF loan with new lending of their 
own. At the same time, the shift from sovereign borrowing to private 
non-guaranteed   debt has decreased the effi cacy of IMF conditional-
ity  . In sovereign borrowing cases, the logic of conditionality remains 
intact: the Fund can provide a loan covering part of a government’s 
payments defi cit, while requiring it to undertake policy reforms 
aimed at closing the rest of the fi nancing gap. In cases in which non-
sovereign debt   predominates, however, traditional macroeconomic 

  51     “Argentina’s restructuring guidelines,” speech of the secretary of fi nance, 
Dr. Guillermo Nielsen  , Dubai, United Arab Emirates, September 22, 2003 
(www.argentinedebtinfo.gov.ar/documentos/discurso_gn_dubaI_con_diap_
english.pdf).  

  52     In cases of sovereign lending, whether in the form of bank lending or bonds, 
a single creditor – the borrowing government – is ultimately responsible for 
repayment of the debt. In non-sovereign lending, however, many banks and 
fi rms in developing countries each borrow independently and on different 
terms in global fi nancial markets.  
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conditionality (e.g. balancing budgets, raising interest rates) is less 
effective. Even if the government undertakes these policy reforms, 
they will not necessarily solve the country’s debt problems, which are 
driven primarily by private fi rms’ behavior rather than government 
policy choices. In fact, more extensive conditionality may actually 
be counterproductive: IMF-driven macroeconomic austerity might 
transform private sector fi nancial problems into a full-blown sover-
eign balance of payments crisis. 

 In sum, the core logic of IMF conditional lending since the 
1980s – in which the IMF provides   partial “bailouts” (i.e. modest 
loans with relatively few conditions) in exchange for commercial 
banks’ upfront commitments to provide new syndicated loans to 
sovereign governments – no longer applies in many cases of contem-
porary international lending. Indeed, in a world in which interna-
tional borrowing and lending no longer consists only of sovereign 
governments and a handful of major commercial banks, concerted 
lending   is often no longer even feasible: the Fund cannot negotiate 
quickly and directly with tens of thousands of heterogeneous, dis-
aggregated bondholders, nor can these creditors organize rapidly 
amongst themselves to agree on the provision of catalytic fi nancing. 
Moreover, even in contemporary cases involving a limited number 
of commercial banks, the shift toward non-sovereign lending has 
further undermined the Fund’s ability to secure catalytic fi nanc-
ing pledges from private creditors before it makes its own lending 
commitments. 

 These new dilemmas arising from changes in the composition 
of international capital fl ows, I argue, factor heavily into the IMF 
staff’s decision-making calculus   as it designs and proposes Fund 
loans to the executive board. All else equal, I expect that the Fund 
staff will propose larger loans with more extensive conditionality   
to countries whose external debt consists of larger shares of bond 
fi nancing and non-sovereign borrowing. The key reason for this, 
as I elaborate in the remainder of this chapter, is the increasing 
collective action costs among private international creditors that 
have decreased their ability and willingness to provide catalytic 
fi nancing  . Simply put, the IMF has been forced to change the char-
acteristics of its loans in order to “move markets” and ensure that 
borrowing countries can access international capital in today’s glo-
bal fi nancial system. 
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     From banks to bonds: new lenders and catalytic fi nancing 

 Just as G-5 governments face coordination problems in controlling 
IMF lending decisions based on differences in preference heterogeneity 
and intensity, private creditors also face collective action problems   that 
may hinder their ability and willingness to cooperate in the provision 
of catalytic fi nancing to IMF borrowing countries. Although private 
creditors as a group have a collective interest in making new loans to 
a Fund borrower to defend their existing claims and prevent a default, 
individual lenders have incentives to defect, leaving others to bear the 
costs of default and debt rescheduling  .  53   This is a textbook case of the 
classic “prisoner’s dilemma” game  : individually rational behavior by 
each creditor leads to suboptimal outcomes for the group as a whole. 

 For a number of reasons, such coordination problems are more severe 
for bondholders than for commercial bank lenders.  54   First, commercial 
banks are few in number relative to bondholders, who are far more 
numerous and heterogeneous.  55   Second, as discussed earlier, the actors 
involved in commercial bank lending are easily identifi ed and inter-
act repeatedly through syndicated lending.  56   In addition, there is little 
turnover among the players in commercial bank lending: major inter-
nationally active money center banks in New York, London  , and other 
large fi nancial centers have long-standing ties to each other and partic-
ular borrowing countries. By contrast, large, heterogeneous groups of 
bondholders rarely have long-standing relationships with a particular 
borrowing country or with each other; rather, they frequently move 
their investments across borders in search of the highest rate of return. 
Finally, commercial banks have established a standing institution (the 
London Club  ) to facilitate the rescheduling of syndicated commercial 
bank loans.  57   In contrast, no such permanent framework is in place 
for the rescheduling of international bond debt. Although the absence 
of a clear forum for creditor cooperation does not preclude such inter-
actions between bondholders, ad hoc cooperation is historically more 
diffi cult to achieve.  58   Consequently, rescheduling large amounts of 

  53     Cline   ( 1983 ).     54     Tomz   ( 2001 ).     55     Spiegel   ( 1996 ); White   ( 2000 ).  
  56     Lipson   ( 1985 ); Smith and Walter   (2003).  
  57     On the London Club debt rescheduling   process, see Rieffel   ( 2003 ) and Uppal   

and van Hulle   ( 1997 ).  
  58     On the role of bondholder committees in the interwar and pre-WWI eras, see 

Eichengreen ( 1991 ). For a discussion of the potential effectiveness of standing 

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.003
https://www.cambridge.org/core


The politics of IMF lending: theory 63

international bond debt is generally more diffi cult and time-consum-
ing than organizing debt rescheduling   among banks.  59   

 As a result of these factors, international bondholders are generally 
less likely than commercial banks to provide catalytic fi nancing in 
the days, months, and weeks following an IMF loan. In the absence 
of new private lending, a borrowing country’s need for Fund credit in 
order to continue servicing its external debt becomes even more acute; 
without access to new private credit, IMF fi nancing may be the only 
thing standing between a borrowing country and a costly default  .   As 
it designs and proposes loans to the executive board for approval, the 
Fund staff necessarily takes this possibility into account. Moreover, 
the staff recognizes that borrowing countries are unlikely to imple-
ment extensive conditionality   in the absence of catalytic fi nancing, as 
costly adjustment policies (e.g. raising interest rates, slashing budget 
defi cits) are less likely to bring a reward of fresh fi nancing from the 
markets. Thus, in cases involving international bonds, IMF fi nancing 
plays a very different role from cases of commercial bank lending. 
Rather than credibly withholding its own credit while it negotiates 
“new money” commitments from banks, the Fund must now pledge 
its own fi nancing  ex ante , in the hopes of convincing a large group of 
heterogeneous bondholders to overcome their collective action prob-
lems and follow suit.  60     Large-scale IMF “bailouts,”   in other words, 
are a  precondition  for catalytic fi nancing in cases of international 
bond lending, rather than a reward provided by the Fund in exchange 
for banks’ upfront commitment to “bail in”   by providing new money. 
Moreover, conditionality is more important in these new bond-
oriented scenarios: more extensive economic policy reform is required 
as a clearer and stronger signal to heterogeneous and disaggregated 
bondholders of a country’s future creditworthiness. 

creditor committees in contemporary bond markets, see IMF (2000) and 
Eichengreen   and Portes   ( 1995 ). The diffi culties faced by Argentina   in 
rescheduling its defaulted bond debt from 2001 to 2005 illustrate the 
diffi culty in reaching cooperative agreements between tens or hundreds of 
thousands of fragmented bondholders.  

  59     Rieffel   ( 2003 ).  
  60     While private creditors often provide actual “new money” (fresh loans 

or bond purchases) in the aftermath of an IMF lending arrangement, this 
fi nancing most often involves the write-down or rescheduling of existing 
debts. The “new” portion of the fi nancing, in these situations, is therefore 
the reduction (in net present value terms) of the creditors’ existing claims on 
the IMF borrower country.  
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 In sum, the Fund staff’s expectations about the availability of cata-
lytic fi nancing – as well as the types of policies necessary to secure 
it – are signifi cantly different in cases of bond fi nancing from those in 
cases of commercial bank lending. As a result, the characteristics of 
the lending programs they propose will also be very different.  All else 
equal, the Fund staff should design and propose larger loans with 
more extensive conditionality     to countries whose external debt con-
sists of larger shares of bond fi nancing . In addition, given the need for 
clearer  ex ante  signals to private creditors in a world of bond fi nanc-
ing, this increased conditionality is more likely to be “front-loaded” 
in the form of prior actions  , rather than imposed  ex post  in the form 
of performance criteria    .   

   The decline of sovereign debt: new borrowers 
and catalytic fi nancing 

 The shift from sovereign lending to non-sovereign   external debt raises 
a similar set of problems for the IMF staff as it makes decisions about 
Fund loan size and conditionality  . Even though the vast majority of 
non-sovereign lending to developing countries is provided by commer-
cial banks, the lack of a common borrower creates similar dilemmas 
of creditor collective action to those arising in cases of bond fi nancing. 
Indeed, just as sovereign bondholders own a wide array of different 
instruments of varying interest rates and maturities, non-sovereign 
lenders hold claims on a variety of private fi nancial institutions and 
corporations. Moreover, most non-sovereign bank lending is short-
term (i.e. with a maturity of less than one year), whereas syndicated 
sovereign bank lending is generally of longer maturity (i.e. one to fi ve 
years).  61   As a result, non-sovereign bank lenders can more easily “cut 
and run” in times of fi nancial crisis.  62   

 To reiterate, the shift from sovereign lending to private–private 
international capital fl ows has resulted in three key changes that 
have further undermined the traditional logic of IMF catalytic 
lending: (1) the decline of commercial bank cooperation through 

  61     In 2002 82.5 percent of private non-guaranteed    external debt owed by 
developing countries was provided by commercial banks (World Bank  2003 ). 
To a large extent, then, the shift from PPG   external debt to PNG debt is one 
from medium-term sovereign bank lending to short-term interbank fi nancing.  

  62        Lipworth and Nystedt   (2001).  
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syndicated lending  ; (2) an abbreviation of banks’ time horizons; 
and (3) a multiplication of the number of borrowers. Together, these 
changes present the IMF staff with a similar set of problems to those 
faced in bond crises: rather than credibly withholding its own credit 
while it negotiates catalytic fi nancing from a bank syndicate with 
sovereign claims and long-term ties to a country, the Fund must 
now pledge its own fi nancing  ex ante , in the hopes of convincing 
a less unifi ed group of banks (and in some cases, bondholders) to 
“roll over” their short-term claims on a wide variety of private bor-
rowers, few of whom have long-standing relationships with their 
international creditors. 

 Consequently, as in cases of international bond lending, large-
scale IMF loans are a precondition for catalytic fi nancing when 
non- sovereign capital fl ows predominate. Moreover, as noted above, 
traditional IMF conditionality   is also less effective in non-sovereign 
lending episodes, since governments’ macroeconomic policies are gen-
erally not the root cause of private fi rms’ fi nancial diffi culties. Rather, 
more extensive “structural” policy reforms (e.g. reforming banking 
regulation, privatizing state-owned industries) are likely to be neces-
sary to resolve fi nancial crises arising from private–private interna-
tional borrowing. Therefore, as with the shift from bank lending to 
bond fi nancing, the shift from sovereign to private borrowing in glo-
bal fi nancial markets has altered IMF staff preferences over the size 
and terms of Fund loans.  All else equal, the Fund staff should design 
and propose larger loans with more extensive conditionality to coun-
tries whose external debt consists of larger shares of non-sovereign 
debt.  As in cases involving bonds, this increased conditionality is also 
more likely to be “front-loaded,” in the form of prior actions  , rather 
than imposed  ex post  as performance criteria  . 

 Ultimately, just as they shape the preferences of G-5 governments, 
changes in the composition of international capital fl ows   also deter-
mine the IMF staff’s preferences over the size and terms of Fund 
lending arrangements. In particular, shifts in the composition of inter-
national lenders (banks versus bondholders) and borrowers (sovereign 
governments versus private actors) alter the staff’s expectations about 
the potential for IMF loans to have a catalytic effect on private capital 
fl ows. Given the Fund staff’s substantial autonomy over the negotia-
tion, design, and proposal of IMF programs, these preferences will 
also be a key determinant of variation in Fund lending   outcomes.     
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    Conclusions 

 In this chapter, I have developed a new analytical framework for 
understanding and explaining the political economy of IMF lending. 
Drawing on principal–agent theories of international institutions  , I 
argue that IMF lending policies are determined jointly by the Fund’s 
fi ve largest shareholders (its de facto “collective principal”)   and the 
IMF’s professional staff (the “agent”). Each of these actors exer-
cises partial, but incomplete, control over Fund lending decisions. In 
turn, I argue that the preferences of both G-5 governments and the 
Fund staff vary systematically in accordance with changes in pat-
terns of fi nancial globalization  . G-5 governments care about IMF 
lending largely for domestic political economy reasons. In particular, 
they will favor larger loans on more lenient terms when a borrowing 
country is of greater importance to their domestic banking system. 
As a result, IMF lending decisions will vary based on the intensity 
and heterogeneity of G-5 bank exposure to particular borrowing 
countries. At the same time, the Fund staff’s concerns about cata-
lytic fi nancing – the likelihood that a loan will trigger subsequent 
private capital infl ows – are also a key determinant of IMF lending 
decisions. Consequently, IMF loan size and conditionality   will also 
vary based on the composition of a country’s lenders (banks versus 
bondholders  ) and borrowers (sovereign governments versus private 
institutions). 

 In summary, this theoretical framework yields the following test-
able hypotheses.  

   IMF loans will be larger and contain fewer conditions when aggre-• 
gate G-5 commercial bank exposure is higher ( G-5 preference 
intensity ).  
  IMF loans will be smaller and contain more conditions when G-5 • 
commercial bank exposure is more unevenly distributed ( G-5 pref-
erence heterogeneity ).  
  The relationship between the intensity and heterogeneity of G-5 • 
commercial bank exposure is conditional and interactive ( common 
agency/agency slack ).  
  IMF loans will be larger and contain more conditions when bond • 
fi nancing constitutes a larger share of a country’s private external 
debt ( staff expectations about catalytic fi nancing ).  
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  IMF loans will be larger and contain more conditions when non-• 
sovereign borrowing constitutes a larger share of a country’s pri-
vate external debt ( staff expectations about catalytic fi nancing ).  
  The increased conditionality   imposed in bond and non-sovereign • 
fi nancing cases is most likely to be in the form of prior actions ( staff 
expectations about catalytic fi nancing ).    

 The fi rst two hypotheses illustrate the expected relationship between 
the intensity and heterogeneity of G-5 governments’ preferences and 
IMF lending decisions, while the third hypothesis tests the common 
agency   framework’s expectation that G-5 governments’ infl uence 
over Fund lending (and, by extension, the IMF staff’s autonomy) 
will be conditional on both the intensity and heterogeneity of their 
preferences in a particular borrower country. The fi nal three hypoth-
eses account for the IMF staff’s concerns about the likelihood that 
Fund lending will have a catalytic effect on private capital infl ows. In 
particular, they emphasize the need for larger IMF loans, with more 
extensive (and upfront) conditionality  , in cases in which market actors 
are less willing to provide catalytic fi nancing. Together, these hypoth-
eses account for the principal–agent   relationship at the heart of IMF 
policymaking, as well as the multiple ways that patterns of fi nancial 
globalization   infl uence Fund lending decisions. In the chapters that 
follow, I subject these hypotheses to a series of empirical tests, using 
both quantitative and qualitative analysis. 

 This common agency   framework, along with the hypotheses and 
observable implications it provides, substantially improves our under-
standing of the political economy of IMF lending. In particular, it 
demonstrates that both states and international bureaucrats play 
important roles in determining the policy “outputs” of international 
organizations   such as the IMF, and it emphasizes that we cannot 
explain the sources of these outputs – or the reasons for changes in 
them over time and across cases – without considering the interests 
and infl uence of both sets of actors. Therefore, in addition to explain-
ing an important empirical puzzle about the IMF and global fi nan-
cial governance, this theoretical approach also enhances our broader 
understanding of international relations and policymaking within 
international organizations.        
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   In this chapter, I conduct a series of empirical tests of my argument 
that changes in patterns of fi nancial globalization   are the key deter-
minant of IMF lending policies. Using time-series cross-sectional stat-
istical methods, I analyze a new data set of 197 non-concessional 
IMF loans to forty-seven countries from 1984 to 2003. These coun-
tries are middle-income developing nations that typically borrow on 
private international markets but periodically and temporarily seek 
loans from the IMF when facing balance of payments problems. As 
noted earlier, the IMF also lends on a longer-term, concessional basis 
to extremely poor countries that rarely borrow on private markets. 
These loans differ notably from non-concessional Fund programs, 
however: they are intended to fund long-term development and struc-
tural adjustment rather than short-term payments imbalances; they 
are not linked to specifi c repayment timetables; they are fully fi nanced 
from a trust fund entirely separate from the IMF’s quota resources; 
and they are available only to a specifi ed set of extremely poor coun-
tries. While many studies of IMF lending pool these two types of 
loans and countries, doing so is likely to result in biased predictions 
about the Fund’s non-concessional lending behavior.  1   

 The original data set analyzed in this chapter has been assem-
bled from offi cial Fund documents available at the IMF archives   in 
Washington, DC. For each loan, data on loan size and conditionality   
are taken from several categories of documents: the “letter of intent” 
  declaring the borrower country’s intent to enter into a Fund program, 
the attached “memorandum of economic policies”   specifying the pol-
icy reforms and conditionality a country will implement during the 

     3      Global fi nance and the politics 
of IMF lending: evidence   

  1     Previous studies have generally included samples of both short-term and long-
term (concessional) IMF loans (e.g. Dreher and Jensen  2007 ; Gould  2006 , 
 2003 ). Oatley and Yackee ( 2004 ) and Broz and Hawes ( 2006 ) are notable 
exceptions.  
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course of the IMF loan, and the “staff report” to the executive board   
that outlines the draft program and provides further details on condi-
tionality. For most IMF loans since 1997, letters of intent and mem-
oranda of economic policies are also available through the IMF’s 
website. Each observation in the data set is a unique country-year 
loan. The data set is therefore “unbalanced,” in the sense that not all 
country-years are present in the sample.  2   For each of these observa-
tions, I code both the size of the loan and the number of conditions 
it includes.  3   

   Dependent variables 

  Loan size 

 In the statistical analysis, the fi rst dependent variable is loan size, meas-
ured as a share of a country’s IMF quota  . This variable ( AMTQTA ) is 
the total amount of new non-concessional IMF lending approved for 
country  i  in year  t , divided by the country’s Fund quota.  4    AMTQTA  
enters the regressions as a natural log, to control for outlier observa-
tions and to ensure that the data correspond as closely as possible to the 
linear regression model’s assumption of a normally distributed depend-
ent variable. Summary statistics for  AMTQTA  and all other variables 
described below are presented in  table 3.1 . As a robustness check, I 
also test two alternative measures of loan size: the loan amount relative 
to GDP ( AMTGDP ) and the absolute loan size in millions of SDRs 
( AMTSDR ).  5   I focus on  AMTQTA  as the primary dependent variable, 
however, for two reasons: access to non-concessional IMF credit is 

  2     The full data set of all country-years for these countries, as well as eligible 
countries (i.e. the remaining countries not eligible for concessional IMF loans) 
that did not borrow from the IMF during the 1984–2003 period, consists 
of 892 observations and fi fty-fi ve countries. This larger sample is used in 
the propensity-score-matching estimation, described below, to control for 
possible selection effects. Missing data on some independent variables reduces 
the actual sample to 177 loans for forty-three countries.  

  3     See appendix 1 for a complete list of the IMF loans included in the data 
set, as well as summary information on their characteristics (loan size, 
conditionality  , date, length).  

  4     Disbursements of credit from loans approved in prior years are not included in 
 AMTQTA .  

  5     As with  AMTQTA , each of these alternatives enters as a natural log.  
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explicitly linked to country quotas rather than GDP, and absolute loan 
size is almost perfectly correlated (0.87) with country size (log of GDP). 
In short, since larger countries almost always receive larger IMF loans 
in dollar or SDR terms, measuring sizes in relation to quotas provides 
a more accurate measure of an “oversized” loan.    

   Conditionality 

 To measure variation in the level of IMF conditionality  , I count the 
number of conditions included in a Fund program. This strategy fol-
lows in the tradition of most recent quantitative analyses of IMF 
conditionality.  6   Although the number of conditions is, admittedly, a 
fairly rough proxy of the level of conditionality, it does provide an 
overall picture of the stringency of the terms of an IMF loan. A lar-
ger number of conditions indicates a more extensive commitment by 
a borrowing country to signifi cant economic reform during the life-
time of the loan, and it indicates the Fund’s greater concern about 
the potential moral hazard   effects of lending to countries requiring 
signifi cant reform in order to achieve long-term debt sustainability. 
While data on the specifi c content of conditionality are available in 
the IMF archival documents, it is extremely diffi cult to compare the 
relative stringency of individual conditions (such as current account 
balance targets or foreign exchange reserve requirements) between 
loans, given the vastly different macroeconomic and external debt 
characteristics of IMF borrowers. In contrast, the number of condi-
tions is a more readily comparable metric across IMF lending cases. 

 When counting the number of conditions, I focus on the number spe-
cifi ed at the initial stage of a loan’s approval. Although the IMF staff and 
executive board review conditionality   prior to each stage of a program, 
they hardly ever alter the number of conditions from stage to stage, even 
if they modify the specifi c quantitative targets and policies specifi ed in 
these conditions. For example, if the initial program includes perform-
ance criteria   governing central bank reserves and the overall government 
budget balance, these criteria customarily remain throughout the life-
span of the loan, even if the specifi c numerical targets are adjusted over 
time. Thus, the basic parameters of conditionality are established when 
the Fund fi rst approves a loan, rather than at later stages. Moreover, 

  6     Gould ( 2006 ,  2003 )  ; Dreher   and Jensen   ( 2007 ).  
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since the number of conditions rarely varies from stage to stage of a 
Fund program, counting each stage as a separate “case” would over-
weight the infl uence of longer loans in the IMF lending data set without 
actually multiplying the number of relevant observations.  7   

 Based on these parameters, I create four dependent variables for the 
conditionality   models. The fi rst variable,  TC , measures the total num-
ber of conditions, including the two “hard” forms of conditionality 
(prior actions  , performance criteria  ), as well as the less stringent types of 
conditionality (e.g. structural benchmarks  , indicative targets  ) discussed 
earlier. The second variable,  PC , is the number of performance criteria 
included in the IMF program. PCs  , as noted above, are the most “bind-
ing” form of conditionality, as the disbursement of IMF credit is expli-
citly linked to their implementation. The third variable,  PA,  is a count 
of the number of prior actions   included in the program. Like PCs, prior 
actions are “hard” conditions, in that their implementation is manda-
tory in order for the borrower to receive IMF credit. Unlike performance 
criteria, however, PAs are preconditions: they have to be implemented 
before the fi rst tranche of an IMF loan is disbursed. As such, they consti-
tute a fi rmer upfront commitment by the borrower. Furthermore, prior 
actions also provide a clearer  ex ante  signal to international creditors 
that a country intends to implement Fund-mandated economic policy 
reforms. The fi nal variable ,  benchmarks/targets ( BT ), counts the num-
ber of “soft” conditions included in an IMF loan, including quantitative 
benchmarks  , indicative targets  , and structural benchmarks  . 

 Testing these four variables independently is important, since it 
allows us to assess whether the key explanatory variables outlined 
below have different effects on different types of conditionality  . The 
data utilized in coding these measures of conditionality are taken 
from the aforementioned policy documents collected and analyzed at 
the IMF archives;   specifi cally, the IMF staff report and the letter of 
intent/memorandum of economic policy   associated with each Fund 
loan in the data set include detailed tables and discussions of the con-
ditionality included in each lending arrangement.  Table 3.1  provides 
summary statistics for each of these dependent variables, as well sum-
mary data for the independent variables described below. 

  7     For example, a thirty-six-month extended arrangement containing six reviews 
would count as seven cases (each with an identical number of conditions), 
while a twelve-month stand-by arrangement with a single program review 
would count as only two cases.  
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 Table 3.1     Summary statistics, IMF lending data set 

 Variable 
 Number of 
 observations  Mean 

 Standard 
deviation  Minimum  Maximum 

Amount/quota (not 
logged)

197     1.21      2.11    0.15  19.38

Amount/GDP (not 
logged)

197     1.40      2.27    0.20  14.81

Amount (SDR 
millions)

197 1,222.78 3,218.43    7.10 22,821.12

Total conditions 190   13.40     10.40     0  58
Performance 

criteria
192     6.40      2.45     0  16

Prior actions 191     2.84      5.64      0  37
Benchmarks/targets 190     4.17      5.80   0  27
G-5 bank exposure 

($ billions)
902     8.79     14.04    0.00  78.05

Coeffi cient of 
variation, G-5 
bank exposure

902  116.13     46.29    0.00  223.61

US share, G-5 bank 
exposure

902     0.28      0.23    0.00   1.00

UK share, G-5 
bank exposure

902     0.11      0.14    0.00   1.00

Japanese share, 
G-5 bank 
exposure

902     0.14      0.19    0.00   0.94

German share, G-5 
bank exposure

902     0.23   0.24    0.00   1.00

French share, G-5 
bank exposure

902     0.19      0.22    0.00   1.00

Percent bond debt 902      22.73   27.84    0.00  95.63
Percent private non-

guaranteed debt
902   23.38     24.90    0.00  100.00

Extended Fund 
Facility

197     0.17      0.37    0   1

GDP (log) 902   10.05    1.62    5.68  14.05
GDP per 

capita (log)
902     8.61    0.44    6.83   9.71

GDP growth (%) 902     3.12    5.57 –42.45  38.20
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 Variable 
 Number of 
 observations  Mean 

 Standard 
deviation  Minimum  Maximum 

Current account/
GDP (%)

902 –2.20 6.72 –56.20  25.60

External debt/GDP 
(%)

902 50.94 29.77    0.65 231.33

Short-term debt/
reserves (log)

902 –0.68 1.33  –4.61   5.03

Currency crash 902   0.12 0.32    0   1
Veto players (log) 902   0.89 0.63    0.00   2.08

G-5 UN voting 
affi nity (mean 
“S” score)

902   1.32 0.21   0.90  2

Standard 
deviation, G-5 
“S” scores

902   0.32 0.07   0.00   0.56

Propensity score 181   0.33 0.17   0.04   0.81
IMF liquidity ratio 902   0.31 0.07   0.20   0.46
IMF quota review 902   0.60 0.49  0   1
Number of 

currency crises 
globally

902   6.15 2.84  1  12

LIBOR 902   5.94 2.16   1.73   10.75

Table 3.1 (cont.)

    Independent variables 

 In order to test my hypotheses about the relationship between pri-
vate international capital fl ows, the interests of G-5 governments 
and the IMF staff, and Fund loan characteristics, I include several 
measures of borrowing countries’ private external debt composition  . 
These variables serve as proxies for the domestic fi nancial interests 
of the G-5 countries and for IMF staff concerns about the availabil-
ity of catalytic fi nancing. These explanatory variables are taken or 
derived from publicly available data gathered from the World Bank’s 
 Global Development Finance  database and the BIS’s consolidated 
international banking statistics. I also include a battery of additional 
explanatory variables to control for other economic and political 
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  8     Since the minimum non-zero value of G-5 bank exposure is $0.001 billion, I 
add 0.0009 to the zero values to calculate the natural log. The results are not 
sensitive to the use of alternative constant values.  

factors identifi ed in the literature as potential determinants of IMF 
lending policies. 

  G-5 domestic fi nancial interests: the intensity and 
heterogeneity of bank exposure 

 As a proxy for G-5 governments’ domestic fi nancial interests, I follow 
the existing literature in utilizing commercial bank exposure data.    
Although other economic links between G-5 countries and IMF bor-
rowers are also important (e.g. bond/equity fi nancing, foreign direct 
investment, trade), these fl ows are highly correlated with bank lend-
ing in most cases. Moreover, banks and other institutional investors 
stand to benefi t most directly from IMF lending, since Fund credit is 
frequently transferred immediately from the borrower to private cred-
itors in the form of debt service payments. Finally, as discussed above 
in the previous chapter, banks occupy a role of unique economic and 
political importance in the eyes of G-5 government offi cials. Bank 
exposure therefore provides a strong measure of a country’s overall 
fi nancial importance to the G-5. Data on bank exposure are taken 
from the BIS’s consolidated international banking statistics, which 
provide annual data on the total foreign claims by commercial banks 
in twenty-three countries (including the G-5). 

 Utilizing these BIS data, I calculate two variables. The fi rst, 
 G5BANK , measures total, or aggregate, commercial bank lending 
by all banks located in the G-5 countries to an IMF borrower coun-
try. This variable serves as a proxy for the collective  intensity  of G-5 
governments’ domestic fi nancial interests in a particular IMF lend-
ing case.  G5BANK  is the natural log of total G-5 commercial bank 
exposure to country  i  in year  t , in billions of dollars.  8   It is intended to 
measure the importance assigned by the Fund’s largest shareholders, 
as members of the IMF’s de facto collective principal  , to the prospect-
ive borrowing country. Otherwise stated, this variable measures the 
extent to which the G-5 countries are willing to tolerate the increased 
moral hazard   resulting from a “bailout”    (i.e. a larger IMF loan on 
more lenient terms), in exchange for safeguarding the profi tability 
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and stability of their domestic banking sectors. All else equal, I expect 
larger values of  G5BANK  to be associated with larger IMF loans and 
fewer conditions. 

 The second variable measures the  heterogeneity  of G-5   fi nancial 
interests in a particular case. Using the individual BIS data for each 
G-5 country, I calculate the coeffi cient of variation of bank expos-
ure ( COVG5BANK ). The coeffi cient of variation, which is the ratio 
of the standard deviation to the mean, expressed as a percentage, 
measures the relative dispersion of G-5 bank exposure to a particular 
IMF borrower. Higher values indicate a more uneven, or heteroge-
neous, distribution of bank exposure between the G-5 countries. This 
heterogeneity, in turn, serves as a proxy for the expected degree of 
confl ict among the G-5 countries over the appropriate size and condi-
tionality   of non-concessional IMF loans. All else equal, I expect lar-
ger values of  COVG5BANK  to be associated with smaller IMF loans 
and more extensive conditionality, as G-5 governments disagree over 
the merits of providing “bailouts”    in such cases. I also test the inter-
action between  G5BANK  and  COVG5BANK  by including a multi-
plicative interaction term ( G5BANK  3  COVG5BANK ) in several of 
the models detailed below. 

 While  G5BANK  and  COVG5BANK  measure the aggregate intensity 
and heterogeneity of G-5 domestic fi nancial interests in a particular IMF 
borrower country, they do not tell us which G-5 country has the most at 
stake in a given lending case. Consequently, I also calculate a third set of 
variables: the share of total G-5 commercial bank lending provided by 
banks in each individual G-5 country. These fi ve variables ( USSHARE , 
 UKSHARE ,  GRSHARE ,  FRSHARE ,  JPSHARE ) measure the extent 
to which each G-5 government (the United States, the United Kingdom    , 
Germany  , France  , and Japan  ) has strong domestic fi nancial interests in 
supporting IMF lending in a particular case. All else equal, I expect that 
each of these variables will be associated with larger IMF loans and less 
extensive conditionality  , although I also expect that US infl uence will be 
stronger than that of the other G-5 countries, given the United States’ 
pre-eminent position within the Fund. 

   Staff expectations about catalytic fi nancing: bond and 
private non-guaranteed debt   

 In addition to including variables measuring the G-5 countries’ inter-
ests in IMF lending, I also include two variables as proxies for the IMF 
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staff’s concerns   about the probability of catalytic fi nancing  . The fi rst, 
 PCTBOND , is the percentage of a borrower country’s total private 
external debt owed to bondholders   rather than commercial banks.  9   
The second variable,  PCTPNG , is the country’s share of total private 
external debt that is “private non-guaranteed debt”   rather than sover-
eign, or “public and publicly guaranteed,” debt.  10   Data for these vari-
ables are taken from the World Bank’s  Global Development Finance  
database. All else equal, I expect larger values of both  PCTBOND  
and  PCTPNG  to be associated with larger IMF loans and more exten-
sive conditionality  . To reiterate, the logic is that private creditors’ col-
lective action problems   become more severe – and, consequently, the 
likelihood of catalytic fi nancing   declines – in cases in which an IMF 
borrower country’s external debt is owed to bondholders and non-
syndicated interbank lenders. In these cases, larger IMF loans and 
more extensive conditionality   should be required as a signal to private 
markets and a trigger for new private capital infl ows. Moreover, as 
noted above, this increased conditionality is more likely to be “front-
loaded” in the form of prior actions  , since these  ex ante  conditions 
provide a stronger signal to private markets (compared to  ex post  con-
ditionality) of a country’s intention to implement the economic policy 
reforms necessary to ensure its long-term solvency and stability. 

   Control variables 

 In addition to testing my argument that variation in the composition of 
private international capital fl ows infl uences IMF lending, I include an 
extensive battery of additional controls for the alternative economic and 
political explanations of IMF lending identifi ed in the existing litera-
ture. The fi rst set of variables controls for both relevant characteristics 
of IMF programs and a borrower’s past history with the Fund. These 
include a dummy variable ( PASTLOAN ) if a country is already under 
an IMF program at the time of the new loan, as well as a dummy if a 
loan is an Extended Fund Facility ( EFF     ) arrangement. Although tests 

   9     World Bank (2006b)  PCTBOND  is calculated as follows: 100 3 (public and 
publicly guaranteed bond debt + private non-guaranteed bond debt)/(total 
public and publicly guaranteed debt owed to private creditors + total private 
non-guaranteed debt).  

  10     World Bank ( 2006b ).  PCTPNG  is calculated as follows: 100 3 (total private 
non-guaranteed debt)/(total private non-guaranteed debt + total public and 
publicly guaranteed debt owed to private creditors).  
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indicate that serial correlation is not a problem in the loan size models, 
 PASTLOAN  acts as a modifi ed lagged dependent variable controlling 
for a country’s prior experience with the IMF.  11   In the conditional-
ity   regressions, as well as in the binary logit model employed in the 
propensity-score-matching exercise discussed below, I model tempo-
ral dependence by replacing  PASTLOAN  with an alternative variable 
( LASTLOAN ) that measures the number of years since a country last 
borrowed from the Fund. In addition, I include three cubic splines that 
further model temporal dependence in event count and binary mod-
els.  12   The dummy for loans under the EFF controls for the fact that 
these programs are intended for countries with more severe balance of 
payments problems and are generally of longer duration than stand-by 
arrangements  . Consequently, they are likely to be larger in per quota 
terms and contain more extensive conditionality. 

 The second set of control variables includes a variety of country-
specifi c macroeconomic factors consistently identifi ed in the existing 
literature as the key “technocratic” criteria utilized by the IMF staff 
in designing Fund programs.  13   These variables include: the borrower 
country’s external debt to GDP ratio ( DEBTGDP ); the log of GDP in 
millions of current dollars ( GDP ); the log of GDP per capita ( GDPPC ); 
the GDP growth rate ( GROWTH ); the current account as a percent-
age of GDP ( CURRGDP ); and the logged ratio of short-term debt 
to reserves ( STDRES ).  14   I also include a dummy variable,  CRASH , 
which takes a value of 1 if a country experienced a sharp depreciation, 
or “currency crash,” in the year prior to the IMF loan. This variable 
follows the widely used defi nition of Frankel   and Rose   in defi ning a 
currency crash as a nominal depreciation of the currency of at least 
25 per cent that is also at least a 10 per cent increase over the previous 
year’s depreciation rate.  15   

 The third group of control variables includes proxies for a number of 
domestic and international political factors identifi ed in the literature 

  11     In the models discussed below, substituting the actual amount of outstanding 
credit or credit relative to a country’s quota as alternative controls for 
temporal dependence does not alter the substantive results.  

  12     See Beck  , Katz  , and Tucker   ( 1998 ) for a detailed discussion of the treatment 
of temporal dependence in non-linear models.  

  13     Knight   and Santaella   (1997); Bird   and Rowlands   ( 2003 ); Joyce   ( 2004 ).  
  14     Data are from the World Bank’s  World Development Indicators  and  Global 

Development Finance  and from the Economist Intelligence Unit’s  Country 
Data  reports.  

  15     Frankel   and Rose   (1996).  
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as important determinants of IMF lending. Following Vreeland  , I 
include the natural log of the number of veto players in a borrower 
country ( CHECKS ), as a control for the impact of a borrowing coun-
try’s domestic political institutions on IMF lending.  16   Vreeland fi nds 
this variable to be a key determinant not just of a country’s decision 
to seek IMF fi nancing but also of the Fund’s decision to lend. Thus, 
there is good reason to believe that veto players also infl uence the 
characteristics of IMF loans. 

 I also include several variables as proxies for a borrowing coun-
try’s geopolitical or foreign policy importance to the Fund’s largest 
shareholder countries. Past studies have found robust evidence that 
countries with close foreign policy ties to the United States receive 
more favorable treatment from the IMF  .  17   These studies commonly 
utilize measures of United Nations General Assembly voting affi nity 
(i.e. the similarity in voting between the borrower country and the 
United States in a given year) as a proxy for foreign policy ties and/
or a country’s geopolitical importance to the United States govern-
ment. Following this work, I utilize UN voting affi nity   data available 
through the “Affi nity of nations” data set.  18   Drawing on roll call votes 
in the UNGA   Gartzke   calculates “S scores” that measure “the simi-
larity between two [countries’ UN] voting profi les as the length of a 
line between two points in a multidimensional issue space.”  19   

 Whether these “S” scores accurately capture similarities in foreign 
policies between countries – let alone indicate a borrower’s geopolit-
ical importance to the IMF’s largest shareholders – is open to debate. 
Indeed, some countries of clear strategic importance to the US and 
other G-5 governments, such as Russia   and Turkey  , do not score 
highly on the UN affi nity measure. Although I share these concerns 
about the suitability of this metric as a proxy for states’ geopolitical 
interests, I nevertheless include it in the analysis as a control variable 

  16     Vreeland   ( 2005 ,  2003 ). The variable is logged to account for the possibility 
of diminishing returns to additional veto players. The data are taken from 
the World Bank’s “Database of political institutions” (Beck  et al . 2001).  

  17     Vreeland   ( 2005 ); Stone   ( 2004 ); Barro   and Lee   ( 2002 ); Thacker   ( 1999 ).  
  18     Gartzke (2006).  
  19     Stone   ( 2004 , 580). The specifi c variable is S2UN, which ranges from –1 

to 1 and is coded based on a yes/abstain/no voting record (Gartzke 2006). 
To avoid complications arising from the inclusion of negative values when 
calculating the standard deviations discussed below ( SDS ), I rescale S2UN 
from 0 to 2.  
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in order to test past IMF scholars’ arguments directly. In contrast to 
existing work, however, I use the mean “S” score ( G5S ) of the G-5 
countries rather than the United States’ score, since the United States 
is not the only large shareholder with strong infl uence within the IMF 
executive board.  20   In addition, I include the standard deviation of G-5 
“S” scores ( SDS ) as a measure of the heterogeneity of geopolitical/for-
eign policy interests among the Fund’s principals. Like the coeffi cient 
of variation of G-5 bank exposure ( COVG5BANK ), this variable is 
intended to capture the extent to which G-5 governments disagree 
about the importance of a particular IMF borrower country.  21   I also 
include the interaction between these variables ( G5S  X  SDS ), since 
there is good reason to believe that a conditional, interactive relation-
ship between G-5 preference intensity and heterogeneity also exists 
when focusing on geopolitical rather than fi nancial interests. 

 As an additional set of political controls, I include variables identi-
fi ed by public choice scholars as key determinants of the IMF staff’s 
bureaucratic incentives  . As noted earlier, such scholars argue that the 
IMF staff has strong organizational incentives to increase loan size 
and conditionality   in order to maximize its budget, autonomy, and/
or IMF program success.  22   Past studies in this vein have found that 
these bureaucratic incentives are particularly strong when the Fund 
has more resources to spare, and when the IMF’s member states are 
reviewing the Fund’s quotas and considering whether to increase the 
size of its “war chest.” As a test of this logic, I include two variables. 
The fi rst,  LIQRATIO , is the IMF’s “liquidity ratio,”   or the ratio of 
outstanding IMF loans and administrative expenses to total Fund 
quotas. This variable is generated by dividing the sum of the IMF’s 
outstanding loans and used administrative resources by the Fund’s 
total quota resources, then subtracting this value from one.  23   The 
expectation of the public choice logic is that the Fund’s liquidity ratio 
will be positively associated with both loan size and conditionality. 

  20     The individual G-5 “S” scores are extremely collinear; correlations between 
the fi ve variables range from 0.75 to 0.94 in the IMF lending data set utilized 
in this chapter. Utilizing weighted averages of “S” scores (rather than the 
simple mean), based on the relative voting power of the G-5 countries within 
the executive board, yields substantively identical results.  

  21     The standard deviation is used here, rather than the coeffi cient of variation, 
because the “S” scores are already normalized between –1 and 1.  

  22     Vaubel   ( 1994 ,  1991 ).     23     Dreher   and Vaubel ( 2004 a).  
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The second variable,  REVIEW , is a dummy indicating years in which 
a quota review   was under way.  REVIEW  tests the aforementioned 
“hurry up” lending hypothesis. According to this argument, the 
Fund staff will propose larger loans during quota reviews in order to 
exhaust the Fund’s available resources and generate pressure on the 
executive board to approve new quota increases.  24   

 Finally, I include dummy variables for each borrowing country’s 
geographic region, as well as the propensity score ( PSCORE ), which 
controls for the possibility of non-random selection into IMF pro-
grams.  25   In addition, I include two variables to capture the effects of 
broader global macroeconomic trends on IMF lending decisions. The 
fi rst variable,  CRISES , is the lagged count of the number of currency 
crashes in the forty-seven-country sample in a given year.  26   It serves 
as a proxy for the level of global fi nancial instability at the time when 
a country seeks IMF fi nancing. The logic here is that concerns about 
fi nancial contagion stemming from previous or ongoing crises in glo-
bal markets might infl uence the Fund’s current lending decisions. The 
second variable,  LIBOR     , is the three-month London Interbank Offer 
Rate – the interest rate that banks charge each other on interbank 
loans, which serves as the primary benchmark on private international 
capital markets. Since higher interest rates may increase a country’s 
external debt service and its new borrowing costs, IMF loan char-
acteristics are likely to be infl uenced by fl uctuations in LIBOR. The 
data are taken from the IMF’s  International Financial Statistics  and 
Dreher   and Vaubel   (2004a). 

    Preliminary evidence 

 Although the multivariate statistical analysis presented below 
 provides a more rigorous test of my argument and its hypotheses, 
 tables 3.2  and  3.3  conduct a preliminary assessment of the connec-
tion between changes in the composition of international capital fl ows 

  24     Both  LIQRATIO  and  REVIEW  are taken from Dreher and Vaubel ( 2004 b).  
  25     I discuss selection effects and the propensity score further below (p. 86). 

These geographic variables are based on the World Bank’s regional 
classifi cations. The fi ve dummy variables are: Americas (North/South 
America/Caribbean), central Asia/Europe, Middle East/north Africa, east/
south Asia, and sub-Saharan Africa.  

  26     Frankel and Rose (1996).  
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and IMF lending policies.  Table 3.2  presents a simple  cross-tabulation 
of IMF loan size and conditionality   by G-5 bank exposure inten-
sity ( G5BANK ) and heterogeneity ( COVG5BANK ), while  table 3.3  
presents the cross-tabulation results of loan size and conditionality 
by levels of bond ( PCTBOND ) and private non-guaranteed debt 
( PCTPNG ). Several patterns in the data are clearly evident from these 
charts. First, for a given level of G-5 preference heterogeneity  , IMF 
loans markedly increase in size as G-5 preference intensity increases 

 Table 3.2     Average IMF loan characteristics by G-5 commercial bank 
exposure, 1984–2003 

  G-5 preference 
heterogeneity  
 Coeffi cient of 
 variation, G-5 
bank exposure 
(standard 
 deviation/mean) 

  G-5 preference intensity 
  Aggregate G-5 bank exposure ($ billions) 

 Low  High 

 Low  • Amount/quota: 0.8   
• Amount (SDR 

millions): 282.1   
• PCs: 6.4   
• PAs: 2.5   
• (TCs): 12.1   
• N = 70 

 • Amount/quota: 3.6 
  • Amount (SDR 

millions): 5,127.3   
• PCs: 6.8   
• PAs: 1.1 
  • TCs: 12.2   
• N = 35 

 High  • Amount/quota: 0.6   
• Amount (SDR 

millions): 201.2   
• PCs: 6.3   
• PAs: 3.9 
  • TCs: 15.3   
• N = 80 

 • Amount/quota: 1.2 
  • Amount (SDR 

millions): 2,132.9 
  • PCs: 6.1 
  • PAs: 3.2   
• TCs: 11.9   
• N = 12 

     Notes:  Based on 197 non-concessional IMF loans to forty-seven countries. 
Observations were classifi ed as “high” or “low” along each dimension based on 
whether the observed values are above or below the sample mean.    
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(i.e. moving from the left-hand column to the right-hand one in  table 
3.2 ); this result holds for both absolute loan size and loan amount 
relative to a country’s quota in the Fund. Second, for a given level of 
G-5 preference intensity, IMF loans are notably smaller in size as G-5 
bank exposure heterogeneity increases (i.e. moving from the top row 
to the bottom one in  table 3.2 ). Thus, at least when focusing on loan 
size, the basic parameters of my argument hold: IMF loans are larger 
when the Fund’s largest shareholders, as a group, have strong domes-
tic fi nancial interests in a borrowing country and smaller when these 
countries’ interests diverge.       

 The relationship between G-5 bank exposure and conditionality   
is less clear, although  table 3.2  does provide some evidence of a link 
between G-5 domestic fi nancial interests and the number and type 

 Table 3.3     Average IMF loan characteristics by composition of private 
borrowers and lenders, 1984–2003 

  Borrowers   
Percent PNG debt 

  Lenders   
Percent bond debt 

 Low  
(Primarily banks)

 High  
(Primarily bondholders)

 High  (primarily 
non-sovereign)

 • Amount/quota: 0.9 
  • Amount (SDR 

millions): 794.2 
  • PCs: 7.3 
  • PA: 1.8 
  • TCs: 15.3   
• N = 32 

 • Amount/quota: 2.9 
  • Amount (SDR 

millions): 3,939.0   
• PCs: 6.6   
• PAs: 4.5   
• TCs: 18.1 
  • N = 39 

 Low  (primarily 
sovereign)

 • Amount/quota: 0.7 
  • Amount (SDR 

millions): 513.4 
  • PCs: 6.0 
  • PAs: 2.0 
  • TCs: 9.7   
• N = 87 

 • Amount/quota: 0.9   
• Amount (SDR 

millions): 440.8   
• PCs: 6.5   
• PAs: 3.9   
• TCs: 15.5 
  • N = 39 

     Note:  See notes to table 3.2.    

, C B 7 DB 2 2: 2 2C 9CC B  42 :58  8 4 C B 9CC B 5 : 8  , 0  
25 5 7 9CC B  42 :58  8 4  ,2 :58 1 : B:C /2: .2 2C BD 4C C C9 ,2 :58

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.004
https://www.cambridge.org/core


The politics of IMF lending: evidence 83

of conditions included in IMF loans. On the one hand, the aver-
age number of performance criteria   varies little between the four 
cells of the table, and the only notable difference in total conditions 
exists in cases in which G-5 interests are weak and divided. In these 
cases (lower left cell), the IMF imposes substantially more total 
conditions (15.3), on average. On the other hand, it does appear 
that higher levels of aggregate G-5 bank exposure are associated 
with fewer prior actions   (right column), and this trend is particu-
larly noticeable in cases in which G-5 preferences are more homo-
geneous (top right cell). In contrast, the IMF appears to impose the 
most prior actions on its loans in cases in which G-5 preferences 
are weak and divided (lower left cell). Thus,  table 3.2  offers initial 
evidence that the intensity and heterogeneity of G-5 governments’ 
domestic fi nancial interests also play an important role in shaping 
IMF lending policies. 

  Table 3.3  provides preliminary evidence that IMF lending policies 
have also shifted in response to changes in the Fund staff’s expec-
tations about the availability of catalytic fi nancing, as measured by 
variation in the composition of borrowers and lenders in international 
capital markets. Two patterns in particular are most evident from 
the chart. First, IMF loans, on average, are smallest and contain the 
fewest conditions in cases of syndicated commercial bank lending to 
sovereign governments (lower left cell). This fi nding reinforces the 
idea that catalytic fi nancing   is a key concern of the IMF as it designs 
lending programs. Since private creditors’ collective action problems   
are least severe in these cases of 1980s-style sovereign bank lending, 
relatively small loans with modest conditionality   are suffi cient to gen-
erate a catalytic effect on private capital fl ows. Second,  table 3.3  sug-
gests that changes in the composition of both borrowers and lenders 
in private international capital markets have been a key determinant 
of variation in IMF lending policies over the last two decades. Indeed, 
IMF loan size and conditionality   have increased as a result of both the 
shift to non-sovereign borrowing (i.e. moving from the lower row to 
the upper one in the  table 3.2 ) and the shift from bank lending to bond 
fi nancing (i.e. moving from the left-hand column to the right-hand one). 
As expected, these trends are particularly pronounced with respect 
to the IMF’s use of prior actions  , since these  ex ante  conditions are 
most likely to trigger catalytic private capital infl ows. In addition, the 
increases in both loan size and conditionality are most visible in cases 
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in which both types of debt composition changes have occurred (the 
top right cell) – that is, when both borrowers and lenders have become 
more numerous and heterogeneous as a result of a “double shift” from 
public to private borrowing and from bank lending to bond fi nancing. 
In these cases, as discussed above, private creditor collective action 
problems are likely to be most severe, and IMF staff concerns about 
the availability of catalytic fi nancing will be strongest. 

   Multivariate analysis 

 While these cross-tabulations provide initial evidence in support of my 
argument, multivariate analysis offers a more rigorous test of the con-
nection between patterns of fi nancial globalization  , the preferences of 
G-5 governments and the IMF staff, and Fund loan characteristics. 
In the remainder of this chapter, I present the structure and results of 
this analysis, which provide further support for the common agency 
theory   of IMF lending and its empirical predictions. 

    Model selection 

 Because time-series cross-sectional (TSCS) data often exhibit 
properties (heteroskedasticity, serial autocorrelation, panel het-
erogeneity, and spatially correlated errors) incompatible with the 
assumptions of standard ordinary least squares (OLS) regression, 
it is necessary to test for and model these conditions when esti-
mating such models.  27   Inspection of the data suggests that heter-
oskedasticity   (unequal variance of the error terms between units) 
and both serial and spatial autocorrelation   (correlation of the 
error terms both over time within units and contemporaneously 
between units) are evident in the IMF lending data set. To account 
for these violations of the standard OLS model in the loan size 
regressions, I specify a model with panel-corrected standard errors 
and include the aforementioned variant of the lagged dependent 
variable,  PASTLOAN .  28   Although there is an ongoing debate about 

  27     Beck ( 2004 ).  
  28     Beck and Katz ( 1995 ); Beck ( 2001 ). Stata’s  xtserial  test for TSCS regressions 

indicates that including  PASTLOAN  resolves the serial correlation problems 
in the data. The F-test for fi rst-order autocorrelation in the loan size 
regressions (model 3, table 3.4) generates a value of 0.36 (Pr > F = 0.58).  
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the appropriateness of the “  Beck and Katz   solution” for analyzing 
TSCS models, there is a strong case for choosing this specifi cation 
in the present case.  29   In particular, past studies provide substantial 
empirical evidence that the previous use of IMF credit infl uences 
Fund decision-making.  30   

 For the conditionality   regressions, which involve discrete counts of 
the number of conditions included in an IMF loan, linear regression 
is not appropriate. Therefore, I utilize a series of event count models 
for panel data.  31   For the performance criteria   regressions, the specifi -
cation is a Poisson model with robust standard errors. For the other 
types of conditionality, the Poisson model is not appropriate, given 
the overdispersion of these dependent variables.  32   For these models, 
I specify a negative binomial regression model with robust stand-
ard errors.  33   Each of these models includes the controls for temporal 
dependence (three cubic splines and  LASTLOAN ) described above to 
account for the possibility of serial correlation in the data. 

 In both the loan size and conditionality   regressions, each of the 
models is estimated without country-specifi c or yearly fi xed effects. I 
adopt this strategy for several reasons. First, Hausman tests for fi xed 
effects are statistically insignifi cant, suggesting that this model is not 
appropriate for the current analysis.  34   Thus, the primary reason for 
including country-specifi c fi xed effects – the existence of unobserved 
panel heterogeneity (i.e. the fact that countries differ in ways not 
explained by the observed independent variables) – does not appear to 
be a major problem in my data set. Second, including  country-specifi c 

  29     Wilson   and Butler   (2007).     30     Joyce ( 2004 ); Conway ( 2005 ).  
  31     Long and Freese ( 2001 ).  
  32     A central assumption of the Poisson model is that the variance equals 

the mean. This is a reasonable assumption for performance criteria 
(mean = 6.38, variance = 6.01), but not for total conditions (mean = 12.97, 
variance = 109.53), prior actions (mean = 2.81, variance = 5.62), 
or benchmarks/targets (mean = 4.13, variance = 5.79).  

  33     See http://data.princeton.edu/wws509/stata/overdispersion.html for an 
overview of methods for dealing with overdispersion in count models. The 
results of the negative binomial models are substantively identical when using 
an alternative event count specifi cation for overdispersion, the generalized 
linear model (GLM).  

  34     For example, in the loan size regressions (model 3,  table 3.4 ), the Hausman 
test for fi xed effects generates a chi 2  value of 34.36 (Pr > chi 2  = 0.13). For 
the total conditions regression (model 1,  table 3.6 ), the values are 28.01 and 
0.52, respectively.  
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fi xed effects saps the model of its ability to estimate the effects of 
variables, such as those measuring differences in the composition of 
borrowers and lenders in global fi nancial markets, that vary prima-
rily across countries, rather than within countries over time.  35   Since 
I am concerned with the effects of both cross-national and cross-
temporal variation in patterns of fi nancial globalization   on IMF 
lending behavior, the fi xed effects specifi cation is therefore not 
appropriate. Likewise, including temporal fi xed effects makes it 
impossible to test the signifi cance of year-specifi c factors that do 
not vary across countries, such as the IMF’s liquidity ratio and the 
number of currency crises in a given year – variables that have been 
identifi ed previously by public choice scholars and economists as key 
determinants of IMF lending. Finally, the fi xed effects model incurs 
an enormous tax on degrees of freedom and creates severe problems 
of multicollinearity, since these models include forty-six country 
dummy variables and nineteen temporal (year) dummy variables.  36     

       Addressing endogeneity and selection effects 

 Given the duration of both the economic problems leading a coun-
try to seek IMF fi nancing and the loan negotiations themselves, the 
time at which the independent variables are measured in studies of 
IMF lending involves diffi cult problems of interpretation and the 
potential for endogeneity.  37   To mitigate these issues, I follow most 
 previous studies in lagging the explanatory variables by one period.  38   
This one-period lag also refl ects IMF offi cials’ assessments about the 
timing and nature of the lending process. As    Knight and Santaella   
explain, “Programs approved by the end of the second quarter of 
a calendar year will normally have been designed on the basis of 
 information about the macroeconomic picture for the preceding 

  35     In fact, as Beck   and Katz   note, including country-specifi c fixed effects 
removes “any of the average unit to unit variation from the analysis, and 
simply ask[s] whether intra-unit changes in  y  are associated with intra-unit 
changes in  x … [Therefore] a fixed effects analysis should not conclude 
anything about the inter-unit effects of the independent variables, since such 
effects have been removed” (2004, 5–6).  

  36     See www.nyu.edu/its/pubs/connect/fall03/yaffee_primer.html.  
  37     Knight and Santaella ( 1997 ).  
  38     See, for example, Thacker   (1999), Dreher   and Vaubel   ( 200 4b), and Stone   

( 2002 ).  
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calendar year, while arrangements approved in the second half of the 
calendar year will generally be based on information that extends 
through the fi rst half of the same year.”  39   In the data set, ninety-two 
of the 197 IMF loans were approved on or after July 1 of the given 
year (i.e. on the basis of current-year data), while the remaining 105 
were approved in the fi rst half of the year. Therefore, lagging the 
explanatory variables by one year for all observations is actually a 
quite conservative estimate of the time lag between the initiation of 
the Fund lending process and the ultimate approval of a loan by the 
executive board.  40   

 In addition to addressing endogeneity concerns, statistical analyses 
of IMF lending must also address the problem of selection effects.  41   
The basic problem is that selection into IMF programs may be non-
random – that is, the same variables that explain variation in loan 
size and conditionality   may also explain a country’s initial decision to 
request an IMF loan. If these effects are not taken into account in the 
statistical model, estimates of IMF loan characteristics may be biased. 
The most common method of addressing selection bias is the Heckman 
selection model, which has become increasingly popular in the politi-
cal science literature.  42   Recent studies have highlighted a number of 
signifi cant weaknesses with this model, however, including its sensitiv-
ity to specifi cation and strong reliance on distributional assumptions 
about the model’s residuals.  43   Most importantly, the Heckman model 
requires that at least one “extra” explanatory variable infl uences selec-
tion but not the subsequent outcome of interest in the second stage of 
the model; if this “exclusion restriction” is not met, then the model is 

  39     Knight and Santaella ( 1997 , 413). The staff   also considers “the latest annual 
estimates for the country’s main macroeconomic variables and preliminary 
projections for at least one year ahead” (Mussa    and Savastano    1999 , 87).  

  40     Moreover, my goal is not to explain a country’s decision to request a loan, 
which often evolves over several years, but, rather, to explain the Fund’s 
subsequent choices about the loan’s characteristics. While the anticipation 
of an IMF agreement may have large effects on the factors treated as 
independent variables in this analysis, these effects generally occur prior to 
or immediately following the signing of a letter of intent   but before the staff 
proposes a program to the board. Consequently, they are likely to be “built 
into” the data used in the staff’s proposals.  

  41     Przeworski    and Vreeland   ( 2000 ); Vreeland   ( 2003 ).  
  42     Heckman   ( 1979 ); Berinsky   ( 1999 ); Vreeland   ( 2003 ); von Stein   ( 2005 ).  
  43     Simmons   and Hopkins   ( 2005 ); Sartori   ( 2003 ); Winship   and Mare   ( 1992 ).  
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identifi ed solely on its distributional assumptions.  44   Ideally, one could 
identify the exclusion restriction(s) from theory. In the case of IMF 
lending, however, it is not clear which economic and political vari-
ables infl uence selection but not IMF loan characteristics. The analyst 
is left with a diffi cult choice, therefore: risking specifi cation error by 
including potentially inappropriate exclusion restrictions, or relying 
exclusively on the model’s distributional assumptions.  45   

   To avoid these problems associated with Heckman selection models, 
I utilize an alternative method of dealing with selection effects: pro-
pensity score matching.  46   Briefl y, the key advantage of matching 
estimators is that they do not require the identifi cation of exclusion 
restrictions, nor do they depend on modeling and distributional 
assumptions. Rather, matching allows the analyst to “preprocess” 
the available data to minimize selection effects, after which standard 
single-stage regression analyses can be conducted.  47   The critical idea 
behind matching is to match each “treated” observation (in this case, 
each country-year observation of an IMF loan) with a “control” obser-
vation (i.e. a non-loan country-year observation) for which all the val-
ues of the explanatory variables are as close to identical as possible. 
This strategy is known as “nearest neighbor” or “one-to-one” pro-
pensity score matching.  48   The propensity score estimation procedure 
employs a binary logit model and a “common support” constraint, 
which discards treated (IMF loan) observations that do not have like 

  44     Achen   ( 1986 ). The central assumptions of the Heckman model are that both 
 Y  (the variable of interest in the second stage) and  Z  (the underlying latent 
variable determining selection in the fi rst stage) are distributed normally 
(  Sartori    2003 ). Winship   and Mare   ( 1992 ) show that the Heckman model’s 
results are highly sensitive to the fi t of this assumption with the actual data.  

  45     Sartori   ( 2003 ).  
  46     For a more detailed discussion of matching estimators, see Ho          et al . 

( 2007 ), Simmons   and Hopkins   ( 2005 ), and Abadie          et al . ( 2004 ). The key 
disadvantage of matching is that, like the Heckman approach, it controls 
only for bias on observable variables but not for selection based on 
unobserved heterogeneity.  

  47     Ho  et al . ( 2007 ).  
  48     Other matching methods are also available, although the results presented 

here do not vary based on the choice of matching estimators. Matching was 
done using the PSMATCH2 module for Stata (Leuven   and Sianesi   2003). 
Matching estimation diagnostics are presented in appendix 3. Robustness 
checks using Heckman selection models yield substantively identical results, 
despite the aforementioned concerns about their limitations.  
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counterparts in the non-treated sample in order to ensure that the esti-
mated treatment effects themselves are not subject to bias. Fortunately, 
in the IMF lending data set, this common support constraint does not 
result in the loss of any observations, as suitable matches are avail-
able for all  country-years of IMF loans. For each observation, this 
process generates a “propensity score” ( PSCORE ) ranging from 0 to 
1, which measures the predicted probability that a country will enter 
an IMF program given the observed values of the explanatory vari-
ables. Including  PSCORE  in the subsequent loan size and conditional-
ity   regressions controls for potential selection bias in the data without 
requiring us to identify exclusion restrictions or make the strong mod-
eling assumptions required of Heckman-style selection models.       

    Results 

  Loan size models 

  Table 3.4  presents the results of fi ve multivariate regression models 
analyzing IMF loan size. Model 1 presents the results of the propen-
sity-score-matching analysis described above, which controls for non-
random selection into IMF programs. In this model, the dependent 
variable is binary, taking a value of 1 if a country received an IMF 
loan in a given year and a value of 0 otherwise.  49   The predicted prob-
abilities from this analysis are utilized to calculate  PSCORE , the 
probability that a country will request an IMF loan. This variable is 
subsequently included in the loan size and conditionality   regressions 
to mitigate concerns about selection bias in these models.    

 The results of the propensity-score-matching estimation (model 1) 
highlight two key points about the political economy of IMF lend-
ing. First, in line with past studies, the key determinants of whether 
or not a country requests an IMF loan are economic: countries with 
lower growth rates, larger current account defi cits, higher levels of 
external debt relative to GDP, and higher levels of short-term debt in 
relation to reserves are more likely to request and receive IMF loans. 
Second, the variables capturing variation in patterns of fi nancial glo-
balization   are not signifi cant in the logit/matching analysis. Indeed, 
the insignifi cance of both the G-5 bank exposure variables ( G5BANK , 

  49     The model presented here is a logit specifi cation, although the results are 
substantively identical when utilizing a probit model.  
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 COVG5BANK ) and the measures of bond and private non- guaranteed 
debt ( PCTBOND ,  PCTPNG ) suggest that neither G-5 domestic 
fi nancial interests nor IMF staff expectations about catalytic fi nanc-
ing play a major role in the decision as to whether or not a country 
seeks and receives an IMF loan. Rather, this initial decision appears 
to be driven primarily by the borrower’s economic characteristics, as 
well as broader global macroeconomic conditions. Thus, while politics 
does play an important role in shaping the  characteristics  of IMF pro-
grams (loan size, conditionality  ), “technocratic” economic factors are 
the most signifi cant determinants of whether or not a country borrows 
from the Fund in the fi rst place. Ultimately, countries are most likely to 
seek IMF assistance – and the Fund is most likely to agree to lend – in 
times of dire fi nancial need and global fi nancial crises. 

 In the remainder of  table 3.4 , models 2 to 5 present several alter-
native specifi cations of the loan size regressions. Model 2 presents 
the non-interactive model using  AMTQTA , while model 3 shows the 
preferred specifi cation, which includes  AMTQTA  as the dependent 
variable and adds the multiplicative interaction term ( G5BANK  3 
 COVG5BANK ), which models the hypothesized complex relation-
ship between the intensity and heterogeneity of G-5 domestic fi nancial 
interests. Finally, models 4 and 5 illustrate robustness checks using the 
two alternative specifi cations of the dependent variable: loan amount 
relative to GDP ( AMTGDP ) and absolute loan size ( AMTSDR ). 

 On the whole, the loan size models provide strong support for the 
book’s core argument linking patterns of fi nancial globalization   to 
variation in IMF lending behavior. First, the results provide clear evi-
dence that the intensity and heterogeneity of G-5 fi nancial interests 
play a signifi cant role in determining IMF lending decisions. At fi rst 
glance, this does not appear to be the case: in the non-interactive speci-
fi cation (model 2), neither  G5BANK  nor  COVG5BANK  is statistically 
signifi cant. The results of the fully interactive model (model 3) clarify 
this initial result, however, and provide clear and robust support for 
the empirical predictions of my theory of IMF lending. In this specifi -
cation,  G5BANK  is positive, while  COVG5BANK  is negative, and the 
interaction term ( G5BANK  3  COVG5BANK ) is negative and signifi -
cant at the 99 percent confi dence level. Given the explicitly conditional 
nature of my argument linking G-5 preference intensity and hetero-
geneity, this last model is the appropriate and preferred specifi cation 
for my analysis. In such interactive models, however, one cannot infer 
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 Table 3.4     IMF loan size regressions 

 Model  1  2  3  4  5  

 Variable  IMF loan 
 Amount/
quota 

 Amount/
quota 

 Amount/
GDP 

 Amount 
(SDR 
millions) 

G-5 bank exposure 
($ billions, log) 

–0.1261 –0.0642 0.2271*** 0.1579** 0.2711***

( G5BANK ) [0.1080] [0.0407] [0.0752] [0.0773] [0.0791]
Coeffi cient of 

variation, G-5 
bank exposure

0.0001 –0.0003 –0.0012 0.0003 0.0008

( COVG5BANK ) [0.0027] [0.0019] [0.0016] [0.0012] [0.0013]
 G5BANK  3 –0.0018*** –0.0014*** –0.0014***
 COVG5BANK [0.0004] [0.0004] [0.0004]
Percent bond debt 0.0008 0.0036* 0.0038** 0.0064*** 0.0072***
( PCTBOND ) [0.0043] [0.0019] [0.0018] [0.0015] [0.0016]
Percent private non-

 guaranteed debt
–0.0065 0.0022 0.0015 –0.0001 –0.0010

( PCTPNG ) [0.0055] [0.0025] [0.0022] [0.0018] [0.0016]
US share, G-5 bank 

exposure (%) 
–0.8417 0.0366 –0.5568 –0.0164 –0.5094

( USSHARE ) [0.9952] [0.7633] [0.4702] [0.4335] [0.4673]
UK share, G-5 

bank exposure
–1.4732 –0.2608 –1.0933 –0.6499 –1.0993

( UKSHARE ) [1.3081] [0.9551] [0.9077] [0.8519] [0.8643]
Japanese share, G-5 

bank exposure
–1.1978 –0.2195 –1.1863** –0.3325 –0.9144

( JPSHARE ) [1.2989] [0.7725] [0.6044] [0.6248] [0.6553]
German share, G-5 

bank exposure
–0.0046 –0.0603 –1.1336* –0.4521 –0.7225

( GRSHARE ) [1.0106] [0.7118] [0.5854] [0.5272] [0.5510]
French share, G-5 

bank exposure
–1.4631 –0.2764 –1.1377 0.5660 –0.1353

( FRSHARE ) [1.1232] [0.8703] [0.8807] [0.8023] [0.7551]
Years since last 

IMF loan
1.2256***

( LASTLOAN ) [0.2690]
Cubic temporal 

spline 1
0.3676***

( IMFSP1 ) [0.0839]
Cubic temporal 

spline 2
–0.1457***

( IMFSP2 ) [0.0377]
Cubic temporal 

spline 3
0.0092*
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 Model  1  2  3  4  5  

 Variable  IMF loan 
 Amount/
quota 

 Amount/
quota 

 Amount/
GDP 

 Amount 
(SDR 
millions) 

( IMFSP3 ) [0.0056]
Past IMF loan 

(dummy) 
–0.1653** –0.1643** –0.1265* –0.0951

( PASTLOAN ) [0.0829] [0.0789] [0.0753] [0.0749]
Extended Fund 

Facility
0.7055*** 0.6747*** 0.7893*** 0.8166***

( EFF ) [0.1183] [0.1208] [0.1181] [0.1152]
GDP (log) 0.2341 0.3363*** 0.2359*** 0.0465 0.9461***

[0.1472] [0.0725] [0.0548] [0.0678] [0.0606]

GDP per capita (log) –0.2620 0.2775 0.1993 0.0656 –0.1206
( GDPPC ) [0.2845] [0.1872] [0.1762] [0.1355] [0.1347]
GDP growth (%) –0.0694*** –0.0371*** –0.0442*** –0.0516*** –0.0592***
( GROWTH ) [0.0183] [0.0118] [0.0110] [0.0109] [0.0110]
Current account/

GDP (%) 
–0.0361** –0.0251** –0.0228** –0.0094 –0.0212*

( CURRGDP ) [0.0153] [0.0120] [0.0114] [0.0126] [0.0120]
External debt/

GDP (%) 
0.0071* 0.0046*** 0.0043*** 0.0112*** 0.0075***

( EDTGDP ) [0.0041] [0.0017] [0.0016] [0.0018] [0.0017]
Short-term debt/

reserves (log) 
0.2902*** 0.1527*** 0.1161*** 0.0435 0.0414

( STDRES ) [0.0944] [0.0468] [0.0436] [0.0472] [0.0413]
Currency crisis 

(dummy) 
0.0272 0.0764 0.0581 0.1139 –0.0003

( CRASH ) [0.2868] [0.1687] [0.1581] [0.1381] [0.1336]
Veto players (log) 0.0228 0.0884 0.0574 0.1806** 0.1524*
( CHECKS ) [0.2018] [0.0831] [0.0812] [0.0823] [0.0897]
G-5 UN voting 

affi nity (mean 
“S” score) 

0.7860 –0.3202 –0.4297 –0.4713 0.0410

( G5S ) [0.7859] [0.4974] [1.2397] [1.0998] [1.1588]

Standard 
deviation, G-5 
“S” scores

1.9435 1.8315** 0.5412 1.0166 3.1341

( SDS ) [1.6202] [0.8583] [5.6602] [5.0605] [5.2078]
 G5S  x  SDS 1.2519 0.7847 –0.5088

[3.8355] [3.5077] [3.5778]
Propensity score –0.8730* –0.8833* –0.7464* –0.8737*
( PSCORE ) [0.4971] [0.4903] [0.4392] [0.4683]

Table 3.4 (cont.)

, C B 7 DB 2 2: 2 2C 9CC B  42 :58  8 4 C B 9CC B 5 : 8  , 0  
25 5 7 9CC B  42 :58  8 4  ,2 :58 1 : B:C /2: .2 2C BD 4C C C9 ,2 :58

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.004
https://www.cambridge.org/core


The politics of IMF lending: evidence 93

 Model  1  2  3  4  5  

 Variable  IMF loan 
 Amount/
quota 

 Amount/
quota 

 Amount/
GDP 

 Amount 
(SDR 
millions) 

IMF liquidity ratio 
(%) 

–1.9050 0.2618 0.0996 0.2337 0.3080

( LIQRATIO ) [1.6347] [1.0800] [1.0319] [0.7288] [0.8917]

IMF quota review 
(dummy) 

0.1416 0.1110 0.1251 0.2003* 0.0747

( REVIEW ) [0.2432] [0.1267] [0.1218] [0.1030] [0.1241]
Number of 

currency crises 
in year  t 

0.0597 –0.0286 –0.0159 –0.0069 –0.0167

( CRISES ) [0.0410] [0.0270] [0.0242] [0.0183] [0.0209]
LIBOR (%) 0.0187 0.0231 0.0177 0.0302 0.0146

[0.0625] [0.0265] [0.0270] [0.0243] [0.0257]
Middle East 0.1195 –0.5302* –0.6297** –0.5195 –0.7887***

[0.5960] [0.3175] [0.3188] [0.4001] [0.3057]
Africa 0.0734

[0.6638]
Europe/central Asia 0.3526 –0.6466 –0.6082 0.1978 –0.1858

[0.5869] [0.4284] [0.4813] [0.5473] [0.4479]
Americas 0.3476 –0.6752* –0.8705* –0.1938 –0.6830*

[0.4500] [0.4072] [0.4764] [0.5493] [0.4147]
East Asia –0.1946 –0.3521 0.0242 –0.2783

[0.6057] [0.6285] [0.6183] [0.5196]
Constant –2.8701 –5.8418** –3.1859 –6.2994** –3.7322

[3.2955] [2.3587] [3.1171] [2.6017] [2.5949]

 Observations  902  181  181  181  181 
 Number of 

countries 
 55  44  44  44  44 

 R-squared  —  0.512  0.555  0.498  0.889 

 Adjusted 
R-squared 

 —  0.414  0.458  0.389  0.865 

 Log-likelihood  –377.582  –170.715  –162.337  –154.326  –156.623 
 Percent correctly 

predicted 
 80.27  —  —  —  — 

     Notes:  Model 1 (logit): robust standard errors in brackets. Models 2 to 4 (OLS): panel-
corrected standard errors in brackets. * = signifi cant at 10 percent; ** = signifi cant at 5 
percent; *** = signifi cant at 1 percent.    

Table 3.4 (cont.)
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statistical signifi cance simply by reading the regression coeffi cients. 
In fact, the separate coeffi cients on each component of the multiplica-
tive interaction term ( G5BANK ,  COVG5BANK ) are meaningful only 
when the other component is equal to zero.  50   In model 2, therefore, 
the negative and signifi cant coeffi cient on  G5BANK  is meaning-
ful only when  COVG5BANK  = 0, while the insignifi cant coeffi cient 
on  COVG5BANK  is readily interpretable only when  G5BANK  = 0. 
While theoretically possible, such cases are extremely rare in the real 
world:  G5BANK  is equal to zero in just eight of the 177 IMF loan 
observations, while  COVG5BANK  is equal to zero in only six cases. 
In short, these separate coeffi cients tell us nothing about the impact of 
these variables in the remaining 163 lending cases included in the IMF 
non-concessional lending data set.   Rather, in order to ascertain the 
signifi cance of these variables, as well as the interactive relationship 
between them, we need to identify the  conditional  effect of each vari-
able ( G5BANK ,  COVG5BANK ) as the other changes. Panels (a) and 
(b) of  fi gure 3.1 , which present graphs of the estimated effect of G-5 
bank exposure intensity   ( G5BANK ) at different levels of G-5 bank 
exposure heterogeneity ( COVG5BANK ) – and vice versa – illustrate 
these complex relationships.  51      

 In  panel  (a), we see that the coeffi cient of  G5BANK  is positive 
when  COVG5BANK  is low. In other words, higher levels of G-5 
bank exposure result in larger IMF loans when G-5 preference het-
erogeneity   is low. This effect loses signifi cance as  COVG5BANK  
increases, however, and ultimately turns negative at very high levels of 
 COVG5BANK . Thus, when G-5 preference heterogeneity is highest, 
higher levels of G-5 bank exposure actually lead to  smaller  IMF loans. 
Similarly, in  panel  (b), we see that the coeffi cient on  COVG5BANK  is 
positive when  G5BANK  is low; in other words, greater G-5 preference 
heterogeneity  increases  IMF loan size, but only at low levels of G-5 
preference intensity. On the one hand, this fi nding may be evidence of 
agency slack   and bureaucratic rent-seeking  : such loans might be larger 

  50     On the correct use and interpretation of interaction terms, see Braumoeller 
( 2004 ) and Brambor, Clark and Golder ( 2006 ).  

  51     The histograms in these charts illustrate the distribution of the  x -axis 
variable in the data sample. For example, the histogram in panel (a) shows 
the distribution of  COVG5BANK . Each of these charts shows the 
coeffi cient estimates from each model, as well as the 95 percent confi dence 
intervals (CIs).  
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 (a) Coefficient on G-5 bank exposure as G-5 bank
exposure heterogeneity varies

 Figure 3.1      Interactions between G-5 bank exposure intensity and heterogeneity, 
loan size (amount/quota)  
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 (b) Coefficient on G-5 bank exposure as G-5 bank exposure 
heterogeneity varies
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as a result of the staff exploiting the executive board’s relative lack of 
interest in these cases in order to push through larger loans. On the 
other, this result may indicate a “logrolling” dynamic at work within 
the executive board, as the less interested G-5 governments agree to 
support their more invested counterparts precisely because the cost of 
doing so is minimal. Indeed, since these countries are of little import-
ance to either the G-5 as a group or the global fi nancial system, the 
moral hazard costs of providing an abnormally large loan are minimal. 
In contrast, greater G-5 preference heterogeneity ( COVG5BANK ) has 
precisely the opposite effect on loan size in countries of greater import-
ance to the G-5 as a whole. As  panel  (b) illustrates, the coeffi cient 
on  COVG5BANK  becomes negative and statistically signifi cant at 
high levels of  G5BANK  (i.e. slightly above the median or greater). As 
expected, therefore, divergent preferences among the Fund’s principals 
lead to confl ict within the executive board in “important” country 
cases and results in the approval of smaller IMF loans. 

 Taken together, these results of the interactive analysis indicate strongly 
that both the   intensity and the heterogeneity of G-5 governments’ pref-
erences play an important role in determining the size of IMF programs, 
and they illustrate that the effects of each of these variables are condi-
tional on the other. This fi nding also clarifi es further the dynamics of 
the common agency relationship at the heart of IMF decision-making. 
In particular, it shows that the ability of powerful states to “control” 
IMF lending is not a constant but, rather (as predicted by the common 
agency   theory), a variable that changes over time in accordance with 
shifts in the composition of international capital fl ows. 

 In addition to illustrating the nature and extent of G-5 infl uence 
over IMF lending decisions, the loan size regressions also provide 
support for my expectation that IMF staff concerns about catalytic 
fi nancing   are a key determinant of Fund lending decisions. The results 
are not unequivocal, however. On the one hand,  PCTBOND , the per-
centage of private external debt held by bondholders   rather than com-
mercial banks, is positive and signifi cant at the 95 percent confi dence 
level in all four of the loan size models. Thus, IMF loans increase 
in size as bondholders make up a larger share of a country’s private 
international creditors – a result consistent with both my hypothesis 
and the logic of catalytic fi nancing, in which the IMF provides more 
extensive credit in cases in which a country’s private international 
creditors face greater collective action problems and are less able and 
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willing to provide new lending. In these cases, more extensive IMF 
credit is required to meet a country’s fi nancing needs and to convince 
private lenders to provide catalytic fi nancing. 

 On the other hand, the loan size models do not support the hypoth-
esis linking the composition of a country’s borrowers to IMF loan 
size:  PCTPNG , the percentage of private non-guaranteed debt (exter-
nal debt owed by non-sovereign borrowers), is not statistically signifi -
cant in any of the models in  table 3.4 . One possible interpretation of 
this negative result is that the IMF, despite greater concerns about the 
availability of catalytic fi nancing in these cases, is hesitant to provide 
“bailouts” to non-sovereign borrowers, given its institutional mandate 
to assist its member states (rather than private actors) in maintaining 
fi nancial and monetary stability. Therefore, although the staff’s con-
cerns about catalytic fi nancing may increase, as I had hypothesized, 
as a result of the shift to PNG external debt, the Fund may none-
theless be reluctant to expend its limited resources in non-sovereign 
crisis cases.  52   Together, these results suggest that, as expected, the 
composition of international capital fl ows do shape IMF staff expec-
tations about catalytic fi nancing, although they suggest that  creditor  
composition (i.e. the bank versus bondholder distinction)   rather than 
 borrower  composition (sovereign versus non-sovereign) matters more 
in shaping decisions about the size of Fund loans. 

    Substantive quantities of interest 

 Since the raw regression results in  table 3.4  are not easily interpret-
able,  table 3.5  presents substantive quantities of interest illustrating 
the impact of the signifi cant explanatory variables in model 1 (IMF 
loan occurrence) and model 3 (IMF loan size: amount/quota). The 

  52     Another possible explanation arises from the fact that PNG lending consists 
primarily of short-term interbank fi nancing – lending from commercial banks 
in the industrialized countries to private fi rms and banks in the developing 
world – rather than bond fi nancing. Since these banks have fewer collective 
action problems than international bondholders  , less IMF fi nancing may be 
needed to convince them to roll over their claims and provide new lending to 
a Fund borrower. Furthermore, as noted above, commercial banks involved 
in non-sovereign interbank lending also often have additional, long-term 
ties to IMF borrower countries (e.g. as holders of central bank reserves, as 
sovereign lenders, as providers of trade credits) that serve to extend their time 
horizons during fi nancial crises and may offset their short-term incentives to 
“cut and run” in the wake of an IMF loan.  
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 Table 3.5      First differences, loan size models 

 IMF loan (model 1)    
 Predicted probability of loan, all variables at means: 14.25% 

 Variable 

 Predicted change 
in probability of 
IMF loan 

 Substantive change 
in each variable 

GDP growth –3.92% 3.22% to 8.68%
Current account/GDP –2.65% –2.25% to 4.44%
External debt/GDP 2.85% 51.25% to 80.99%
Short-term debt/reserves 5.34% 0.52 to 1.90

 Amount/quota (model 3) 
 Predicted loan size, all variables at means: 0.88 

 Variable 

 Predicted change 
in loan size 
(  AMTQTA  ) 

 Substantive change 
in each variable 

G-5 bank exposure
 G5BANK (COVG5BANK = 

45.6) 
0.44** $1.6 billion to 

$20.3 billion

 G5BANK (COVG5BANK = 
115.5) 

0.06 $1.6 billion to 
$20.3 billion

 G5BANK (COVG5BANK = 
185.4) 

–0.15** $1.6 billion to 
$20.3 billion

G-5 bank exposure 
heterogeneity

 COVG5BANK (G5BANK = 
$3.4 million) 

0.20** 115.53 to 162.60

 COVG5BANK (G5BANK = 
$1.6 billion) 

–0.07 115.53 to 162.60

 COVG5BANK (G5BANK = 
$72.2 billion) 

–0.31** 115.53 to 162.60

Percent bond debt 0.10 22.9% to 51.2%
Japanese share, G-5 bank 

exposure
–0.14 12.1% to 27.7%

German share, G-5 bank 
exposure

–0.22 27.7% to 54.6%

Extended Fund Facility 
(dummy)

0.76 0 to 1

Current IMF loan in progress –0.16 0 to 1
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table presents the effect of a one standard deviation increase (or sub-
stantively equivalent change) in each of the signifi cant explanatory 
variables, holding all other variables constant at their means.  53      

 As is evident, G-5 fi nancial interests have quite sizeable effects on 
loan size, both in absolute terms and in relation to the other economic 
and political determinants of IMF lending. Since these signifi cant effects 
are conditional and interactive (as illustrated in  fi gure 3.1 ), however, 
rather than constant, I calculate fi rst differences for both  G5BANK  
and  COVG5BANK  at three different values of the other variable: the 
mean and ±1.5 standard deviations from the mean. Once again, the 
conditional signifi cance of these variables is apparent. At “low” levels 
of G-5 preference heterogeneity ( COVG5BANK =  45.6), a one standard 
deviation increase in G-5 bank exposure ( G5BANK ) increases the IMF 
loan size by nearly 50 percent of a country’s quota (0.44). In contrast, 
at “high” levels of  COVG5BANK  (185.4), greater G-5 bank exposure 

  53     The data were analyzed using Stata 9 and the post-estimation supplementary 
software modules Clarify (King, Tomz, and Wittenberg 2000) and SPost 
(www.indianna.edu/~jslsoc/spost.htm) (Long and Freeze 2001).  

 IMF loan (model 1)    

 Variable 

 Predicted change 
in loan size 
(  AMTQTA  ) 

 Substantive change 
in each variable 

GDP 0.36 $25.6 billion to 
$108 billion

GDP growth –0.23 0.78% to 7.72%
Current account/GDP –0.08 –3.24% to 1.2%
External debt/GDP 0.15 58.5% to 94.3%
Short-term debt/reserves 0.15 0.79 to 3.10
Propensity score –0.12 0.33 to 0.50
G-5 UN voting affi nity 

heterogeneity
 SDS (G5S = 1) 0.11 0.31 to 0.37
 SDS (G5S = 1.36) 0.13** 0.31 to 0.37
 SDS (G5S = 1.72) 0.16 0.31 to 0.37

     Note:  ** = signifi cant at 5 percent.    

Table 3.5  (cont.)
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results in a signifi cant reduction in IMF loan size (–0.16). Together, these 
results provide strong evidence in support of the common agency theory   
of IMF decision-making. When G-5 governments’ domestic fi nancial 
interests in an IMF borrower country are both more intense and more 
unifi ed, the Fund approves substantially larger loans. As the preferences 
of the Fund’s principals diverge, however, more intense interests (i.e. 
higher levels of  G5BANK ) create confl ict within the executive board 
and result in approval of smaller IMF loans. 

 Similarly, the effect of G-5 preference heterogeneity on IMF loan size 
is conditional on preference intensity. At low levels of G-5 bank expo-
sure ($3.4 million), a one standard deviation increase in  COVG5BANK  
increases IMF loan size by 20 percent of a country’s IMF quota. Once 
again, this may be evidence of bureaucratic rent-seeking  , as the Fund 
staff exploits divergent G-5 preferences in lending cases in which the 
Fund’s principals, as a group, have weak domestic fi nancial interests. 
Alternatively, however, this fi nding may indicate a logrolling dynamic, 
as the G-5 support each other’s preferred borrower countries in cases 
in which aggregate G-5 interests are weak. In contrast, at high lev-
els of  G5BANK  ($72.2 billion), greater G-5 preference heterogeneity 
( COVG5BANK ) reduces loan size by 31 percent. The loan size regres-
sions also provide evidence that some G-5 countries exercise greater 
infl uence within the IMF than others. Both  JPSHARE  and  GRSHARE , 
Japan  ese and Germ  an bank exposure as shares of total G-5 lending, 
respectively, are negative and signifi cant in model 2. This result sug-
gests that countries of greater fi nancial importance to Germany and 
Japan receive less favorable treatment than borrowers with more exten-
sive ties to the remaining G-5 governments. Finally, the effect of a one 
standard deviation increase in  PCTBOND  is less substantial (0.10 
times quota) than these G-5 measures, although its magnitude is still 
quite large relative to the mean predicted loan size (0.88 times quota). 
Moreover, both the magnitude and signifi cance of this effect increase in 
models 3 and 4, the specifi cations testing alternative measures of IMF 
loan size. Thus, the evidence linking the composition of international 
lenders to variation in Fund loan amounts is quite robust  . 

 In sum, the loan size regressions offer substantial evidence in sup-
port of my theoretical argument and its hypotheses linking changes 
in patterns of fi nancial globalization   to IMF lending decisions. At the 
same time, the results also illustrate the importance of several eco-
nomic and political variables previously identifi ed in the literature; 
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indeed, many of the control variables are signifi cant and signed as 
expected across the various specifi cations in  table 3.4 . Countries 
already under IMF programs ( PASTLOAN ) receive smaller new 
loans, while larger countries ( GDP ) receive larger loans. Likewise, 
arrangements under the Extended Fund Facility ( EFF )     are larger, 
given their typically longer duration and the fact that they are pro-
vided to countries facing more severe balance of payments problems. 
Economic growth and current account balances are negatively associ-
ated with loan size, while the various measures of external debt levels 
(external debt/GDP, debt service/exports, short-term debt/reserves) 
are all signifi cant and associated with larger loans in one or more of 
the specifi cations. These results reinforce the notion that, although 
patterns of fi nancial globalization strongly infl uence IMF lending 
behavior, “technocratic” economic factors also play a central role in 
shaping Fund decisions about loan size and conditionality  . 

 In marked contrast to this robust evidence in support of the book’s 
core argument, the models provide only limited support for the exist-
ing alternative political explanations of IMF behavior. The veto play-
ers variable ( CHECKS ), measuring the structure of domestic political 
institutions in a borrowing country, is positive and signifi cant in mod-
els 4 and 5, but not signifi cant in model 3. Likewise, the loan size 
models provide little evidence to support “public choice” theories of 
IMF lending: the IMF’s liquidity ratio is never signifi cant, while the 
quota review dummy is weakly signifi cant and positive only in model 
4. This fi nding offers limited support in favor of the “hurry up” lend-
ing hypothesis, which argues that the Fund staff will propose larger 
loans during quota reviews in order to create demand for Fund credit 
and to generate pressure on IMF shareholders to increase the Fund’s 
resources. Overall, however, the models suggest that these existing 
political theories of Fund lending have not been the primary determi-
nants of variation in IMF loan size during the last two decades. 

 Similarly, the loan size models provide only limited evidence in 
favor of the widely held view that geopolitical factors or the foreign 
policy interests of the Fund’s largest shareholders are the key political 
determinants of IMF lending behavior. In model 2,  SDS , the measure 
of G-5 UN voting affi nity heterogeneity  , is positive and signifi cant. 
Once we include the aforementioned interaction term ( G5S  X  SDS ) 
between these two variables in models 3 to 5, however, we see that 
this variable has only a limited effect on IMF loan size. Indeed, as 
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 table 3.5  clearly illustrates,  SDS  is positive and signifi cant in model 3 
only when  G5S  is at its mean, whereas it loses statistical signifi cance 
at both high and low levels of  G5S . Moreover, the average level of 
G-5 UN affi nity ( G5S ) is not statistically signifi cant at any level of 
 SDS  in the loan size regressions.  54   Unlike the G-5 fi nancial interest 
variables, these results suggest that divergent views over the geopo-
litical importance of an IMF borrower result in a logrolling dynamic 
within the executive board in some cases. Specifi cally, this result sug-
gests that the G-5 are willing to support each other’s foreign policy 
allies within the IMF, provided the country in question is of moderate 
importance to the Fund’s principals as a group (i.e.  G5S  is at its mean 
value). One possible interpretation of this fi nding is that geopolitics 
within the IMF   operates through a “spheres of infl uence” dynamic, in 
which each G-5 government advocates on behalf of certain countries 
in which it has a signifi cant regional or foreign policy interest (e.g. 
France   in north Africa,   Germany   in eastern Europe  ). That said, given 
that this effect disappears at high levels of  G5S , as well as the fact that 
aggregate G-5 UN voting affi nity ( G5S ) is insignifi cant at all values of 
 SDS , we should exercise caution in ascribing too much importance to 
geopolitics as a determinant of IMF lending behavior. Indeed, the loan 
size models provide strong evidence that G-5 governments’ preferences 
over IMF loan size are shaped far more strongly by fi nancial than by 
geopolitical interests. 

  Conditionality models 

 The loan size regressions provide strong evidence in support of the 
book’s argument that changes in the composition of international cap-
ital fl ows to developing countries are the key determinant of variation 
in IMF lending  . Moreover, they illustrate that both G-5 domestic fi nan-
cial interests   and IMF staff concerns about   catalytic fi nancing infl u-
ence Fund lending decisions – a fi nding that reinforces the common 
agency   theory of IMF policymaking. In  table 3.6 , I turn to an analysis 
of conditionality   by presenting the results of four statistical models. 

  54     As these control variables are not direct tests of the book’s core argument, I 
have omitted the charts of the interactive marginal effects of  G5S  and  SDS  
that correspond to  fi gures 3.1  and  3.2  for G-5 fi nancial interests. These 
charts mirror the results presented in the fi rst differences table ( table 3.5 ) and 
are available on request from the author.  
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 Table 3.6      IMF conditionality regressions 

 Model  1  2  3  4 

 Variable 
 Total 
conditions 

 Performance 
criteria  Prior actions 

 Benchmarks/
targets 

G-5 bank exposure 
($ billions, log) 

–0.0914 –0.0873 –0.5094 –0.2152

( G5BANK ) [0.0742] [0.0610] [0.3751] [0.3190]
Coeffi cient of 

variation, G-5 
bank exposure

–0.0010 –0.0016* –0.0042 –0.0031

( COVG5BANK ) [0.0013] [0.0009] [0.0066] [0.0045]
 G5BANK  3 0.0000 0.0003 0.0029** –0.0003
 COVG5BANK [0.0002] [0.0002] [0.0013] [0.0012]
Percent bond debt 0.0059*** –0.0009 0.0315*** 0.0156*
( PCTBOND ) [0.0022] [0.0017] [0.0092] [0.0080]
Percent private non-

guaranteed debt
–0.0010 –0.0027 0.0214 –0.0001

( PCTPNG ) [0.0036] [0.0021] [0.0142] [0.0086]
US share, G-5 bank 

exposure
–0.3056 –0.1389 5.3050* –0.1457

( USSHARE ) [0.4333] [0.3363] [2.8346] [1.6468]
UK share, G-5 

bank exposure
–0.6594 –0.3769 4.1806 –4.5309*

( UKSHARE ) [1.0078] [0.7210] [3.8507] [2.6712]
Japanese share, G-5 

bank exposure
–0.5882 –0.4872 3.4297 0.3803

( JPSHARE ) [0.5663] [0.5661] [3.0665] [1.6742]
German share, G-5 

bank exposure
1.2121*** 0.5417** 5.9460* 3.7571**

( GRSHARE ) [0.4269] [0.2266] [3.0385] [1.8279]
French share, G-5 

bank exposure
0.2492 0.0896 6.5700** –0.3924

( FRSHARE ) [0.7479] [0.5789] [3.3129] [2.1139]
Years since last 

IMF loan
0.6989* 0.4986* 0.1957 1.3739*

( LASTLOAN ) [0.3754] [0.2677] [1.4465] [0.8292]
Cubic temporal 

spline 1
0.2289* 0.1420* 0.0400 0.3946

[0.1172] [0.0823] [0.4362] [0.2400]
Cubic temporal 

spline 2
–0.0927*
[0.0477]

–0.0544*
[0.0330]

–0.0196
[0.1744]

–0.1465
[0.0958]

Cubic temporal 
spline 3

0.0062*
[0.0037]

0.0024
[0.0024]

0.0034
[0.0128]

0.0035
[0.0078]

Extended Fund 
Facility ( EFF )

0.1005
[0.0825]

0.0976
[0.0619]

–0.0875
[0.3096]

0.1799
[0.3418]
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 Model  1  2  3  4 

 Variable 
 Total 
conditions 

 Performance 
criteria  Prior actions 

 Benchmarks/
targets 

Gross domestic 
product ($ 
millions, log) 

0.1980** 0.0873 0.3802 0.5285

( GDP ) [0.0892] [0.0719] [0.4433] [0.3558]
GDP per capita –0.6431*** –0.1971 –1.8656*** –0.9283**
( GDPPC ) [0.1487] [0.1285] [0.6560] [0.3644]
GDP growth (%) –0.0677*** –0.0319* –0.0521 –0.1313**
( GROWTH ) [0.0235] [0.0166] [0.0916] [0.0551]
Current account/

GDP (%) 
–0.0104 –0.0031 0.0238 –0.0198

( CURRGDP ) [0.0130] [0.0096] [0.0513] [0.0392]
External debt/GDP 

(%) 
0.0037 0.0038** 0.0034 0.0045

( EDTGDP ) [0.0025] [0.0019] [0.0101] [0.0071]
Short-term debt/

reserves (log) 
0.1984** 0.1262* –0.2320 0.5366**

( STDRES ) [0.0943] [0.0754] [0.3869] [0.2650]
Currency crisis 0.1438 0.1350* 0.6421 –0.3094
( CRASH ) [0.0982] [0.0817] [0.4331] [0.2560]
Veto players (log) 0.1340** –0.0051 0.1025 0.2469
( CHECKS ) [0.0661] [0.0538] [0.3180] [0.2594]
G-5 UN voting 

affi nity (mean 
“S” score) 

–0.0963 0.8161 –1.6671 –2.3692

( G5S ) [0.8547] [0.5283] [4.5875] [2.7490]
Standard deviation, 

G-5 “S” scores
–0.7664 4.4395 6.4049 –20.4232*

( SDS ) [4.1233] [2.8353] [24.6608] [12.1146]
 G5S  3  SDS 2.0230 –2.8042 –4.7915 19.2364**

[2.9927] [2.0666] [16.1872] [9.3388]
Propensity score –3.6061** –2.0777* 0.4276 –8.8756**
( PSCORE ) [1.5046] [1.1158] [6.1173] [3.5735]
IMF liquidity ratio 

(%) 
–0.4142 –1.0293** –3.6026 0.5034

( LIQRATIO ) [0.8623] [0.4931] [2.7614] [2.5909]
IMF quota review 

(dummy) 
0.1027 –0.0644 –0.4879 0.6515

( REVIEW ) [0.1002] [0.0739] [0.3892] [0.4815]
Number of currency 

crises in year  t 
–0.0137 –0.0236 –0.0094 0.0008

Table 3.6  (cont.)
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 Model  1  2  3  4 

 Variable 
 Total 
conditions 

 Performance 
criteria  Prior actions 

 Benchmarks/
targets 

( CRISES ) [0.0274] [0.0164] [0.1001] [0.0843]
LIBOR (%) –0.0100 –0.0138 –0.1463 –0.0445

[0.0293] [0.0202] [0.1001] [0.0632]
Middle East 0.1690 –0.4303* 3.2618* 1.5604**

[0.2826] [0.2346] [1.7718] [0.7781]
Africa 0.3188 –0.2817 5.0749* 0.4543

[0.5065] [0.3475] [2.8188] [1.2375]
Europe/central 

Asia
0.3560 0.0060 4.3716*** –0.5687

[0.2703] [0.2094] [1.6532] [0.9018]
Americas 0.1904 –0.0020 1.5285 0.1601

[0.1629] [0.1327] [1.2953] [0.5688]
Constant 6.0072*** 2.5493** 7.5440 6.1525

[2.0757] [0.9997] [10.4331] [7.3275]

 Observations  175  177  175  175 
 Number of 

countries 
 44  44  44  44 

 Log-likelihood  –522.236  –380.382  –255.133  –361.626 

 Alpha  0.089    1.324  1.248 
 Poisson goodness 

of fi t (chi  2  ) 
 410.571  –118.998  412.786  640.916 

 Poisson goodness 
of fi t (Pr > chi  2  ) 

 0.000  0.911  0.000  0.000 

     Notes:  Models 1, 3, and 4 (negative binomial); model 2 (poisson): robust standard 
errors in brackets. * = signifi cant at 10 percent; ** = signifi cant at 5 percent; 
*** = signifi cant at 1 percent. East Asian regional dummy dropped.    

Table 3.6  (cont.)

Model 1 employs the total number of conditions ( TC ) included an IMF 
loan as the dependent variable, while models 2 to 4 substitute perform-
ance criteria ( PC )   , prior actions   ( PA ), and benchmarks/targets ( BT ), 
respectively.    

 While the loan size regression results were largely consistent across 
specifi cations, the results for the conditionality models   tell a more 
complex story about the relationship between changes in the com-
position of international capital fl ows and IMF lending. In addition, 
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they shed further light on the nature of the principal–agent relation-
ship   between G-5 governments and the IMF staff. On the one hand, 
the variables measuring G-5 governments’ fi nancial interests have no 
signifi cant effect on the total number of conditions included in IMF 
loans, on the Fund’s use of prior actions  , or on its decisions about the 
number of “soft” conditions (structural benchmarks   and indicative 
targets  ) included in IMF loans. Once again, however, it is not possible 
to interpret the raw coeffi cients directly on either interaction terms or 
their components. Therefore, we must turn again to the conditional 
marginal effects graphs in order to see clearly these interactive effects 
between  G5BANK  and  COVG5BANK .  Figures 3.2  to  3.5 , which 
present graphs of the estimated effect of G-5 bank exposure inten-
sity ( G5BANK ) at different levels of G-5 bank exposure heterogeneity 
( COVG5BANK ) – and vice versa – illustrate these complex relation-
ships for each of the four dependent variables in the conditionality 
analysis.             

 In addition to these results, the measures of the G-5 countries’ indi-
vidual bank exposure “shares” are not consistently signifi cant across 
the various specifi cations in  table 3.6 . These fi ndings, coupled with 
the signifi cance of both  PCTBOND  and many of the “technocratic” 
economic variables discussed below, suggest that the IMF’s most 
powerful member states – in contrast to their prominent role in shap-
ing decisions about Fund loan size – exercise less extensive infl uence 
over decisions about conditionality.   Rather, the IMF staff appears to 
enjoy substantial autonomy  , or agency slack  , in setting the terms of 
Fund programs. 

 On the other hand, the results and charts do indicate that G-5 gov-
ernments exercise some infl uence over IMF conditionality  . In particu-
lar, they suggest that the G-5 play a role in determining the Fund’s use 
of performance criteria, the “hardest” type of conditionality included 
in Fund programs.  Panel  (a) of  fi gure 3.3  illustrates that aggregate G-5 
bank exposure ( G5BANK ) has no signifi cant effect on the number of 
performance criteria attached to an IMF loan, regardless of the level 
of G-5 preference heterogeneity ( COVG5BANK ):  G5BANK  is nega-
tively signed, but its coeffi cient is never signifi cantly different from 
zero. As illustrated in panel (b) of  fi gure 3.3 , however,  COVG5BANK  
has a negative and signifi cant effect on the number of PCs, although 
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 Figure 3.3      Interactions between G-5 bank exposure intensity and heteroge-
neity, conditionality (performance criteria)  
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Figure  3.4      Interactions between G-5 bank exposure intensity and hetero-
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 Figure 3.5       Interactions between G-5 bank exposure intensity and hetero-
geneity, conditionality (benchmarks/targets)  
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this effect disappears as  G5BANK  increases. Thus, G-5 disagree-
ments about the fi nancial importance of a particular country lead 
to reductions in conditionality only in cases in which the borrower 
is of little importance to the G-5 as a group (i.e. when  G5BANK  is 
below its median value). In cases in which G-5 collective interests are 
strong (i.e. when  G5BANK  is at or above its median value), greater 
preference heterogeneity does not result in such leniency about IMF 
conditionality.  Table 3.7  provides fi rst differences illustrating the 
actual substantive impact of this fi nding, as well as the substantive 
impact of the remaining signifi cant variables in the conditionality   
specifi cations.  55    

  Viewed in conjunction with the fi ndings of the loan size regres-
sions, these results from the conditionality   models illustrate that the 
IMF does not simply “bail out” all countries of fi nancial importance 
to its largest shareholders. In fact, to the extent that IMF provides 
such bailouts   (i.e. larger loans on more lenient terms) at all, it appears 
to do so only in very limited circumstances: specifi cally, when aggre-
gate G-5 bank exposure ( G5BANK ) is low and G-5 preference het-
erogeneity   ( COVG5BANK ) is high. In such cases, when a single G-5 
government cares strongly about the lending outcome but its counter-
parts do not, IMF loans – all else equal – contain fewer performance 
criteria. In contrast, in the country cases typically seen as bailout can-
didates – those in which  G5BANK  is high, indicating that the Fund’s 
principals have more intense domestic fi nancial interests – greater 
preference heterogeneity actually results in  smaller  loans, while the 
aforementioned negative effect of  COVG5BANK  on the number of 
PCs loses statistical signifi cance. Put simply, the distribution of pref-
erences among G-5 governments does play an important role in shap-
ing IMF lending decisions, but it does not, as commonly assumed, 
lead to bailouts in all large-country cases.  

  55     One interesting and unexpected fi nding in the conditionality   regressions is 
that more extensive German   bank exposure ( GRSHARE ) appears to result 
in a larger number of total conditions (model 1). This variable is only weakly 
signifi cant (90 percent confi dence level), however, and it is not signifi cant 
in the remaining conditionality models. While we should be cautious in 
inferring too much from this single result, it may suggest that the German 
government is somewhat less effective than its G-5 counterparts in ensuring 
that countries it deems fi nancially important receive preferential treatment 
from the IMF.  
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 Table 3.7     First differences, conditionality models 

 Total conditions (model 1) 
 Predicted number of conditions, all variables at means: 11.43 

 Variable 

 Predicted 
change 
  (number of 
conditions) 

 Substantive change 
in each variable 

Percent bond debt 2.07 22.9% to 51.2%
German share, G-5 bank exposure 4.64 27.7% to 54.6%
GDP 3.91 $25.6 billion to 

$108 billion
GDP per capita –2.56 $5,486 to $8,185
GDP growth –4.27 0.78% to 7.72%
Short-term debt/reserves 3.64 0.79 to 3.10
Veto players 0.99 3 to 5
Propensity score –5.10 0.33 to 0.50
G-5 UN voting affi nity heterogeneity
 SDS (G5S = 1) 0.77 0.31 to 0.37
 SDS (G5S = 1.36) 1.45** 0.31 to 0.37
 SDS (G5S = 1.72) 2.71** 0.31 to 0.37

 Performance criteria (model 2) 
 Predicted number of performance criteria, all variables at means: 6.34 

 Variable 

 Predicted 
change 
 (number of 
conditions) 

 Substantive change 
in each variable 

G-5 bank exposure heterogeneity
 COVG5BANK (G5BANK = 

$3.4 million) 
–0.90** 115.53 to 162.60

 COVG5BANK (G5BANK = 
$1.6 billion) 

–0.43 115.53 to 162.60

 COVG5BANK (G5BANK = 
$72.2 billion) 

–0.14 115.53 to 162.60

GDP growth –1.24 0.78% to 7.72%
External debt/GDP 0.93 58.48% to 94.30%
Short-term debt/reserves 1.23 0.79 to 3.10
Currency crisis 0.93 0 to 1
IMF liquidity ratio –0.94 0.30 to 0.46
Propensity score –1.83 0.33 to 0.50
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 Total conditions (model 1) 

 Prior actions (model 3) 
 Predicted number of prior actions, all variables at means: 0.69 

 Variable 
 Predicted 
change 

 Substantive 
change in each 
variable 

Percent bond debt 0.97 22.9% to 51.2%
US share, G-5 bank exposure 2.22 29.7% to 53.7%
German share, G-5 bank exposure 3.66 27.7% to 54.6%
French share, G-5 bank exposure 2.23 15.6% to 34.2%
GDP per capita –0.34 $5,486 to $8,185

 Benchmarks/targets (model 4) 
 Predicted number of benchmarks/targets, all variables at means: 2.04 

 Variable 
 Predicted 
change 

 Substantive change 
in each variable 

Percent bond debt 1.17 22.9% to 51.2%
UK share, G-5 bank exposure –0.59 8.5% to 16.1%
German share, G-5 bank exposure 4.05 27.7% to 54.6%
GDP per capita –0.52 $5,486 to $8,185
GDP growth –1.19 0.78% to 7.72%
Short-term debt/reserves 2.48 0.79 to 3.10
Propensity score –1.53 0.33 to 0.50
G-5 UN voting affi nity
 G5S (SDS = 0.21) 0.62 1.36 to 1.60
 G5S (SDS = 0.31) 3.11** 1.36 to 1.60
 G5S (SDS = 0.41) 12.89** 1.36 to 1.60
G-5 UN voting affi nity heterogeneity
 SDS (G5S = 1) –0.06 0.31 to 0.37
 SDS (G5S = 1.36) 0.88** 0.31 to 0.37
 SDS (G5S = 1.72) 11.64** 0.31 to 0.37

     Note:  ** = signifi cant at 5 percent.    

Table 3.7 (cont.)
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 Along with these aggregate measures of G-5 bank exposure, 
several of the individual G-5 bank exposure “share” variables are 
also signifi cant in the conditionality   models. Specifi cally, the results 
indicate that more extensive German   bank exposure ( GRSHARE ) 
consistently results in more extensive conditionality:  GRSHARE  is 
positive and statistically signifi cant in all four conditionality models. 
In contrast, the remaining G-5 “share” variables are only intermit-
tently signifi cant and of varying sign: more extensive American and 
French bank exposure ( USSHARE ,  FRSHARE ) is correlated with a 
larger number of prior actions (model 3), while more extensive British 
bank exposure ( UKSHARE ) is  negatively  associated with the number 
of benchmarks/targets (model 4). On the whole, these results to seem 
to indicate that the German government is rather less effective than its 
G-5 counterparts in ensuring that countries it regards as fi nancially 
important receive preferential treatment from the Fund. Nevertheless, 
given that German (and French) banks tend to have greater expo-
sure to the poorest countries in the data sample (the central and 
eastern European countries and north African/Middle Eastern bor-
rowers, respectively), these results may simply indicate a greater need 
for structural adjustment by these borrowers, rather than less infl u-
ence of these Fund principals relative to the United States, United 
Kingdom, and Japan. Finally, given the fairly high degree of multicol-
linearity among these G-5 “share” variables, these results may simply 
be spurious correlations. As with the “share” variable results from 
the loan size regressions, therefore, we should interpret these results 
with caution. 

 In addition to highlighting the nature of (and limits to) G-5 infl u-
ence over IMF lending decisions, the conditionality   models also 
provide qualifi ed support for the hypotheses linking changes in the 
composition of international borrowers and lenders to IMF staff 
expectations about catalytic fi nancing  . As in the loan size regres-
sions,  PCTBOND  is positive and statistically signifi cant in model 1 
(total conditions), model 3 (prior actions), and model 4 (benchmarks/
targets). Moreover, as expected, the largest effect of  PCTBOND  on 
conditionality occurs in the prior actions model (model 3). This fi nd-
ing lends further support to the catalytic fi nancing logic, since these 
 ex ante  conditions are explicitly intended to be an outward signal to 
global fi nancial markets of a borrower government’s commitment to 
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future economic reform  .  56   In contrast,  PCTBOND  does not have a 
signifi cant effect on the number of performance criteria included in 
an IMF loan (model 2). These results shed further light on the IMF 
staff’s calculations as it designs and proposes Fund programs to the 
executive board for approval. In particular, they suggest that changes 
in the composition of international capital fl ows from bank lending to 
bond fi nancing   have infl uenced staff decisions about both the  amount  
and  timing  of the conditionality included in IMF programs: rather 
than adding more  ex post  conditionality (e.g. performance criteria) 
in order to address private international creditors’ more severe col-
lective action costs and reluctance to provide catalytic fi nancing  , the 
staff has shifted toward the use of more  ex ante  “hard” conditions 
(prior actions)  , as well as additional “soft” conditions (benchmarks/
targets), in order to generate the desired catalytic effect on private 
capital fl ows. 

 Although the conditionality   models reinforce the importance of the 
shift from bank lending to bond fi nancing  , they suggest that the com-
position of a country’s borrowers (i.e. sovereign versus non-sovereign) 
is of less importance in shaping Fund decisions about conditionality. 
As  table 3.6  demonstrates,  PCTPNG , the share of private non-guaran-
teed debt  , is not signifi cant in any of the conditionality specifi cations, 
even though it is positively signed, as expected, in each regression 
and approaches statistical signifi cance (p = 0.12) in the prior actions 
model. As in the loan size models, this unexpected negative result may 
be due to the fact that the IMF is less willing to exert its infl uence in 
non-sovereign lending cases, even though creditors’ collective action 
problems are more severe and a large-scale IMF bailout might have 
the desired catalytic effect. Thus, while the preliminary two-by-two 
tables suggest that the increase in non-sovereign capital fl ows has sub-
stantially infl uenced IMF lending, these fi ndings are not echoed in the 
multivariate analysis. Nonetheless, the absence of a clear, systematic 
effect of  non-sovereign capital fl ows on IMF lending in the multivari-
ate regressions does not mean that this change in patterns of fi nan-
cial globalization   is unimportant in all Fund lending cases. Indeed, 

  56     Thomas   and Ramakrishnan   ( 2006 ) fi nd that the implementation of prior 
actions is a strong predictor of compliance   with subsequent conditionality  , 
thereby reinforcing this “signaling” logic.  
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as discussed extensively in  chapter 5 , this shift from sovereign to non-
sovereign borrowing   played a central role in at least one major IMF 
lending episode in the last two decades: the Fund’s bailout of South 
Korea in 1997/8. 

 The statistical analysis also illustrates that catalytic fi nancing con-
cerns are only one factor infl uencing IMF staff choices about con-
ditionality  . Indeed, as expected, a number of the control variables 
included in the regressions are also signifi cant determinants of condi-
tionality. The substantive effects of these control variables are illus-
trated in  table 3.7 . Several interesting patterns emerge from the data. 
Apart from  PCTBOND ,  GDP , GDP per capita ( GDPPC ), economic 
growth ( GROWTH ), and short-term debt/reserves ( STDRES ) are all 
signifi cant in model 1 (total conditions). In addition, a number of the 
macroeconomic and external debt measures are also signifi cant in one 
or more of the remaining models. As with the loan size analysis, these 
results once again indicate that “technocratic” economic criteria play 
a key role in shaping IMF lending decisions. In addition, the nega-
tive and signifi cant result on the propensity score variable ( PSCORE ) 
in three of the conditionality specifi cations (models 1, 2, and 4) is a 
further indication that strong selection effects exist in IMF lending. 
In particular, countries that are more likely to request IMF loans are 
also more likely to receive lenient treatment from the Fund, in the 
form of less extensive conditionality. 

 Several additional control variables are also signifi cant in one or 
more of the conditionality   specifi cations.  CHECKS , the veto play-
ers variable, is positive and signifi cant in model 1, indicating that 
the Fund imposes more extensive conditionality when a borrower 
government faces greater domestic political opposition. The cur-
rency crisis dummy ( CRASH ) is also positive and signifi cant in the 
performance criteria regression (model 2), a likely indicator of the 
Fund’s overarching concern with providing clear signals of a coun-
try’s creditworthiness and liquidity to international investors dur-
ing fi nancial crises. The IMF liquidity ratio variable ( LIQRATIO ) is 
negative and signifi cant in model 2, suggesting that the Fund imposes 
less extensive conditionality when it has greater resources available 
to lend. 

 Finally, in contrast to the loan size regressions, the conditionality 
models provide somewhat greater support for geopolitical theories 
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of IMF lending. Although the component terms of the interaction 
between mean G-5 UN voting affi nity ( G5S ) and its standard devia-
tion ( SDS ) are insignifi cant in all four models (with the exception 
of  SDS  in model 4),  table 3.7  illustrates that these variables do have 
a signifi cant conditional effect on some types of conditionality. For 
example, greater heterogeneity of G-5 UN voting affi nity with an 
IMF borrower country ( SDS ) has a positive and signifi cant effect 
on both the total number of conditions (model 1) included in a Fund 
program and the number of benchmarks/targets (model 4) when 
 G5S  is at or above its mean value. Furthermore,  G5S  is associated 
with more extensive use of benchmarks/targets (model 4) at medium 
to high levels of  SDS.  Thus, while the loan size model provided only 
weak evidence of “geopolitical logrolling,” the conditionality speci-
fi cations suggest that differences between the Fund’s principals over 
the geopolitical or foreign policy importance of a borrower result in 
the inclusion of more extensive “soft” conditionality in IMF loans. 
G-5 foreign policy interests do not appear to infl uence the Fund’s 
decisions about “hard” conditionality   (performance criteria, prior 
actions), however. These results once again cast doubt on the widely 
held view that the foreign policy interests of the Fund’s largest 
shareholders constitute the dominant political factor shaping IMF 
lending policies. 

    Robustness analysis: alternative specifi cations 
of the IMF’s principals 

 Ultimately, both the loan size and conditionality   models provide 
substantial and robust evidence in support of the book’s core 
argument that changes in the composition of international capital 
fl ows – by shaping both G-5 governments’ interests and those of the 
IMF staff – are a critical determinant of variation in Fund lending 
behavior over the last two decades. In order to assess the robust-
ness of these fi ndings further, however, I test an additional set of 
model specifi cations in this fi nal section. In  table 3.8 , I substitute 
“US-only” measures of bank exposure (and UN voting affi nity) 
for the G-5 variables included in the loan size and conditionality 
models discussed previously. This respecifi cation directly tests my 
common agency theory of IMF lending against the dominant view 
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in the existing literature that the Fund is effectively controlled by 
the US government alone, rather than by the G-5 countries as a 
group. In  tables 3.9  and  3.10 , I reanalyze loan size and conditional-
ity, respectively, by replacing the G-5 variables with corresponding 
measures for the G-7   and G-10  . These specifi cations are intended 
as checks to ensure that my fi ndings above are not dependent on 
my focus on the G-5 as the relevant set of countries comprising the 
Fund’s collective principal  .          

 Several interesting fi ndings emerge from these additional specifi -
cations. First and foremost, the results in  table 3.8  cast signifi cant 
doubt on the view that the US government controls IMF policy-
making. Across all seven models of loan size and conditionality  , nei-
ther US bank exposure ( USBANK ) nor the US share of total G-5 
bank exposure ( USSHARE ) is statistically signifi cant. These null 
fi ndings contrast markedly with the earlier results, which showed 
a strong correlation between the intensity and heterogeneity of G-5 
bank exposure and IMF loan characteristics. Similarly, voting affi n-
ity in the UN between the US and IMF borrower countries ( USS ) is 
not signifi cant in the four conditionality models (models 4 to 7), and 
 negatively  correlated with IMF loan size in models 1 to 3. In contrast 
to past studies, therefore, my results do not support the view that 
the United States’ foreign policy allies receive more favorable treat-
ment from the Fund. Furthermore, as the goodness-of-fi t statistics 
indicate, the original G-5 specifi cations, as a whole, are preferable to 
the “US-only” models. 

 Altogether, these results offer strong evidence that the common 
agency theory of IMF decision-making more accurately captures the 
dynamics of Fund policymaking and better explains variation in the 
size and terms of IMF loans during the last two decades. In short, 
despite the fact that the US-centric view of IMF politics is widely held 
by scholars and Fund critics alike, the statistical analysis emphatically 
rejects this perspective in favor of the common agency theory. Once 
again, this is not to say that American interests have no infl uence 
over IMF lending. Indeed, as the Mexican and South Korean case 
studies below illustrate, the US government’s preferences are critically 
important in many high-profi le lending cases. Nonetheless, the stat-
istical analysis presented here quite clearly illustrates that American 
infl uence is not nearly as dominant as the conventional wisdom 
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suggests, and that we must also consider the interests and infl uence of 
other powerful states within the IMF when seeking to explain Fund 
lending policies. 

 Second, the results of  tables 3.9  and  3.10  show that my earlier fi nd-
ings are highly robust to alternative specifi cations of the member-
ship of the IMF’s “collective principal.”    To illustrate this clearly, I 
include charts of the conditional, interactive effects of G-7 and G-10 
bank exposure intensity ( G7BANK ,  G10BANK ) and heterogeneity 
( COVG7BANK ,  COVG10BANK ) in appendix 3 at the end of the 
book. As these charts illustrate, the same patterns evident in the earl-
ier G-5 models are largely echoed in these new specifi cations. In fact, 
the interactive relationship between the intensity and heterogeneity of 
bank exposure among the IMF’s largest shareholders is even stronger 
and more signifi cant in the G-7 loan size results than it was in the G-5 
analysis. These effects are also evident in the G-10 loan size models, 
although they are both less substantial and less signifi cant than in the 
G-5   and G-7   specifi cations. 

 Similarly, these new G-7 and G-10 results mirror the earlier fi nding 
that the Fund’s principals have substantially less infl uence over IMF 
conditionality   than over decisions about loan size. The new models 
differ somewhat from the G-5 specifi cations on the nature of this 
infl uence, however. For example, the one signifi cant result from the 
G-5 conditionality models – the fi nding that G-5 bank exposure het-
erogeneity ( COVG5BANK ) is negatively correlated with the number 
of performance criteria at low levels of aggregate G-5 bank expos-
ure ( G5BANK ) – is no longer evident in the G-7 and G-10 specifi ca-
tions ( table 3.10 , models 2 and 6). Moreover, in contrast to the earlier 
results,  G7BANK  is negatively correlated with fewer prior actions at 
low levels of  COVG7BANK  (and vice versa), in  table 3.10 , model 3. 
Finally,  G10BANK  is  negatively  correlated with fewer total condi-
tions at high levels of  COVG10BANK  ( table 3.10 , model 5) and with 
fewer prior actions in general ( table 3.10 , model 7). These slight dif-
ferences notwithstanding, the results of  tables 3.9  and  3.10  strongly 
indicate that my fi ndings are not contingent on a focus on the G-5 as 
the Fund’s de facto collective principal  . 

 Third, the G-7 and G-10 models illustrate that the previous fi nd-
ings linking levels of bond debt ( PCTBOND ) to both IMF loan 
size and conditionality   are strongly robust across specifi cations. 
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 PCTBOND  is once again positive and signifi cant in each of the loan 
size specifi cations in  table 3.9 . Likewise, as in the earlier analysis, 
 PCTBOND  is also positive and signifi cant in the conditionality 
models for total conditions, prior actions, and benchmarks/targets. 
Thus, alternative specifi cations of the IMF’s “collective principal  ” 
do not alter the fi nding that changes in the composition of private 
international lenders from banks to bondholders   consistently infl u-
ence Fund decisions about both the size and terms of its lending 
arrangements. 

 Finally, in contrast to the earlier models, these new specifi cations 
offer partial evidence in support of the hypothesis linking levels of non-
sovereign debt ( PCTPNG ) to IMF lending policies. Whereas  PCTPNG  
was not statistically signifi cant in any of the G-5 loan size or condition-
ality   models, it is positive and signifi cant in two of the “US-only” condi-
tionality specifi cations (models 5 and 8). Similarly,  PCTPNG  is positive 
and signifi cant in model 4 of  table 3.9 , the G-10 loan size (amount/
quota) specifi cation. Although we should exercise caution in ascribing 
too much signifi cance to these intermittently signifi cant results, these 
fi ndings nevertheless suggest that the earlier lack of evidence in support 
of this hypothesis may be due, at least in part, to model specifi cation. 
Further research is clearly warranted to ascertain the extent to which 
this particular change in patterns of fi nancial globalization   infl uences 
IMF lending behavior over time and across cases. 

   Conclusions 

 This chapter has presented a series of statistical tests of the book’s 
core argument that changes in patterns of fi nancial globalization   are 
the key determinant of variation in IMF lending. These shifts in the 
composition of international capital fl ows to developing countries 
infl uence IMF lending through two channels  : they determine both 
the domestic fi nancial interests of the Fund’s largest shareholders and 
the policy preferences of its bureaucrats. On the whole, the results of 
this analysis offer clear and robust evidence that these actors’ prefer-
ences – and, therefore, IMF loan size and conditionality   – vary system-
atically in accordance with changes in the composition of developing 
countries’ private international debt. All else equal, IMF programs 
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are larger and include fewer conditions when G-5 domestic fi nancial 
interests in a borrowing country (as measured by commercial bank 
exposure) are more intense, while loans are smaller and contain more 
extensive conditionality when G-5 fi nancial interests are more het-
erogeneous. These effects are conditional and interactive, however. 
Moreover, their effects are not uniform across IMF loan character-
istics. Rather, the data clearly indicate that G-5 domestic fi nancial 
interests play a more signifi cant role in shaping decisions about IMF 
loan size, whereas the Fund’s largest shareholders exercise only lim-
ited infl uence over conditionality. 

 In addition, the statistical analysis provides strong evidence that 
IMF staff concerns about the potential for catalytic fi nancing   also 
play a key role in determining the characteristics of Fund programs. 
In particular, there is robust evidence that the extent to which a coun-
try depends on international bond fi nancing   rather than commercial 
bank lending is a major determinant of both IMF loan size and con-
ditionality  . In contrast, the statistical analysis offers only limited evi-
dence of a systematic connection between the shift from sovereign 
lending to non-sovereign capital fl ows and IMF loans; that said, this 
change in international debt composition, as discussed below in the 
case study of South Korea, has been of critical importance in selected 
IMF lending cases. Finally, the analysis also fi nds support for some 
alternative economic and political explanations of IMF lending, 
although the effects of variation in patterns of fi nancial globalization   
on loan size and conditionality are quite large in comparison to these 
other factors. 

 Ultimately, the evidence presented here signifi cantly enhances our 
understanding of the political economy of IMF lending. First, it high-
lights the necessity of understanding and accounting for changes in 
patterns of fi nancial globalization   when seeking to explain IMF lend-
ing policies. Clearly, as both the loan size and conditionality   regres-
sions illustrate, the Fund’s loans have varied widely in accordance 
with changes in the composition of international capital fl ows   to 
developing countries. In failing to take these important changes in 
the structure of global fi nancial markets into account, the existing 
literature has overlooked a critical determinant of variation in IMF 
behavior. 
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 Second, the evidence plainly indicates that no single economic or 
political variable can explain all IMF lending decisions. Put simply, 
there is no “magic bullet” explaining why IMF loans vary so widely 
in both size and conditionality   over time and across cases. Rather, 
the infl uence of the debt composition variables emphasized here, as 
well as that of alternative economic and political factors identifi ed 
in the existing literature, is highly conditional and case-specifi c. In 
some cases, political factors, including the intensity and heterogeneity 
of preferences among the Fund’s largest shareholders, play a critical 
role in shaping Fund policymaking, while economic factors take prec-
edence in others. One cannot explain variation in IMF lending, there-
fore, without acknowledging the importance of both types of factors, 
as well as the conditions under which each most strongly infl uences 
Fund decision-making. 

 Likewise, the statistical analysis strongly supports the common 
agency   theory and its claim that no single actor controls the IMF pol-
icymaking process. The regression results provide substantial evidence 
that both the Fund’s “collective principal  ” (G-5 governments) and its 
“agent’ (the IMF staff) exercise partial but incomplete authority over 
lending decisions. Perhaps more importantly, the analysis also clari-
fi es the nature and extent of each actor’s infl uence. Specifi cally, it sug-
gests that G-5 governments exercise greater infl uence over decisions 
about loan size, whereas the IMF staff enjoys more autonomy over 
the design of conditionality  . Furthermore, as the robustness analysis 
illustrates, the data strongly recommend the common agency frame-
work over US-centric theories of IMF politics. Thus, the IMF, despite 
its critics’ contentions to the contrary  , is neither the “lapdog” of the 
United States   nor a “runaway bureaucracy” acting without regard for 
its shareholders’ interests. By focusing excessively on a single key vari-
able, these one-dimensional explanations are unlikely to yield accur-
ate predictions about IMF lending behavior. 

 In sum, the quantitative analysis presented in this chapter sig-
nifi cantly enhances our understanding of the political economy of 
IMF lending by moving beyond overly simplistic explanations in 
favor of a more complex – yet ultimately more accurate – theor-
etical framework. This common agency   theory takes seriously the 
importance of economic as well as political variables, as well as the 
principal–agent relationship   at the heart of IMF decision-making. 
Rather than rejecting existing theories of IMF lending outright, this 
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new approach clarifi es the theoretical and empirical limitations of 
these alternative explanations. At the same time, it also identifi es a 
critical set of variables – changes in the composition of private inter-
national capital fl ows – infl uencing the preferences of the Fund’s key 
decision-makers and explaining variation in IMF lending over the 
last two decades.        
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   The results of the statistical analysis in the previous chapter clearly 
indicate that changes in patterns of fi nancial globalization   have had 
signifi cant and sizeable effects on IMF lending policies. This link 
between international capital fl ows and IMF policies occurs through 
two channels. First, private debt composition – specifi cally, the amount 
and distribution of G-5 commercial bank exposure   to IMF borrowing 
countries – determines the intensity and heterogeneity of preferences 
among the Fund’s major shareholders. Second, private debt compo-
sition – specifi cally, whether capital fl ows consist of bank lending 
rather than bond fi nancing  , and (to a lesser extent) whether the bor-
rowers are sovereign governments or private actors – also shapes the 
IMF staff’s expectations about the availability of catalytic fi nancing.    
As the foregoing statistical analysis illustrates, these factors explain a 
substantial portion of the variation in IMF loan size and conditional-
ity   during the last two decades. 

 Nonetheless, large-sample statistical analysis provides only a par-
tial picture of the political economy of IMF lending. In particular, 
while quantitative analysis enables us to identify broad cross-national 
trends in IMF behavior over time, it does not elucidate the causal 
chain linking changes in fi nancial globalization   to IMF lending out-
comes, nor does it explain how and to what extent the Fund’s G-5 
principals and the IMF staff take each of these factors into account in 
specifi c cases. In contrast, a case study or “process-tracing”   approach 
offers us an in-depth focus on the  process  of IMF decision-making, 
and it casts light on the step-by-step chain of events linking various 
explanatory factors to our dependent variables. Moreover, qualitative 
analysis helps us to understand the sequencing of, and interaction 
between, the key variables that ultimately infl uence IMF lending 
behavior. Finally, case studies also increase our sensitivity to “equi-
fi nality,” the possibility that different chains of events or different 
combinations of independent variables may lead to similar outcomes 

     4      Global fi nance and IMF lending 
to Mexico, 1983–1995   
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on the dependent variable.  1   For these reasons, case studies provide a 
powerful complementary methodological tool that addresses the limi-
tations of the statistical analysis. These advantages are especially rele-
vant when analyzing the politics of IMF lending, since I am not only 
attempting to explain variation in the Fund’s policies but also seek-
ing to understand the process of IMF decision-making. By looking in 
depth at specifi c cases – specifi cally, at IMF lending to both Mexico 
and South Korea from 1983 to 1997 – the following two chapters 
shed light on how this process unfolds and how the key actors’ prefer-
ences are shaped by changes in patterns of fi nancial globalization. 

   Case selection: Mexico and South Korea, 1983–97 

 Given the vast economic and political diversity of the IMF’s borrow-
ers, it is very diffi cult to choose any one or two representative country 
cases on which to focus from the forty-seven countries in the IMF 
lending data set. Nevertheless, I have chosen to analyze Mexico   and 
South Korea   for two key reasons. First, these countries are two of 
the IMF’s largest borrowers over the last two decades: from 1983 to 
1997 the Fund provided Mexico with SDR 20.6 billion in fi nancing 
through four lending arrangements (1983, 1986, 1989, 1995), while 
it lent South Korea SDR 16.1 billion under three programs (1983, 
1985, 1997). Moreover, the Fund’s loans to Mexico and South Korea 
in the 1990s were, at the time of their approval, the largest loans ever 
provided by the IMF. If we are to understand how and why the Fund 
makes policy decisions, it is critically important that we explain the 
IMF’s behavior in these signifi cant cases. 

 Second, Mexico and South Korea each borrowed from the IMF in 
the 1980s and the 1990s, with a multi-year break between their two 
episodes of borrowing. As a result, studying these two countries sheds 
light on the impact of historical changes in the composition of inter-
national capital fl ows to emerging markets on IMF behavior. Indeed, 
Mexico and South Korea both saw the composition of their private 
external debt shift signifi cantly from the mid-1980s to the mid-1990s. 
At the same time, these countries’ loans have varied signifi cantly in size 

  1     Because statistical methods test the probabilistic relationship between each 
individual explanatory variable on the dependent variable, they are less well 
suited for assessing this issue. See George   and Bennett   ( 2005 ).  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


The IMF in the Global Economy144

over time. Thus, choosing these cases provides within-country varia-
tion in both the independent and dependent variables of my theory, 
while at the same time controlling for many country-specifi c factors 
that complicate interpretation of the large-N statistical results. 

  Tables 4.1  and  4.2  provide an overview of the IMF’s lending 
arrangements with Mexico and South Korea since 1983. As the tables 
illustrate, these loans have varied signifi cantly in size during the 
last two decades, while the number of conditions included in these 
arrangements has varied relatively little by comparison. This pattern 
mirrors broader trends of variation in the IMF lending data set: much 
of the meaningful variation in the number of conditions attached to 
IMF loans – particularly variation in performance criteria, the “hard-
est” conditions imposed by the Fund – since 1983 is cross-national, 
while the size of Fund loans varies signifi cantly both cross-nationally 
and over time for individual countries.       

   Testing the argument: observable implications 
in the case studies 

 By focusing in detail on the step-by-step process of IMF policymaking, 
the case studies offer an additional test of my argument that changes in 

 Table 4.1     IMF lending arrangements with Mexico, 1983–95     

 Date of 
lending 
arrangement  Length/type 

 Loan 
amount 
(SDR 
billions)

 Loan 
amount 
( percent 
of 
quota)

 Number 
of 
 performance 
criteria

 Number 
of total 
conditions 

January 1, 
 1983

3 years (EFF) 3.41 2.93 7 7

November 19, 
 1986

17.5 months 
 (stand-by 
 arrangement)

1.40 1.20 7 7

May 26, 1989 3 years (EFF) 3.71 3.20 7 7
February 1, 
 1995

18.5 months 
 (stand-by 
 arrangement)

12.07 6.88 7 7

   Sources:  IMF archives and www.imf.org.  
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patterns of fi nancial globalization   are a key determinant of variation in 
Fund lending behavior. Finding confi rming evidence of my argument 
in the case studies requires a clear specifi cation of its observable impli-
cations, however.   In particular, we must identify unambigous indica-
tors that changes in patterns of fi nancial globalization shaped both G-5 
countries’ domestic fi nancial interests and IMF staff expectations about 
catalytic fi nancing in both the Mexican and South Korean cases. 

  G-5 preference intensity and heterogeneity: 
the amount and distribution of bank exposure 

 As argued thus far, G-5 governments’ preferences over IMF lending 
are heavily infl uenced by their domestic fi nancial interests in par-
ticular countries. As two of the largest sovereign debtors throughout 
the 1980s and 1990s, Mexico and South Korea represent cases in 
which the G-5 countries have had a signifi cant fi nancial stake over 
the last two decades. Nonetheless, the intensity and heterogeneity of 
G-5 bank exposure did vary quite signifi cantly in these two coun-
tries during this period, and I expect G-5 governments’ preferences 
over IMF loan size and conditionality   to mirror these differences 

 Table 4.2     IMF lending arrangements with South Korea, 1983–97   

 Date of 
lending 
arrangement  Length/type 

 Loan 
amount 
(SDR 
billions) 

 Loan 
amount 
(percent 
of quota) 

 Number of 
 performance 
criteria 

 Number 
of total 
conditions 

July 8, 1983 21 months 
 (stand-by 
 arrangement)

0.58 1.24 3 3

July 12, 
 1985

20 months 
 (stand-by 
 arrangement)

2.80 0.61 3 3

December 4, 
 1997

3 years 
 (stand-by 
 arrangement/
 SRF)

15.50 19.38 3 10

   Sources:  IMF archives and www.imf.org.  
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closely. When aggregate G-5 bank exposure is higher, I expect that 
the IMF will be more likely to set aside moral hazard concerns   and 
support larger loans. At the same time, I expect to see clear divisions 
between G-5 policymakers and executive directors   over the terms of 
Fund loans to Mexico and South Korea based on the relative extent 
of their commercial banks’ exposure. Those countries whose banks 
are more highly exposed should favor larger loans, while the remain-
ing G-5 governments should be more skeptical of large-scale bail-
outs. In the current cases, this suggests that the United States   should 
most fervently support large-scale fi nancing for Mexico, while the 
European G-5 countries (the United Kingdom  , Germany  , and France  ) 
should be most reluctant to commit Fund resources. Given the norm 
of consensus policymaking with the executive board  , these divisions 
are not likely to be refl ected in the fi nal executive board votes; they 
should be evident in the board discussions, however. Likewise, we 
should see executive directors   from G-5 countries with more concrete 
fi nancial interests in Mexico and South Korea (e.g. the United States 
and Japan  ) taking a more optimistic stance and expressing greater 
enthusiasm for the proposed arrangements. In contrast, we should see 
the G-5 countries with less fi nancially at stake in Mexico and South 
Korea expressing greater concerns about moral hazard and pushing 
for more extensive conditionality as the “price” of their support for 
larger loans. Finally, in addition to fi nding evidence that G-5 govern-
ments’ preferences are infl uenced by their domestic fi nancial interests, 
we should also observe other countries with less fi nancially at stake 
expressing greater concerns within the executive board about moral 
hazard and favoring conservation of the IMF’s scarce resources. 

     Catalytic fi nancing: bank loans versus bonds   

 The statistical analysis provides strong evidence that IMF loans are 
larger when a greater share of the borrowing country’s debt is owed 
to bondholders  . The logic behind this fi nding, as argued in  chapter 3 , 
is that bondholders are more likely to “cut and run” when a coun-
try experiences fi nancial diffi culties, whereas commercial banks are 
generally more willing to provide catalytic fi nancing and resched-
ule existing debts in the aftermath of an IMF loan, because of their 
small numbers and longer-term, multi-dimensional ties to borrowing 
countries. Consequently, it takes more IMF fi nancing to overcome 
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these collective action problems   and generate a catalytic effect on pri-
vate international markets in cases of bond fi nancing. All else equal, 
I expect to fi nd evidence in the case studies that commercial bank 
creditors are more likely to lend following each IMF program than 
bondholders. 

 Furthermore, I also expect to fi nd documentary evidence that both 
the IMF staff and the executive board considered the composition 
of Mexico and South Korea’s private international creditors as they 
designed and approved each lending arrangement. As bond fi nancing 
becomes a larger share of private external debt in the 1990s, both 
the Fund’s staff and the executive directors   should express greater 
concerns about the availability of suffi cient private external fi nanc-
ing following the disbursement of Fund credit. In these cases, we 
should observe the IMF staff proposing – and the executive board 
approving – larger loans with more extensive conditionality  , in an 
attempt to signal the Fund’s commitment to the borrowing country, 
to signal the borrower’s commitment to substantial policy reform 
aimed at eliminating its balance of payments defi cit, and to gener-
ate a catalytic effect on private capital fl ows. Moreover, we should 
expect these loans to be “front-loaded”  ; that is, when private credi-
tors are less likely to respond to an IMF loan by providing catalytic 
fi nancing, the Fund should disburse a larger share of the approved 
credit immediately, rather than in the later stages of the loan. Once 
again, the logic here is that a larger amount of IMF fi nancing is nec-
essary to generate a catalytic effect on private capital fl ows when a 
country’s creditors consist primarily of heterogeneous, disaggregated 
bondholders rather than a limited number of commercial banks with 
long-standing ties to the borrowing country and each other through 
syndicated lending. 

 In contrast, we should observe both the IMF staff and executive 
directors   supporting smaller IMF loans with less extensive condi-
tionality   when private creditors (particularly commercial banks) have 
explicitly committed to lend new money and/or reschedule existing 
claims on Mexico or South Korea. In these latter cases, the Fund does 
not need to fi ll a country’s entire “fi nancing gap” – the discrepancy 
between its resources and its debt obligations.  2   Rather, a partial bail-
out from the IMF, combined with a limited amount of conditionality, 

  2     Kenen   (2001).  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


The IMF in the Global Economy148

is suffi cient to trigger new private capital infl ows and avert a costly 
default. Thus, in the Mexican and South Korean cases, the Fund 
should provide somewhat smaller loans with more modest condition-
ality when banks and other creditors have formally committed to new 
lending and/or debt rescheduling   – or appear likely to do so in the 
near future.  3   

   Borrower composition: sovereign debt 
versus private borrowing 

 As argued in the previous chapters, the composition of borrowers in 
global fi nancial markets has also changed signifi cantly during the last 
two decades. In particular, we have seen a shift from “private-public” 
international capital fl ows (from private lenders to sovereign govern-
ments) to “private–private” lending (lending directly to developing 
countries’ fi rms and fi nancial institutions) occurring in many develop-
ing countries since the early 1980s. As discussed earlier, in  chapter 2 , 
the lack of a common borrower in these non-sovereign lending cases   
creates similar dilemmas of creditor collective action to those arising 
in cases of bond fi nancing. Indeed, just as sovereign bondholders own 
a wide array of different instruments of varying interest rates and 
maturities, non-sovereign lenders hold claims on many different pri-
vate fi nancial institutions and corporations. Furthermore, most non-
sovereign lending consists of short-term interbank lending  , whereas 
syndicated sovereign bank lending and bond fi nancing are generally 
of longer maturity. As a result, non-sovereign bank lenders can more 
easily “cut and run” in times of fi nancial crisis.  4   As in cases of inter-
national bond lending, large-scale IMF loans are, therefore, a pre-
condition for catalytic fi nancing when non-sovereign capital fl ows 
predominate. Likewise, more extensive “structural” conditionality   is 
often required in non-sovereign lending episodes, since governments’ 
macroeconomic policies are generally not the   root cause of fi nancial 
diffi culties in these cases. 

  3     To be clear, my claim is not that these loans will be small in the  absolute  
sense but, rather, that they will be smaller relative to loans made to similar 
countries with similar economic characteristics that owe more debt to 
bondholders.  

  4     Lipworth    and Nystedt   ( 2001 ).  
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 In the case studies, we should therefore also observe the Fund staff 
taking the composition of Mexican and South Korean borrowers into 
account as it designs and proposes IMF loans to the executive board. 
All else equal, the staff should design and propose larger loans with 
more extensive conditionality   to countries whose external debt con-
sists of larger shares of non-sovereign debt, in the hopes of convincing 
a less unifi ed group of banks (and in some cases, bondholders) to “roll 
over” their short-term claims on a wide variety of private borrow-
ers, few of whom have long-standing relationships with their interna-
tional creditors. Moreover, we should fi nd evidence in the executive 
board discussions that concerns about capital fl ight by non-sovereign 
lenders – particularly by short-term interbank creditors – became 
a key issue in both Mexico and South Korea in the 1990s lending 
episodes. 

   Evidence for alternative explanations 

 While seeing these observable implications in the Mexican and South 
Korean cases will bolster my central claim that private debt compo-
sition drives the interests of the two key actors – G-5 governments 
(the “collective principal  ”) and the Fund staff (the “agent”) – involved 
in IMF lending, my argument will be further strengthened if I fi nd 
comparatively little evidence that other political variables, such as 
bureaucratic incentives   or US   geopolitical interests, played a major 
role in shaping IMF lending to these two countries. Based on the sta-
tistical results, I expect to fi nd little or no evidence that bureaucratic 
rent-seeking was an important factor affecting the IMF’s treatment 
of Mexico and South Korea. In addition, I expect that geopolitical 
 concerns – while arguably important in these cases – should be rela-
tive “constants” during the time period that I am examining. As a 
result, they should not be a key determinant of the variation over time 
in the characteristics of these countries’ IMF loans. 

 On the other hand, I expect the set of key macroeconomic vari-
ables found to be signifi cant in both the statistical analysis above and 
the existing literature to be key factors affecting the Fund’s decision-
making calculus in the Mexican and South Korean cases. In short, my 
claim is not that the IMF staff or its G-5 principals ignore economic 
factors. These variables clearly play an important role in shaping IMF 
lending policies, as underlined by the statistical analysis in  chapter 3 . 
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Rather, my claim is that “technocratic” macroeconomic variables are 
necessary but not suffi cient determinants of variation in the size and 
terms of IMF lending in most cases. In order to explain the sizeable 
variation in the size and terms of the loans the IMF has extended to 
Mexico and South Korea, we must focus on shifts in the composition 
of private capital fl ows to these countries and understand how and 
why these changes have altered the interests of the IMF staff and the 
Fund’s most powerful member states alike. 

        Mexico and the IMF, 1983–95 

 To what extent did changes in patterns of fi nancial globalization   – by 
infl uencing not only G-5 governments’ domestic fi nancial interests but 
also the IMF staff’s expectations about catalytic fi nancing – affect the 
Fund’s treatment of Mexico in the 1980s and 1990s? In the remainder 
of this chapter, I focus in detail on the IMF’s decisions to grant four 
non-concessional loans to Mexico (1983, 1986, 1989, and 1995) and 
assess the extent to which the evidence supports my argument. For 
each IMF lending case, I discuss Mexico’s external debt composition, 
the factors leading Mexico to request IMF assistance, and the roles 
of G-5 governments and the IMF staff in shaping the Fund’s lending 
behavior. In addition, I assess the response of private creditors to the 
IMF’s lending decisions, as well as the extent to which other political 
and economic factors infl uenced the IMF’s lending decisions. 

   The 1983 extended arrangement 

  Mexico’s private international debt composition, 1979–82 

   At the outset of the 1980s Mexico had just ended a decade of spec-
tacular growth and development. Throughout the late 1970s Mexico 
had experienced economic growth in excess of 8 percent per year, 
largely as a result of the rapid increase in world oil prices.  5   To fi nance 
this rapid growth and development, the Mexican government bor-
rowed heavily from commercial banks in the industrialized countries. 
As a result, Mexico’s stock of external debt   more than quadrupled 

  5     Alan Friedman,    “A colossal mountain of debt,”  Financial Times , August 20, 
1982.  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


Global fi nance and IMF lending to Mexico 151

between 1975 ($18.2 billion) and 1982 ($86.1 billion), while its debt 
to GNP ratio more than doubled, from 21.2 percent to 53.3 percent.  6   
Despite Mexico’s rising debt and debt service ratios, private creditors 
continued to view the country, with its strong record of political sta-
bility and economic growth, as a model developing country borrower. 
By the end of 1983, Mexico was the second largest developing country 
borrower in the world – trailing only Brazil   ($98.5 billion) – with total 
outstanding external debt of $93 billion, two-thirds of which ($62.4 
billion) was owed to private international creditors. As with nearly 
all private international lending at this point, Mexico’s creditors con-
sisted overwhelmingly of commercial banks in the advanced indus-
trialized countries providing fi nancing through syndicated loans: 91 
percent of Mexico’s private external debt was owed to commercial 
banks, with banks headquartered in the G-5 countries holding the 
vast majority ($39.8 billion) of these claims.  7     Thus, while Mexico 
owed an extremely large sum of money to private international credi-
tors, the creditors themselves were quite limited in number: some 500 
commercial banks held virtually all of Mexico’s private external debt, 
of which approximately 80 percent was held by about 100 of the larg-
est money-center banks.  8   

 Although each of the G-5 countries had large fi nancial ties to 
Mexico in absolute terms  , the United States had a disproportionately 
large interest in ensuring Mexico’s fi nancial stability. Citibank  , Chase 
Manhattan  , and other major American commercial banks held $24.9 
billion in claims on Mexico, or 62.6 percent of total G-5 bank expo-
sure. Furthermore, Mexican debt equaled 44 percent of the capital 
of the nine largest United States commercial banks and 35 percent 
of the reserves of the 15 largest regional banks  .  9   Moreover, the two 
largest American commercial banks, Citibank and Bank of America  , 
had lent so much to Mexico and Brazil   combined that a default by 
either country would threaten their solvency.  10   In contrast, bank lend-
ing by the remaining four G-5 countries was signifi cantly smaller: UK 
banks held $6.4 billion in claims   (constituting 16.1 percent of the G-5 
total), French banks   $4.4 billion (11.1 percent), Japanese banks   $2.1 

  6     World Bank ( 2006 a).  
  7     Unless otherwise cited, all fi nancial and macroeconomic statistics in this 

chapter are taken from the IMF lending data set described in chapter 3 above 
and utilized in the statistical analysis.  

  8     Boughton ( 2001 , 32).     9     Kraft   ( 1984 , 9).     10     Ibid.  
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billion (5.4 percent) and German banks   $1.9 billion (4.8 percent). 
In comparison to this very large amount of syndicated commercial 
bank lending  , bond debt was a much more limited source of external 
fi nancing for the Mexican government in the early 1980s: Mexico 
owed less than $4.5 billion to international bondholders, or 6.1 per-
cent of its private external debt. Roughly one-fi fth (19.8 percent) of 
Mexico’s debt was private non-guaranteed debt    ; 100 percent of this 
non-sovereign lending was by commercial bank creditors, most of 
which were the same banks participating in syndicated lending to the 
Mexican government  .   

   Financial crisis and initial request for IMF fi nancing 

 Despite its earlier success, Mexico faced a massive external debt crisis 
by 1982, which forced it to request emergency fi nancing from the IMF. 
Declining oil prices, coupled with sharply increased US interest rates, 
led to a doubling of Mexico’s external debt   from 1979 to 1982.  11   The 
combination of declining export earnings and rising debt service levels 
resulting from these shocks seriously undermined the government’s fi s-
cal position. By mid-1982 Mexico faced a daunting government budget 
defi cit ($20 billion, equivalent to 14 percent of GDP) and infl ation in 
excess of 60 percent annually.  12   As the peso depreciated rapidly against 
the dollar, Mexico’s ability to meet its $1 billion per month in external 
debt obligations appeared uncertain at best.  13   

   By the end of July, the Mexican government recognized the need 
for offi cial international assistance in meeting its external obligations. 
Jesús Silva Herzog, the secretary of fi nance, requested that William 
Dale  , the IMF’s acting managing director, send a mission to Mexico 
immediately, and negotiations over a Fund lending package began 
in early August.  14   Matters became even more urgent on August 11, 

  11     My focus here is the IMF policymaking process, rather than the background 
on Mexico’s fi nancial crises, which has been extensively documented and 
analyzed elsewhere. For comprehensive, detailed accounts of the onset and 
causes of the Mexican debt crisis in the 1980s, see Kraft   ( 1984 ), James 
  ( 1996 ), and Boughton ( 2001 ).  

  12     Friedman  ,  Financial Times,  August 20, 1982.  
  13     In February 1982 the Mexican government devalued the peso   by 30 percent 

from the prevailing P26 /$1 rate. By July the peso had depreciated to P50/$1. 
See Friedman  ,  Financial Times,  August 20, 1982.  

  14     Boughton ( 2001 , 289).  
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when Mexico’s commercial bank creditors refused to roll over princi-
pal payments due on August 16. Without adequate reserves to make 
the payments, the Mexican government faced an imminent prospect 
of default. Silva Herzog fl ew to Washington to meet with Jacques de 
Larosière  , the newly appointed IMF managing director, on August 13, 
1982. De Larosière promised Silva Herzog IMF support, but only on 
the condition that Mexico fi nd a way to avert a default on its imme-
diate debt payments.  15   Silva Herzog then began intensive discussions 
with US Treasury offi cials   and Paul Volcker  , the chairman of the 
Federal Reserve  , over the terms of short-term “bridge” fi nancing 
that would enable Mexico to service its external debt while it entered 
negotiations with the IMF and the commercial banks for a longer-
term solution.  16   Ultimately, the United States provided $4 billion 
in assistance, including $1 billion in advance payments on future 
Mexican oil exports to the US Strategic Petroleum Reserve  , $1 bil-
lion in credit guarantees from the US Department of Agriculture  , 
and $1 billion in credit from the Treasury Department’s Exchange 
Stabilization Fund (ESF)  .  17   With the encouragement of Volcker, 
the central banks of the United Kingdom, West   Germany  , Japan  , 
France  , and the other G-10   countries also provided $1.85 billion in 
bridge fi nancing under the auspices of the Bank for International 
Settlements.  18   With this short-term assistance from the BIS cen-
tral banks in place  , Mexico met its immediate debt payments and 
avoided default for the time being. 

   Negotiating with the commercial banks, August 1982 

 Having secured suffi cient offi cial credit from the BIS to avert an 
immediate default, Silva Herzog and the IMF next sought to con-
vince Mexico’s private creditors to reschedule the government’s out-
standing debt, so that the situation would not be repeated later in 
the year. To that end, Silva Herzog invited 115 of Mexico’s largest 
commercial bank creditors to a meeting at the Federal Reserve Bank 
of New York (FRBNY)   on August 20, to be hosted by the FRBNY’s 
chairman, Anthony Solomon  . Prior to the full meeting, Silva Herzog 

  15     Ibid., 291.  
  16     See ibid., ch. 7, for a detailed account of these negotiations.  
  17     Ibid., 293.     18     BIS (1983, 165).  
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met with the chairmen of the four largest US commercial banks 
(Citibank  , Chase Manhattan  , Manufacturers’ Hanover  , and Chemical 
Bank  ), who agreed to help assemble a creditors’ committee that would 
perform two critical functions. First, the committee would negotiate 
all future loans with Mexico on behalf of all banks holding syndi-
cated claims. Second, it would organize participation in these new 
agreements and act as the offi cial liaison between Mexico, its pri-
vate creditors, and the international fi nancial institutions.  19   The four 
American bank chairmen coordinated the formation of this Bank 
Advisory Committee (BAC  ), which ultimately consisted of represent-
atives of fourteen of the largest commercial bank creditors in eight 
countries. The BAC, which eventually operated under the manage-
ment of William Rhodes  , a senior vice-president at Citibank  , became 
the key forum for organizing private creditors’ responses to fi nancial 
crises in developing countries for the remainder of the decade. 

 This direct cooperation between the IMF and Mexico’s private 
creditors soon became a key element of the Fund’s strategy for secur-
ing private creditors’ participation in the management and resolution 
of fi nancial crises in the 1980s. As this episode illustrates, however, 
creditor composition played a critical role in facilitating this proc-
ess. Since commercial banks held the vast majority of Mexico’s pri-
vate external debt, the number of players involved was limited. As 
noted above, just a few hundred large commercial banks around the 
world held nearly all of Mexico’s sovereign debt. This small number 
made direct negotiations between Herzog and Mexico’s private inter-
national creditors feasible and relatively easy to organize quickly. 
Moreover, Silva Herzog was able to engage Mexico’s creditors  prior 
to  negotiating with the IMF staff over the terms of a Fund loan. As 
we will see below, changes in the patterns of fi nancial globalization   
substantially altered the dynamics of this process in later cases; in 
particular, the shift from bank lending to bond fi nancing led to a sub-
stantial disaggregation of Mexico’s creditor base during the 1994/95 
fi nancial crisis. 

 With Mexico’s major commercial bank creditors on board, Silva 
Herzog went into the full August 20 meeting with the BAC’s full sup-
port for his request for a ninety-day rollover of principal on Mexico’s 

  19     Boughton ( 2001 , 297).  
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bank loans.  20   After outlining Mexico’s plans for macroeconomic 
adjustment, as well as noting the offi cial fi nancing it had secured 
(including plans to borrow from the IMF), Silva Herzog received a ver-
bal commitment from the banks to pursue a rollover agreement. Two 
senior representatives of the IMF staff – Walter Robichek  , director of 
the Western Hemisphere Department, and Manuel Guitian  , a senior 
adviser in the Exchange and Trade Relations Department – attended 
this meeting (as well as numerous subsequent meetings of the BAC) as 
observers.  21   Thus, while not yet directly involved in the negotiations, 
the Fund played an active role in Mexico’s interactions with private 
creditors from the very beginning of the 1980s debt crisis. 

 Once negotiations on the bank rollover had begun, Mexico intensi-
fi ed its discussions with the IMF on the terms of a three-year arrange-
ment under the Extended Fund Facility  .   Because the commercial 
banks had already committed themselves to a rollover, the IMF staff’s 
concerns about catalytic fi nancing were ameliorated, and negotiations 
with Silva Herzog progressed rapidly. By late August, despite some 
disagreements about the program’s conditionality   (specifi cally, the 
budget defi cit ceiling), Mexico and the IMF negotiating team reached 
agreement in principle on a program that included a sharp reduc-
tion in Mexico’s fi scal defi cit, from the current level of 15 percent of 
GDP to a ceiling of 8 percent, and the expectation that commercial 
banks would respond to the IMF loan with $3.5 billion in credit to 
the Mexican government.  22   

 Just before the program could be fi nalized, however, the outgoing 
Mexican president, José López Portillo, undermined Silva Herzog’s 
commitments to the IMF. In his fi nal state of the union address 
( informe ) on September 11, López Portillo blamed Mexico’s private 
creditors for the country’s economic diffi culties and openly rejected 
the economic reforms proposed by the IMF: “The remedy of the doc-
tors is to deprive the patient of food and subject him to compulsory 
rest.”  23   On August 31 López Portillo imposed exchange controls, 
nationalized the Mexican banking system, and dismissed Miguel 
Mancera  , the governor of the Banco de México   and a close ally of 

  20     Silva Herzog initially requested an extension of maturities of one or two 
years on Mexico’s debt, but the four major US bank chairman refused. See 
Boughton ( 2001 , 297).  

  21     Ibid., 298.     22     Ibid., 299.     23     Kraft   ( 1984 , 39).  
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Silva Herzog. The new governor, Carlos Tello  , strongly supported 
López Portillo’s rejection of the nearly agreed IMF program terms.  24   

 Not surprisingly, López Portillo’s speech and subsequent policy shifts 
created substantial uncertainly about Mexico’s future ability (and will-
ingness) to service its external debt, sparking massive capital fl ight   by 
domestic and international creditors alike. By September 7 Mexico 
again faced imminent default, as international commercial banks were 
refusing to roll over interbank credit lines to Mexican banks. Pressure 
on the banks from Paul Volcker  , BIS general manager Fritz Leutwiler  , 
and Brian Quinn   of the Bank of England   – coupled with rapid disburse-
ment of the previously agreed BIS   bridge fi nancing – narrowly averted   
a disaster.  25   The markets calmed further on September 10, when the 
Mexican Congress confi rmed the results of the July 4 election of pro-
reform President-elect Miguel de la Madrid   and Silva Herzog agreed to 
remain as secretary of fi nance in the new government.   

 With these changes in the Mexican government in place, the IMF 
team returned to Mexico City on September 23 for another attempt 
at concluding negotiations over the terms of the Mexican extended 
arrangement. The talks soon stagnated again, however, as Silva Herzog 
faced further domestic opposition to the budget cuts and exchange 
rate policies proposed by the IMF staff as performance criteria  . By 
November, Silva Herzog and the IMF team agreed to relax the per-
formance criteria on the budget defi cit to allow a defi cit in excess of 8 
percent of GDP, but only if Mexico could secure $5 billion (rather than 
the previously anticipated $3.5 billion) in new credit from its commer-
cial bank creditors.  26   The IMF staff was particularly concerned that 
the Fund should not be seen as bailing out Mexico, instead seeking 
assurances that Mexico’s private international creditors would provide 
suffi cient credit, or catalytic fi nancing, in the event that the IMF com-
mitted its own resources. The Fund and Mexico reached fi nal agree-
ment on a program on November 10, when Silva Herzog and Tello 
formally signed a letter of intent requesting a $3.7 billion arrangement 
under the Extended Fund Facility, equal to 2.9 times quota and con-
taining seven performance criteria,   including sharp reductions in the 
budget defi cit, external borrowing, and infl ation.  27   In share of quota 
terms, this loan was the largest IMF package to date.   

  24     James   ( 1996 , 338).     25     Boughton ( 2001 , 301).     26     Ibid., 304.  
  27     Ibid., 306; Kraft   ( 1984 , 46).  
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   Securing private creditors’ commitments – the rise 
of “concerted lending” 

 Prior to the signing of the Mexican letter of intent, IMF offi cials had 
participated in the discussions between the Mexican authorities and the 
commercial banks, but they had done so largely as observers. With the 
draft program signed and set to come before the Fund’s executive board 
on December 23, however, both the Fund staff and the G-5 countries had 
strong incentives to ensure the cooperation of private creditors. Having 
proposed an extremely large commitment of Fund resources, the IMF 
staff did not want this fi nancing to become a “bailout” for Mexico’s 
commercial bank creditors. Rather, the staff intended the Fund’s loan 
to Mexico to serve as a signal to private markets that the country’s 
authorities were making a good-faith effort to implement the necessary 
economic reforms – a signal that would ultimately convince the banks 
to provide fresh lending to Mexico. Similarly, G-5  governments also 
had a clear interest in securing new commitments from the commercial 
banks, both because they provided the lion’s share of the Fund’s quota 
resources and because they did not want to be accused at home of pro-
viding bailouts to wealthy bankers. In short, both the IMF staff and the 
Fund’s member state principals wanted to limit the moral hazard   costs 
of providing Mexico with such a large rescue package, and they were 
extremely interested in ensuring that the   Fund’s resources would have a 
catalytic effect on private capital fl ows. 

   In order to accomplish this, de Larosière, the IMF managing direc-
tor, took the lead in working to convince Mexico’s commercial bank 
creditors to provide new credit once the IMF program went into 
effect. Once again, the fact that Mexico’s creditors consisted almost 
exclusively of a small group of readily identifi able bankers facili-
tated this process of direct interaction between Mexico, its private 
international creditors, and the IMF. At a speech delivered to the 
International Monetary Conference, a gathering of leading commer-
cial bankers in Philadelphia on November 9, de Larosière assured the 
bankers that the IMF would condition its own lending to developing 
countries on policy adjustments that “ensure that economic policies 
are put on the right track and balance of payments viability is assured 
over the medium term.”  28   Nevertheless, for these Fund programs to 

  28     Reginald Dale, “Banks urged to maintain lending to Third World,”  Financial 
Times , November 10, 1982.  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


The IMF in the Global Economy158

be successful, de Larosière argued, the banks themselves would have 
to “maintain adequate net fi nancing fl ows to countries in support 
of sound adjustment policies, which would involve a very large vol-
ume of gross long-term fl ows in addition to the roll-over of maturing 
short-term credit.”  29   

 The following week, at a meeting with members of the Mexican 
BAC   at the FRBNY  ,   de Larosière made it clear that cooperation 
between the banks and Fund was not simply desirable but rather a 
 precondition  of IMF assistance to Mexico. He described the size and 
terms of the proposed Mexican lending arrangement, including the 
serious fi scal adjustment Mexico would be required to implement 
in order to receive the IMF credit; in addition, de Larosière stated 
that offi cial creditors were willing to provide an estimated $2 billion 
in bilateral lending to supplement the Fund loan.  30   Even with these 
funds, however, Mexico would still require an additional $5 billion in 
new fi nancing from the commercial banks in order to continue servic-
ing its international debt over the three-year life of the Fund package. 
As a result, de Larosière concluded, he would be unable to present the 
extented arrangement to the IMF executive board for approval unless 
the banks committed themselves both to rolling over $20 billion in 
claims coming due between November 1982 and the end of 1984 and 
to providing the additional $5 billion to the Mexican government 
over the next three years.  31   

 In other words, de Larosière gave Mexico’s private international 
creditors an ultimatum: commit to new lending in conjunction with 
an IMF loan or face a Mexican default. With the executive board set 
to consider the Mexican EFF proposal on December 23, de Larosière 
stated that he would need the banks’ commitment in writing by 
December 15 in order to proceed. At a similar meeting at the Bank 
of England   on November 22, de Larosière met with the chairmen of 
key commercial banks in Japan  , Germany, France  , and the United 
Kingdom  , where he reiterated the IMF’s demand for a $5 billion pri-
vate creditor contribution. In a subsequent letter to all Mexico’s com-
mercial bank creditors, de Larosière again emphasized that he could 
not “go to the executive board of the Fund on December 23 … [with] 

  29     Ibid.     30     Boughton   ( 2001 , 307).  
  31     Clyde H. Farnsworth, “A dramatic change at the IMF,”  New York Times , 

January 9, 1983.  
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a program that is not adequately fi nanced.”  32   Simply put, the IMF 
needed explicit assurances that its lending would trigger (“catalyze”) 
private capital infl ows; otherwise it would be forced to postpone its 
own lending decision, and the banks would once again face the threat 
of a Mexican default. 

 This direct pressure by the IMF on a borrowing country’s private 
creditors marked a fundamental shift in the IMF’s lending policy, 
and it took the bankers completely by surprise: “When de Larosière 
said the whole IMF deal was conditional on the banks putting up $5 
billion in new money, we were shocked,” said a representative of one 
large United States commercial bank. “When he said we had to have 
the money by December 15, we were appalled.”  33   In addition to being 
surprised by the IMF’s pressure, the banks had two key concerns with 
the logic of concerted lending  . First, the creditor banks faced poten-
tially serious collective action problems: each individual bank had 
incentives to seek repayment of its loans as soon as possible, leaving 
others to bear the cost of a potential Mexican default. These incen-
tives to “free-ride” were particularly strong for smaller regional banks 
in the United States and for banks in Japan, France, and other G-10 
countries with far less exposure – both in absolute terms and rela-
tive to their size – to Mexico than the United States. While Mexico’s 
twenty-fi ve largest commercial bank creditors, such as Citibank    ($2.8 
billion), Bank of America   ($2.5 billion), and Chase Manhattan   ($1.6 
billion), had massive exposure to Mexico, many small United States 
and European banks held only a few million dollars in Mexican debt.  34   
For these smaller banks, the logical strategy was to “cut and run,” 
leaving the large money-center banks to deal with Mexico’s fi nancial 
problems. Since the smaller banks accounted for 40 percent of United 
States bank exposure to Mexico     (and a roughly similar percentage of 
European lending), however, their cooperation was essential for the 
success of concerted lending  . If too many of the small banks declined 
to provide new loans, the $5 billion target would not be reached, in 
which case de Larosière would table the IMF program and Mexico 
would once again face an imminent default. 

  32     Alan Friedman  , “Mexico loan plan brings concerted action by banks,” 
 Financial Times , December 15, 1982.  

  33     Kraft   ( 1984 , 49).  
  34     Don Oberdorfer, “Mexico crisis altered US foreign loan views,”  Washington 

Post , January 30, 1983.  
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 Second, the banks were concerned that they would be penalized by 
the regulatory authorities for increasing their exposure to such a risky 
borrower as Mexico. As banks with riskier lending portfolios were 
required by their central banks and fi nancial regulators to hold more 
capital on hand, they were understandably reluctant to provide new 
credit to Mexico at the moment it faced the prospect of a default. To 
mitigate the banks’ regulatory concerns, Solomon  , the FRBNY chair-
man    (and nominal host of the meeting), made it clear that bank regu-
latory requirements related to international lending would be relaxed 
if the banks complied with de Larosière’s request.  35   At a speech that 
same evening, Volcker   reiterated this pledge concerning regulatory 
forebearance: “When new loans facilitate the adjustment process 
and enable a country to strengthen its economy and service its inter-
national debt in an orderly manner, new credits shouldn’t be subject 
to supervisory criticism.”  36   

   Despite these concerns about both collective action problems and 
regulatory punishment, the banks nevertheless moved quickly, and 
relatively little time elapsed before they agreed to participate in the 
concerted lending project. Acting under the auspices of the BAC, the 
largest banks quickly organized and coordinated a new syndicated 
lending package. The BAC immediately agreed to a ninety-day roll-
over of Mexico’s short-term principal repayments, and it extended 
this rollover to the end of 1984 on November 30, with the expect-
ation that the Mexican authorities would make full repayment over 
eight years.  37   That same day, Rhodes   and de Larosière met and fi nal-
ized the terms of the banks’ involvement. The BAC would recommend 
to all banks exposed to Mexico that they provide new loans equal to 
7 percent of their existing exposure.  38   Since it was highly unlikely 
that the BAC could coordinate an agreement among the more than 
500 creditor banks in less than four weeks’ time, however, Rhodes 
and de Larosière also agreed on a target of 90 percent participation 
by the commercial banks. If this “critical mass” of banks committed 
to the new money package by the time of the December 23 executive 

  35     James ( 1996 , 370).  
  36     Paul A. Volcker  , “Sustainable recovery: setting the stage,” text of a speech 

delivered to the fi fty-eighth annual meeting of the New England Council, 
Boston, Massachusetts, November 16, 1982; quoted in James ( 1996 , 370).  

  37     James   ( 1996 , 370).  
  38     Friedman  ,  Financial Times , December 15, 1982.  
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board meeting, de Larosière would bring the Mexican EFF package 
to a vote.  39   

 Within only a few weeks, thanks to the efforts of Rhodes and the 
BAC, the overwhelming majority of Mexico’s commercial bank credi-
tors had signed on to the concerted lending plan. By December 23 
over 500 commercial banks had committed more than $4.3 billion 
in fi nancing, or roughly 86 percent of de Larosière’s request for $5 
 billion.  40   Although this fell short of the 90 percent target, de Larosière 
felt suffi ciently optimistic that the holdout creditors would eventually 
capitulate to the IMF’s demands that he placed the Mexican loan 
request on the board agenda. Thus, in slightly more than a month, 
nearly all Mexico’s private international creditors had agreed to pro-
vide new lending in the aftermath of the anticipated IMF loan. As we 
will see below, this coordinated participation by Mexico’s commer-
cial bank creditors contrasted sharply with the behavior of its inter-
national bondholders   during the 1994/5 crisis. 

 Two key factors facilitated the rapid coordination of commercial 
bank commitments, and they illustrate the importance of private debt 
composition in the Mexican case. First, in spite of the banks’ collective 
action problems, the limited number of players involved in syndicated 
bank lending to sovereign governments facilitated creditor cooperation 
and mitigated the free-rider problem. Since roughly 50 percent of the 
Mexican debt was held by the thirty largest money-center banks in the 
G-5 countries, the BAC quickly secured commitments by these banks 
to provide one-half ($2.5 billion) of the entire package.  41   Second, the 
money-center banks then took the lead in organizing the participation 
of smaller banks in the concerted lending plan. This pressure proved 
remarkably effective, as all but a handful of the remaining 500 plus 
banks ultimately participated in the concerted lending plan:

  In New York, bankers said last night that the response to Mexico’s request 
for additional loans had been “very positive.” One senior banker said that 
replies had been coming in steadily and that “everything appears to be 
going remarkably smoothly.” In London, an executive at Lloyd’s Bank  , 

  39     Minutes of EBM/82/167 [Executive board meeting] (December 23, 1982), 4.  
  40     Boughton   ( 2001 , 315).  
  41     The 100 largest banks eventually made commitments in excess of $4 billion 

(Boughton  2001 , 313).  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


The IMF in the Global Economy162

which is coordinating responses from 55 British banks, said that more than 
three-quarters of the responses had arrived and “we haven’t had a single 
negative response.”  42     

 This self-policing by the largest commercial banks was particularly 
critical in the United States, where many small regional banks had 
actively sought to “bail out” of Mexico.  43   In addition, direct inter-
vention by the BIS and the G-10 central banks also played an impor-
tant role in convincing holdout creditors to participate in the IMF’s 
request. For some creditor banks, the aforementioned promises by 
Volcker   and his G-10 counterparts of regulatory leniency mitigated 
their concerns about further lending to Mexico. For other banks, the 
implicit threat of future regulatory punishment proved a stronger 
motivation to provide new loans to Mexico. As the head of one hold-
out bank in Florida explained: “The Fed is our main regulator, and in 
fact we need approval for a merger. The bank examiners came around 
and started asking questions. That was enough for us.”  44   Stanislas 
Yassukovich  , managing director of European Banking Company  , a 
small British bank with ties to Mexico, felt similar pressure from the 
Bank of England  : “We were pretty well told by the deputy governor 
[of the Bank of England] that if we did not step into line we would be 
on the carpet. What can you do under those circumstances?”  45   

 In the end, despite much grumbling by smaller banks and a good 
deal of arm-twisting by G-10 governments and the members of the 
BAC, nearly all Mexico’s bank creditors signed up to the concerted 
lending plan. Nonetheless, since the fi nal $1 billion in concerted lend-
ing required the BAC to secure commitments from over 400 smaller 
banks, negotiations dragged on   into February 1983.  46   In the interim, 

  42     Alan Friedman and Paul Taylor  , “Mexico loan gets backing of US and UK 
bankers,”  Financial Times , December 16, 1982.    

  43     Because their exposure was very small relative to the money-center banks 
and their own overall lending portfolios, these smaller banks had strong 
incentives to “cut and run.” As one Washington state banker explained, “We 
could save ourselves without saving the whole system” (Kraft  1984 , 52).  

  44     Kraft ( 1984 , 53).  
  45     William Hall, “The small banks get nervous,”  Financial Times , December 

21, 1982.  
  46     Ultimately, the main holdouts were the small regional banks in the United 

States   and smaller banks in West Germany   and Switzerland  . See Peter 
Montagnon, “Banks ready to commit $4.5 billion funds to Mexico,” 
 Financial Times , December 23, 1982.  
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the largest money-center banks provided Mexico with $433 million in 
bridge fi nancing on February 24, which was intended to allow Mexico 
to service its debts until the fi rst loans were disbursed in March.  47   Not 
surprisingly, the largest commitments came from United States banks, 
which held 62 percent of Mexico’s bank debt; American commercial 
banks provided $1.76 billion, while Japanese banks contributed the 
next largest amount (approximately $900 million) of new money.  48   

   Executive Board approval – December 23, 1982 

 The composition of Mexico’s private international creditors – 
 specifi cally the fact that Mexico’s lenders consisted almost entirely of a 
limited number of major commercial banks   – thus played a key role in 
shaping negotiations between the IMF   staff and the Mexican govern-
ment in 1982. Through the efforts of the BAC, Mexico’s commercial 
bank creditors were able to organize quickly and make fi rm, upfront 
commitments to provide new lending. As a result, the IMF was con-
fi dent – even before the executive board met – that the Mexican loan 
would have the desired “catalytic effect” on private capital infl ows. 
With suffi cient private commitments of new lending in place, de 
Larosière brought the Mexican EFF proposal before the executive 
board on December 23, 1982, where it was unanimously approved. 

 A close examination of the executive board minutes from the 
December 23   meeting sheds further light on the process of IMF 
 decision-making and the connections between patterns of fi nancial 
globalization   and the preferences of the key actors involved. In partic-
ular, the board discussion highlights several key points that reinforce 
the theoretical argument and quantitative evidence provided thus far 
in the book. First, the board discussion provides additional evidence 
that the anticipated reaction of private international creditors plays 
a central and critical role in shaping IMF lending decisions. Indeed, 
the managing director opened the meeting by emphasizing that the 
proposed IMF loan (coupled with bilateral offi cial commitments of 
$2 billion from the United States and BIS central banks) would leave 
Mexico with $5 billion in external debt obligations in 1983 – an 

  47     Alan Riding, “Mexico in $5 billion loan pact,”  New York Times , February 
25, 1983.  

  48     Minutes of EBM/82/167, annex 1, 38.  
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amount that he had already informed Mexico’s commercial bank 
creditors they had to provide themselves through a combination of 
“new exposure” and debt rescheduling  .  49   De Larosière then pro-
vided an updated status report on the extent of private lenders’ com-
mitments to date; he noted that, as of 5:00 p.m. on December 22, 
Mexico’s commercial bank creditors had pledged $4.32 billion in 
lending commitments – a total slightly short of the $4.5 billion (90 
percent) target for new syndicated lending that would constitute “crit-
ical mass, i.e., an amount large enough to satisfy him [de Larosière] 
that suffi cient momentum had been created in the banking commu-
nity” to warrant bringing the proposed IMF loan to a vote before 
the board.  50   De Larosière then thanked those countries – Canada  , 
the United Kingdom  , and the Netherlands   – whose banks had con-
tributed “amounts in excess of their quotas” to the concerted lending 
package.  51   He also commented that several major countries’ banks – 
Japan  , West Germany  , and the United States   in particular – were the 
parties responsible for the shortfall in commitments, though he also 
noted that these countries had made the largest aggregate commit-
ments to date. Despite the banks’ slight shortfall in commitments, de 
Larosière made it clear that he felt the banks had come close enough 
to the $4.5 billion target to make clear their strong commitment to 
provide future fi nancing to Mexico. Consequently, he urged the board 
to open discussions on the proposed Mexican loan and asked for its 
“support … in carrying through the vast international support opera-
tions that the Fund had coordinated.”  52   

 Several executive directors   echoed the managing director’s opti-
mism about private creditors’ willingness to provide new fi nancing 
to Mexico. For example, Alexandre    Kafka (Brazil  ) “warmly sup-
ported” the proposed loan, “despite the shortfall in contributions 
from commercial banks, which he was sure would be overcome in 
a short time.”  53   Gerhard Laske    (West Germany  ) stated that “he was 
not worried about the shortfall of some $680 million in new [bank] 
exposures,” and he expressed “reasonable confi dence that many of 
the banks that had not yet responded would fall into line once it 

  49     Minutes of EBM/82/167, 3.     50     Ibid., 4.  
  51     Ibid. Quotas for individual countries had been established on the basis of the 

exposure of their commercial banks in Mexico.  
  52     Ibid., 3.     53     Ibid., 11.  
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became known that the executive board of the Fund had agreed to an 
extended arrangement for Mexico.”  54   

 This optimism about private creditors’ behavior on the part of 
both the Fund staff and its shareholders was largely the result of 
the composition of Mexico’s private external debt. Since the afore-
mentioned limited number of commercial banks held nearly all of 
Mexico’s private external debt, the Fund’s concerted lending strategy 
had been extremely successful and (the slight shortfall in bank com-
mitments notwithstanding) had been accomplished quite rapidly.  55   
In fact, only fi ve weeks had passed since de Larosière’s initial meet-
ing with the BAC   at the FR  BNY. Although a few banks continued 
to hold out, the commercial banks had organized and collectively 
reached agreement on participation in the concerted lending scheme 
in a remarkably short period of time.  56   Had Mexico’s private credi-
tors been more numerous and disaggregated, it is highly unlikely 
that they would have come so close to meeting de Larosière’s “criti-
cal mass” target, and the board discussion of the Mexican IMF loan 
would quite probably have been delayed. Furthermore, a larger short-
fall of private lending commitments would probably have required 
a much larger Fund loan that would have covered a greater portion 
of Mexico’s external fi nancing gap. In the event, the Fund was able 
to stand fi rm in its commitment to provide only a relatively small 
portion ($2 billion) of Mexico’s external fi nancing needs, while the 
commercial banks committed themselves to providing the majority. 

 Christopher Taylor   (alternate executive director – United Kingdom  ) 
saw the success of concerted lending in the Mexican case as a model 
to be followed in future lending cases. He emphasized that the IMF 
could not “meet all of Mexico’s fi nancial needs” given its resource 
constraints, but added that a Fund loan could “give confi dence to 
donors and creditors, particularly commercial banks, and encour-
age them to continue lending to a country that was having extreme 
diffi culty.”  57   In this sense, Taylor stated, “the case of Mexico was 
a good example of the crucial role that the Fund could play  as a 

  54     Ibid., 23.     55     Ibid., 4.  
  56     The primary holdout creditors were small banks in the United States with 

very small exposure to Mexico, and countries with less overall exposure (e.g. 
Italy  , Belgium  , Switzerland  ). See ibid., 4–5.  

  57     Ibid., 34.  
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catalyst .”  58   Similarly, Teruo Hirao   (Japan  ) sought to draw more gen-
eral lessons about the IMF’s role in generating catalytic   fi nancing 
from the Mexican experience:

  The Fund’s primary role should be  to restore public confi dence  in the econ-
omy of a debtor country by formulating a suitable adjustment program, 
 thereby facilitating the country’s access to private credit …  There might 
be additional cases like that of Mexico, in which parallel negotiations with 
private banks would be needed in order to consolidate the basis for imple-
menting the Fund program.  59     

 These statements by the British and Japanese executive directors illus-
trate that the board, like the Fund staff, is also particularly concerned 
with the expected reaction of international creditors in the aftermath 
of an IMF loan, as well as the moral hazard consequences of provid-
ing a complete bailout   to a country and its private lenders. 

 In addition to highlighting the importance of patterns of fi nancial 
globalization  , the board minutes reinforce the centrality of country-
specifi c macroeconomic criteria in shaping IMF lending decisions. 
Following de Larosière’s introduction and discussion of the status of 
the concerted lending operation, Miguel A. Senior   (Venezuela  ), the 
executive director representing Mexico, Spain, and six other Latin 
American countries, provided a comprehensive overview of the Fund 
staff’s report and the proposed conditionality   to be implemented by 
the Mexican authorities.  60   Senior outlined a series of policy reforms, 
including reductions in infl ation and external borrowing. The “center-
piece of the program” was a “marked reduction of the public sector 
defi cit, from about 16.5 per cent of GDP in 1982 … to 3.5 per cent 
in 1985.”  61   To reach this target, the Mexican government committed 
itself both to sharp reductions in spending and to a series of revenue-
increasing measures, including “higher taxes, tariffs, and prices.”  62   

 Once Senior had fi nished his opening statement, the executive 
directors   each offered their thoughts, comments, and questions 
on the proposed IMF program. In the course of these discussions, 
the lion’s share of their attention was focused on concerns about 
the type, content, and scope of these proposed conditions. 

  58     Ibid. (emphasis added).     59     Ibid., 33 (emphasis added).  
  60     Ibid., 5–11.     61     Ibid., 6.     62     Ibid., 7.  
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In particular, several executive directors expressed concerns about 
the specifi cs – or lack thereof – contained in the Mexican program, 
including the lack of an overall strategy for Mexico’s recovery. While 
the draft program contained a long list of macro- and microeconomic 
policy reforms aimed at reducing the public sector defi cit (including 
fi scal policy adjustment, an increase in value added tax, and control-
ling wage growth), the executive directors were not clear about either 
the sequencing of these policy reforms or which of these adjustments 
was expected to have the greatest impact on Mexico’s economic situ-
ation. For example, Jacques de Groote   (Belgium  ) argued that the draft 
proposal “was not a program so much as a list of intentions, and 
of individual decisions taken in some areas of the economic fi eld.”  63   
Robert Joyce   (Canada  ) shared this concern, noting that “he did not 
have any clear idea of how the various elements would fi t together.”  64   
Consequently, de Groote emphasized that “frequent reviews would be 
needed … to ensure that the program was implemented.”  65   Similarly, 
Jacques Polak   (the Netherlands  ) noted the signifi cant degree of uncer-
tainty surrounding the staff’s projections of Mexico’s performance 
during the three-year duration of the program.  66   While he praised the 
staff for submitting a “thorough and detailed” report and draft pro-
gram to the board, Polak worried that “little was known about what 
would take place in 1983, let alone in 1985.”  67   Polak, Joyce  , and oth-
ers, including A.R.G. Prowse   (Australia  ), worried that the proposed 
conditionality   was neither politically feasible for the Mexican govern-
ment to implement nor guaranteed to resolve the country’s balance of 
payments problems even if fully implemented.  68   

 Nevertheless, despite these concerns, the executive directors gave 
wide latitude to the IMF staff’s proposed program and did not seek 
to impose their own preferences or modifi cations. To the contrary, 
they uniformly praised the staff for their thorough work and analysis, 
and they strongly supported the proposed program. Taylor  ’s   remarks 
are illustrative: he “joined the other speakers who had paid tribute to 
the staff for the amount of work that it put into the Mexican request, 
under considerable pressure,” and he “warmly endorsed the staff 
appraisal and the proposed decisions.”  69   Similarly, Kafka   “thanked 

  63     Minutes of EBM/82/168 (December 23, 1982), 4.  
  64     Ibid., 8.     65     Ibid., 4.     66     Ibid., 4–5.     67     Ibid., 5.  
  68     Ibid. See discussion at pp. 4–17.     69     Ibid., 34.  
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the staff for the special efforts that it had made to keep executive 
directors up to date about measures taken recently by the Mexican 
authorities,” while Laske, Richard Erb   (United States  ),     and Bruno 
de Maulde   (France  ) commended both the managing director and 
the staff for their handling of the Mexican crisis.  70   Joyce     and Polak   
  acknowledged the staff’s exceptional efforts under serious time con-
straints and in light of the magnitude of Mexico’s problems; although 
they had raised a variety of detailed concerns about the feasibility and 
effectiveness of the proposed conditions, they nevertheless expressed 
full support for the proposed program.  71   The executive directors’ 
focus on the content and details of conditionality   in the Mexican 
EFF arrangement, as well as their willingness to accept the proposed 
conditions without alterations, illustrates the signifi cant amount of 
autonomy and infl uence exercised by the IMF staff in the Fund lend-
ing process  . Moreover, it reinforces the idea that IMF lending, while 
unquestionably infl uenced by the domestic interests of the Fund’s 
large shareholders, is, to some extent, a technocratic process driven 
largely by the economic and fi nancial characteristics of the particular 
borrowing country in question. 

 Nonetheless, although the December 23 board meeting illustrates 
the key role and substantial autonomy of IMF bureaucrats, it also 
highlights the central role played by the Fund’s largest sharehold-
ers in IMF policymaking. Despite the concerns noted above about 
the content of conditionality  , the G-5 executive directors praised de 
Larosière for his efforts at securing the banks’ cooperation and uni-
formly supported the package, on the grounds that global fi nancial 
stability depended on an immediate and effective response by the 
Fund. As Erb     stated, “It was diffi cult to overstate the signifi cance of 
the program’s successful implementation, not only for Mexico but 
also for the Fund and for the system.”  72   Erb’s only concern was a 
preference for more frequent program reviews given the many uncer-
tainties about Mexico’s situation. Laske     also offered his support for 
the program and noted that he “was not worried about” the fact that 
the commercial banks had not met de Larosière’s target.  73     The banks’ 
commitments were suffi cient, he concluded, “that the Fund could 
have reasonable confi dence that many of the banks that had not yet 

  70     Ibid., 11, 18, 21.     71     Ibid., 5–11.  
  72     Minutes of EBM/82/167, 18.     73     Ibid., 23.  
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responded would fall into line once it became known that the execu-
tive board of the Fund had agreed to an extended arrangement.”  74   
Hirao     stated that the Japanese government was “fully prepared” to 
support the IMF program, while Taylor     “warmly endorsed the staff 
appraisal and the proposed decisions.”  75   

   Among the G-5 executive directors, only de Maulde      expressed any 
skepticism about the program. He raised concerns about both debtor 
and creditor moral hazard, noting that Mexico “was a clear case of 
an adjustment unduly delayed with the support of misguided borrow-
ing, on an ever-shorter-term basis, from unwise commercial banks.”  76   
This relative lack of enthusiasm is somewhat surprising, given that 
French commercial banks, with $4.4 billion of lending, were more 
highly exposed to Mexico   than either Japanese   or German   banks 
($2.1 billion and $1.9 billion, respectively). Nevertheless, while de 
Maulde was more concerned about moral hazard than his G-5 col-
leagues, his concerns were tempered by equally signifi cant worries 
about the systemic consequences of a Mexican fi nancial crisis: “The 
size of Mexico’s external problem,” he noted, “was such that the 
consequences of letting it escalate could well have been severe for 
the entire international monetary system.”  77   Ultimately, de Maulde 
concluded that France “could fully support the objectives of the pro-
gram” in light of the Mexican crisis’s implications for international 
fi nancial stability.  78   

 Thus, the Fund’s largest shareholders, including the G-5 countries 
that exercise de facto control over the executive board,   uniformly 
supported approval of the proposed Mexican EFF arrangement. G-5 
support was broadly matched by the remaining executive directors, 
who also expressed their enthusiasm for the proposed  program.  79   
This unanimity among the Fund’s largest shareholders, coupled with 
the sizeable upfront lending commitments of the commercial banks, 
led the board to approve unanimously the Mexican request for a 
three-year EFF arrangement totaling SDR 3.41 billion (2.93 times 
quota). although the G-5 countries strongly supported approval of 
the large-scale loan, however, they also supported the staff’s pro-
posed conditionality   (seven performance criteria). Indeed, despite 
their governments’ strong domestic and international interests in 

  74     Ibid.     75     Ibid., 33–4.     76     Ibid., 12.     77     Ibid.     78     Ibid.  
  79     Ibid., 11–18, and minutes of EBM/82/168, 3–19.  
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assisting Mexico, the G-5 executive directors emphasized that it 
was the Mexican government that bore primary responsibility for 
the onset of the current crisis. For example, Erb     noted that Mexico’s 
debt problems clearly “showed what could happen when a country’s 
decision makers failed to make prompt adjustments in economic poli-
cies as conditions changed.”  80   Laske     echoed Erb’s concerns about the 
severity of the crisis and noted that the Mexican government’s policy 
choices in 1981 and 1982 had “proved to be too timid to prevent 
a further aggravation of the internal and external imbalances, and 
they had failed to prevent a grave economic crisis.”  81   Although he 
acknowledged that the loan’s conditionality would harm both eco-
nomic growth and employment in Mexico, Laske concluded that 
“there was … no workable alternative to such strong austerity meas-
ures, which were being imposed not for austerity’s sake, but rather to 
restore national and international confi dence” in Mexico.  82   He was 
“particularly impressed by the combination of various performance 
criteria, which went beyond what was usually incorporated into Fund 
programs with member countries. Considering the extremely diffi cult 
economic situation confronting Mexico,” he concluded, “the some-
what more elaborate network of criteria was certainly justifi ed.”  83   

 Therefore, while G-5 governments strongly supported the large-
scale Mexican loan on account of the country’s importance to both 
their domestic fi nancial interests and global fi nancial stability, they 
also supported the staff’s proposed conditionality   in order to limit 
moral hazard and ensure that Mexico undertook the policy reforms 
necessary to ensure its long-term solvency. This stance refl ects the 
way in which the G-5 collectively wrestle, on a case-by-case basis, 
with the liquidity/moral hazard trade-off   inherent in IMF lending. 
While a large Fund loan clearly served the domestic fi nancial interests 
of G-5 governments in the 1983 Mexican case, it also placed sub-
stantial IMF resources at risk – resources provided largely by the G-5 
themselves through their quota contributions. 

 Ultimately, the combination of substantial fi nancing with rela-
tively extensive conditionality   was an outcome consistent with G-5 
governments’ dual interests in the Mexican case. At the same time, 
this outcome refl ected the Fund staff’s infl uence over lending deci-
sions  , as well as its concerns about catalytic fi nancing. Indeed, while 

  80     Minutes of EBM/82/167, 18.     81     Ibid., 22.     82     Ibid.     83     Ibid.  
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the G-5 had strong domestic fi nancial interests in Mexico, the staff’s 
primary goal was to signal Mexico’s fi rm commitment to sustainable 
macroeconomic policies – thereby convincing the commercial banks 
to continue lending to Mexico in the future. In part, this required a 
substantial fi nancial commitment by the Fund. Nevertheless, it also 
required signifi cant policy adjustment by the Mexican government to 
alleviate the country’s balance of payments problems. In short, the 
interests of both key actors in IMF policymaking came together to 
yield the fi nal outcome in the 1983 Mexican lending episode. G-5 
governments and the IMF staff both exercised partial, but incomplete, 
authority, and each group’s preferences were strongly infl uenced by 
the composition of private international capital fl ows to Mexico. 

   Short-term success and recovery, 1983–5 

 In the short term, the 1983 EFF arrangement proved to be a great 
success. By March 1983 Mexico appeared to be back on the track 
to fi nancial recovery. On March 23 the BAC   announced that the $5 
 billion “critical mass” target had been reached, with 526 bank credi-
tors participating.  84   By August Mexico had fully repaid the $1.85 
billion BIS bridge loan  ; by December it had retired all $864 million 
in arrears on its private debt that had accumulated during the 1982 
crisis.  85     One year after the approval of Mexico’s IMF package, de 
Larosière contacted the BAC and informed the banks that Mexico had 
met all the performance criteria for 1983   by “substantial margins.”  86   
He then asked for a second round of concerted lending on the order of 
$3.8 billion, which would supplement the Fund’s disbursements dur-
ing 1984. With the successes of 1983 serving as a catalyst, the BAC 
secured commitments from more than 500 banks for the full amount 
by April 1984. Once again, the composition of Mexico’s private inter-
national creditors played a key role: the banks’ ability to organize rap-
idly and cooperate under the auspices of the BAC, coupled with their 
long-term interests in Mexico, enabled the IMF to secure new fi nanc-
ing commitments that further mitigated its concerns about   moral haz-
ard resulting from the very large Mexican loan. 

  84     A handful of small creditors never participated, but the major money-center 
banks   made additional commitments to cover the difference in funds (Kraft    
 1984 , 54; James    1996 , 371).  

  85     Kraft ( 1984 , 55).     86     Boughton ( 2001 , 364).  
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 With the second concerted lending agreement fi nalized, the IMF 
and the commercial banks began to explore a longer-term solution to 
Mexico’s fi nancing needs. Although the BAC had managed once again 
to assemble a critical mass of participants in the new $3.8 billion loan, 
it now recommended that de Larosière   encourage the banks to com-
mit to a multi-year rescheduling package that would allow Mexico to 
reschedule some of the debt it owed in the coming months.  87   At the 
International Monetary Conference in Philadelphia in May 1984, de 
Larosière met with the chairmen of the BAC member banks (along 
with Volcker  , Leutwiler   of the BIS, and several IMF senior staff 
members) and made the case for a multi-year rescheduling agreement 
(MYRA)  : “It is … in everyone’s interest that Mexico’s [adjustment] 
efforts be complemented by a change in its external debt profi le in a 
way that would enhance stability.”  88   The members of the BAC gov-
erning board, including William Rhodes  , Walter Wriston (the chief 
executive of Citibank)  , and Wilfried Guth   (chairman of Deutsche 
Bank  ) all reacted favorably to de Larosière’s   proposal. The following 
day Rhodes announced the banks’ intention to negotiate with Mexico 
over the rescheduling of some $40 billion of the country’s $90 billion 
in private international debt.  89   On September 8, after two months of 
negotiations, the BAC and the Mexican authorities reached agreement 
on the rescheduling of approximately $48 billion of Mexico’s sover-
eign debt that fell due between 1985 and 1990. Under the terms of 
the agreement, the commercial banks agreed to lengthen the matu-
rity of their syndicated loans from eight to fourteen years, to smooth 
principal and interest repayments, and to reduce Mexico’s interest rate 
spreads over LIBOR.  90   The   MYRA   lowered Mexico’s debt payments 
by $487 million per year in 1985 and 1986, by $379 million per year 
from 1987 to 1991, and by $325 million from 1991 to 1998.  91   

 With these further commitments from the banks in place, Mexico 
was able to meet its debt obligations and implement the conditional-
ity   included in the extented arrangement. Between 1983 and 1985, as 
Mexico continued to meet its performance criteria targets, the IMF 

  87     Ibid., 365.  
  88     IMF/RD Managing Director fi le “Philadelphia meeting, 1984” (accession 

85/231, box 3, section 177), quoted in Boughton ( 2001 , 366).  
  89     James L. Rowe, Jr., “Loan terms to be eased for Mexico,”  Washington Post , 

June 5, 1984.  
  90     Boughton ( 2001 , 368).  
  91     Richard J. Meislin, “Mexico reports accord to ease debt payments,”  New 

York Times , September 8, 1984.  
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staff provided favorable reviews in its staff reports and expressed clear 
support for continued disbursement of the SDR 3.41 billion package. 
Overall, the staff viewed the 1983 extended arrangement as a clear 
success, given Mexico’s return to fi nancial stability and good standing 
in global markets. In its third-year review, the staff expressed a favora-
ble view of Mexico’s prospects and performance under the program:

  In summary, in the last few years Mexico has made remarkable advances in 
its efforts to recover from the economic crisis of 1981–82 … [T]he authori-
ties have implemented policies which have led to a substantial gains [ sic ] in 
Mexico’s economic situation and an improvement in the structure of the 
economy. The authorities have also shown the capacity to correct economic 
policies when deviations from the programmed path have occurred, and 
they have reiterated their willingness to adopt further adjustment meas-
ures, as needed, to ensure the success of the adjustment program … [I]n 
the view of the staff, the program presented for 1985 is consistent with the 
attainment of the aims established under the extended arrangement.  92     

 As a result of their apparent success, the IMF’s policies toward Mexico 
from 1982 to 1984 soon became a blueprint for its overall approach 
to developing country lending in the mid-1980s. In April 1983 the 
executive board formally adopted concerted lending   as its policy for 
providing fi nancing to borrowing countries: “The executive board 
would need suffi cient safeguards [i.e. private funding commitments] 
to ensure that the Fund’s resources would be used to support a viable 
and fi nanceable adjustment program.”  93   Within this framework, the 
IMF would condition its lending to Mexico and other developing 
country borrowers on the provision of new (catalytic) fi nancing by 
the borrower country’s private international creditors. 

    The 1986 stand-by arrangement 

  Renewed diffi culties, 1985–6 

   Despite the emergence of concerted lending and multi-year resched-
uling as the normal mode of IMF lending, it became increasingly 

  92     See “Mexico – staff report for the 1985 Article IV consultation and use of 
fund resources under the extended arrangement – program for the third 
year,” EBS/85/123 (May 13, 1985).  

  93     Minutes of EBM/83/58 (April 6, 1983), 36–7; published in IMF 
(1983, 162–3).  
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evident that this approach did not offer a long-term solution to 
Mexico’s debt problems. Although debt rescheduling   had lengthened 
the maturity profi le of Mexico’s external debt, it had not reduced its 
overall debt burden. Thus, while Mexico had managed to avoid the 
immediate threat of a default in 1984/5, it still faced serious questions 
about the long-term sustainability of its external fi nancing situation. 
Furthermore, by the end of 1985 Mexico also faced new macroeco-
nomic diffi culties. After solid current account surpluses in 1983 and 
1984, Mexico saw a marked reversal in its trade balance in 1985, 
largely as a result of another round of sharp declines in oil prices. 
With wage policy and fi scal adjustment policies weakening, infl ation 
rose to 53.7 percent year-on-year by August, and the peso depreciated 
sharply against the dollar.  94   In addition, the Mexican government had 
missed its targets for several of the extended arrangement’s perform-
ance criteria for the end of 1984. When the IMF staff team visited 
Mexico City to conduct its program review in mid-August it found 
that Mexico fell short on several key performance criteria (including 
the targets for foreign exchange reserves, domestic credit growth, and 
the fi scal defi cit)  , and the Fund had no choice but to suspend disburse-
ment of the remaining $900 million of the 1983 program.  95   

 Mexico’s debt problems worsened in mid-September, when two mas-
sive earthquakes – an 8.1 quake on the Richter scale on September 19 
and a 7.5 quake the following day – further destabilized its fi nancial 
position. The earthquakes killed thousands of people in and around 
Mexico City, and the economic damage eventually totaled the equiva-
lent of 3.5 percent of annual GDP  .  96   Although the 1983 extended 
arrangement remained suspended, the IMF did offer SDR 290 mil-
lion in emergency fi nancing, which the executive board approved, and 
disbursed immediately, on January 10, 1986.  97   In April, the World 
Bank provided $400 million in additional disaster relief aid  , and   Silva 
Herzog simultaneously began talks with de Larosière   and the IMF 
staff over the terms of a new Fund program to replace the cancelled 
loan under the EFF. 

  94     David Gardner, “Mexico may need further pact to reschedule debt,” 
 Financial Times , August 8, 1985.  

  95     Boughton ( 2001 , 371).     96     Ibid.  
  97     Despite this emergency assistance, the Fund came under severe criticism for 

“cutting off” Mexico in the wake of the earthquakes. See James L. Rowe, 
“IMF cuts off lending to Mexico,”  New York Times,  September 20, 1985.  
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   Mexico’s debt composition, 1985–6 

 At the beginning of 1986, therefore Mexico found itself once more 
facing a potential external debt crisis. Despite three years of adjust-
ment under the 1983 extended arrangement, the country’s overall pri-
vate external debt had continued to grow, rising from $62.4 billion 
in 1982 to $73.4 billion by the end of 1985. The vast majority of this 
debt (95.1 percent) was still held by commercial banks, with G-5   com-
mercial banks holding $51.6 billion in Mexican debt. At only $3.6 
billion in outstanding issues, bonds continued to play only a limited 
role in Mexico’s external debt situation  . Private non-guaranteed debt, 
which remained entirely in the form of interbank lending, had risen 
slightly ($15.1 billion), but remained stable as a share (19.7 percent) 
of Mexico’s private external debt. 

 Despite this continuity in Mexico’s fi nancial ties to global mar-
kets, two major changes in Mexico’s external debt composition had 
occurred since 1982. First, as a result of the 1984 MYRA  , Mexico’s 
annual amortization payments on its private external debt had 
declined sharply, from $9.6 billion per year from 1986 to 1989 to 
$1.1 billion per year thereafter.  98   Thus, while Mexico’s overall debt 
burden remained substantial, its short-term obligations had fallen 
markedly. Second, the distribution of debt among G-5 commercial 
banks had shifted. Although US commercial banks continued to hold 
the largest share of Mexican debt  , their exposure had declined in both 
absolute and relative terms, from $24.9 billion and 62 percent of G-5 
bank lending to Mexico in 1982 to $23.1 billion and 44.8 percent in 
1985. Similarly, while UK   banks remained Mexico’s second largest 
creditors, they also had reduced their exposure slightly, from $6.4 
 billion in 1982 to $6.3 billion in 1985. By contrast, commercial banks 
in the other G-5 countries had signifi cantly increased their Mexican 
exposure in the three years following the IMF’s approval of the 1983 
extended arrangement. French banks   now held $5 billion in Mexican 
debt (compared to $4.4 billion in 1982), while German banks   had 
nearly doubled their lending to Mexico from $1.9 billion (5 percent of 
the G-5 total) to $3.5 billion (7 percent). More importantly, Japanese 
banks   had increased their lending to Mexico sharply; by 1985 they 
held $13.1 billion in claims on Mexico (25 percent of the G-5 total), 

  98     Boughton ( 2001 , 415).  
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or nearly seven times the amount they had held in 1982 ($2.1 billion; 
5 percent). As a result, US   and Japanese   commercial banks now held 
almost a half (49.3 percent, $36.2 billion) of Mexico’s entire stock 
of private international debt and over two-thirds of G-5 bank claims 
(69 percent). In contrast, European G-5 banks held only 20.2 percent 
($14.8 billion) of Mexico’s debt, and their combined share of G-5 bank 
exposure was only 21 percent. This signifi cant difference in exposure 
would directly infl uence how each of the G-5 countries viewed IMF 
lending to Mexico throughout the remainder of the 1980s. 

   Negotiating the stand-by arrangement, 
March–August 1986 

 By early 1986 Mexico found itself once again at the edge of an immi-
nent fi nancial crisis: the government owed $950 million in principal 
to international bank lenders on March 21. Although the commercial 
banks still had extensive, long-term ties to Mexico, they had now 
endured three years of concerted lending and debt rescheduling   and 
were becoming increasingly reluctant to continue providing Mexico 
with new credit. Consequently, the banks refused to roll over this 
payment unless and until Mexico signed a new letter of intent     with 
the Fund.  99   Faced with few alternatives, Silva Herzog began formal 
negotiations with the IMF, and the banks subsequently agreed to a 
six-month rollover of the March 21 payment. Negotiations continued 
to drag on through May 1986, as Mexico and the IMF staff clashed 
over how much fi scal restraint would be required to rein in infl ation 
and resolve the government’s balance of payments problems. 

 By June Mexico still had not reached an agreement with the IMF 
on the terms of a new lending program, and private creditors began 
to pull out of the country. The Banco de México   announced on June 
3 that it had lost $500 million in reserves during May, leaving it with 
less than $3.2 billion on hand (compared to $7.3 billion at the end 
of 1984).  100   Silva Herzog resigned on June 17, after which Gustavo 
Petricioli  , the new Mexican secretary of fi nance, traveled immediately 
to Washington and resumed negotiations with de Larosière   and the 

   99     Ibid., 438.  
  100     “Mexico – staff report for the 1986 Article IV consultation and request for 

stand-by arrangement,” EBS/86/161, Suppl. 1 (August 15, 1986), 11.  
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IMF staff. With Mexico rapidly running out of reserves and again fac-
ing default, the two sides fi nally reached agreement on the terms of a 
new letter of intent, which Petricioli   signed on July 22. The proposed 
IMF program was an eighteen-month stand-by arrangement for SDR 
1.4 billion (about $1.7 billion, equivalent to 1.2 times quota). As in 
1983, it included seven performance criteria, with emphasis on the 
standard macroeconomic targets such as budget defi cits and foreign 
exchange reserve levels. The program also contained a contingency 
clause under which the IMF would provide an additional SDR 800 
million if the world price of oil – Mexico’s chief export – fell below $9 
per barrel.  101   Although the proposed SBA was smaller than the IMF’s 
previous commitment to Mexico, its duration was shorter: the new 
loan was to last only half the time of the previous extended arrange-
ment (eighteen months as against three years), and it was less than 
half the size (41 percent) of the 1983 package. Extrapolated out to 
thirty-six months, however (the length of the 1983 extended arrange-
ment), the new loan would have equaled 2.4 times Mexico’s quota – 
a level comparable to the 2.93 times quota ratio of the 1983 loan. 
The new loan thus represented another sizeable commitment of IMF 
resources to Mexico. 

   The IMF staff report, August 15, 1986 

 In its proposal to the executive board, the IMF staff acknowl-
edged Mexico’s substantial progress in addressing the debt crisis of 
1982/3: “Four years ago the Government of Mexico was faced with a 
diffi cult economic situation. The economy was moving into recession, 
the country’s foreign exchange reserves were under serious pressure, 
and infl ation was accelerating rapidly.”  102   The staff noted that the 
“Mexican economy [had] made substantial gains in 1983 and 1984,” 
through “a major strengthening of the fi scal position, a tightening 
of credit, and a large initial adjustment of the currency, followed by 
frequent adjustments based on projected infl ation.”  103   The staff also 
emphasized the banks’ willingness to participate in debt rescheduling 

  101     Ibid., app. 5. Conversely, the IMF loan would decrease in size if oil prices 
rose above $14 per barrel, which would enable Mexico to service its external 
debts with less offi cial assistance.  

  102     Ibid., Suppl. 1.     103     Ibid., 5.  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


The IMF in the Global Economy178

and to provide new lending as a key factors contributing to the suc-
cess of the 1983 stand-by arrangement.  104     

 Mexico’s renewed fi nancial diffi culties, the staff stated, were the 
result of two key factors: (1) rising infl ation, coupled with insuffi cient 
changes in government spending and the exchange rate level; and (2) 
“fi scal slippages … compounded by the weakening of the international 
petroleum market and by the impact of the September 1985 earth-
quakes on economic activity in general and on the public fi nances in 
particular.”  105   These factors had, in turn, undermined international 
creditors’ confi dence in Mexico and once again triggered capital fl ight. 
Despite a series of additional policy adjustments (including devalua-
tion, public spending cuts, and the liberalization of import permits), 
the staff noted that “the [1983 IMF] program could not be brought 
back on track and by the end of 1985 fi ve of the seven performance 
criteria under the extended arrangement were not met.”  106   

 The proposed new loan aimed to address these problems through a 
“combination of fi scal and monetary measures with structural poli-
cies to restore balance of payments viability” and “break the infl a-
tionary trend” while “setting the basis for reestablishing economic 
growth.”  107   The seven performance criteria included a series of quar-
terly limits on government spending, the net foreign assets of the 
Banco de México  , and external borrowing by the Mexican govern-
ment.  108   Since, as noted above, declining oil prices had caused a sub-
stantial portion of Mexico’s new fi nancial diffi culties, the staff tied 
both the proposed loan amount and conditionality   “to the evolution 
of oil prices.”  109   Thus, the staff’s calculations of Mexico’s external 
fi nancing requirements, as well as the specifi c numerical targets for 
the performance criteria, would change depending on future move-
ments in the world price of petroleum.  110   

 As with the 1982–5 extended arrangement, the staff made it clear 
that the new program “calls for substantial recourse to new external 
fi nancing.”  111   Indeed, the report emphasized that policy adjustment 
alone – while necessary – would not fully address Mexico’s external 

  104     Ibid.     105     Ibid., 7.     106     Ibid.; see also table 3 (p. 8).  
  107     Ibid., 10.     108     Ibid., 30–2.  
  109     Ibid., 12. See appendix 5 (p. 57) for specifi c details of this “oil contingency 

mechanism.”  
  110     EBS/86/161, app. 5.     111     Ibid., 26.  
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debt problems: “Since full and immediate adjustment due to the drop 
in oil export earnings would be both politically very diffi cult and 
damaging to capital formation, the program calls for sizeable exter-
nal support from all creditors that have been involved in fi nancing 
Mexico’s development in the past.”  112   As a result, the staff empha-
sized, the proposed program would be successful only if it generated 
a catalytic effect   on private capital fl ows over the 1986–7 period. The 
staff calculated the Mexican government’s fi nancing need from private 
international creditors to be “$6 billion over the two-year [1986–7] 
period,” an increase of about 5.5 percent a year from current levels.  113   
Although it acknowledged the sizeable commitment this involved on 
the banks’ part, the staff believed that this “external fi nancing pro-
posal that has been advanced strikes a reasonable balance between 
fi nancing and adjustment and deserves the support of the country’s 
creditors.”  114   

 The program negotiated and designed by the IMF staff there-
fore combined substantial policy adjustment (conditionality  ) by the 
Mexican government with a sizeable amount of IMF fi nancing. This 
combination refl ected the staff’s dual goals: inducing lasting change 
in the Mexican government’s economic policies and convincing pri-
vate international creditors to renew their commitment to Mexico. 
Nevertheless, the staff’s closing statement in its report clearly illus-
trated that the Fund was now less certain of the new loan’s success 
than it had been three years previously:

  The [Mexican] authorities have presented an economic program that 
 should  produce a substantial improvement in the country’s general eco-
nomic performance, and  should  facilitate changes in economic structures 
that are needed if Mexico is to achieve sustained economic growth. The 
efforts of the authorities need to be complemented by external cooperation 
if the program is to be implemented successfully, with the maintenance 
of orderly payments arrangements.  It has to be recognized, nevertheless, 
that the program is subject to considerable risk, particularly in view of the 
recent shocks which the economy has experienced.  Thus, the authorities 
will need to keep developments in the economy under closer scrutiny, and 
 should be ready to adjust policies promptly if circumstances should indi-
cate that additional measures are required .  115     

  112     Ibid., 44.     113     Ibid., 35.     114     Ibid., 46.  
  115     Ibid., 47 (emphasis added).  
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 The staff was also less optimistic that the proposed IMF program 
would have the desired catalytic effect on private international cap-
ital fl ows. Given Mexico’s ongoing economic diffi culties, it believed 
that a sizeable amount of the IMF’s own fi nancing would be neces-
sary to convince private international creditors to continue lending to 
Mexico: “This [large loan] refl ects the magnitude of the problem being 
experienced by the Mexican economy and the response of the author-
ities to the problem, as well as the need to signal to the creditors that the 
Fund will continue to have an important role in the country’s adjust-
ment process.”  116   Therefore, despite its belief that the new IMF pro-
gram should include substantial conditionality  , the staff also supported 
a renewal of the Fund’s large fi nancing commitment to Mexico. 

   Concerted lending returns 

   With a new IMF loan proposal on the table, de Larosière and Petricioli   
once again sought to secure new lending commitments from Mexico’s 
private international creditors in advance of the executive board meet-
ing. Accordingly, they pursued the same strategy of direct negotia-
tions with the major commercial banks that had proven so effective in 
1982–4.   On July 23–24, 1986, they met with representatives of eighty 
major commercial banks at the Pierre Hotel   in New York, including 
William Rhodes   and the board members of the BAC  . De Larosière 
again proposed a sizeable concerted lending package consisting of an 
immediate contribution of $500 million plus a commitment by the 
BAC to assemble an additional $6 billion in syndicated bank lending 
covering the remainder of 1986 and 1987  .  117   The $500 million contri-
bution by the banks was intended to be part of a larger $1.6 billion 
package of bridge fi nancing – a package that also included $545 mil-
lion from the US Exchange Stabilization Fund   and $550 million from 
the BIS   and its component central banks.  118   

 Although the BAC agreed to provide the $500 million in immediate 
bridge fi nancing, negotiations with Mexico over the longer-term pack-
age proved signifi cantly more diffi cult than in 1982.  119   Once again, 

  116     Ibid., 46.     117     Boughton ( 2001 , 443).  
  118     See Peter Montagnon, “Mexico fi nalizes $1.6 billion bridging loan 

arrangement,”  Financial Times , August 28, 1986.  
  119     It is worth noting that disagreements also arose within the BAC over 

whether or not to extend the $1.6 billion in immediate fi nancing, with Swiss 
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changes in the composition of private international capital fl ows to 
Mexico played a central role. In particular, many G-5 commercial 
banks were far less vulnerable to a Mexican default   than three years 
earlier, as they had now strengthened their capital reserves to insulate 
themselves against future losses incurred through sovereign lending to 
Mexico and other developing countries. By 1986 the largest banks in 
each of the G-5 countries had made reserve provisions averaging more 
than 20 percent of the value of their loans to developing countries. 
These provisions made new lending more expensive for the banks; 
while they maintained their existing exposure to Mexico through con-
certed lending and the MYRAs, they therefore began to reduce their 
voluntary new lending to Mexico and other less developed countries 
(LDCs): “Any new voluntary extensions of short-term trade credit 
have been more than offset by net repayments of existing loans. Banks 
have curtailed net new lending, even to developing countries that have 
avoided debt problems.”  120   Mexico’s lackluster economic perform-
ance over the previous three years also played an important role in 
fueling the banks’ skepticism about new concerted lending. Having 
already rescheduled nearly $50 billion in outstanding debt and com-
mitted more than $5 billion in new loans under the 1983 extended 
arrangement  , the banks were increasingly reluctant to commit further 
resources to a country whose future prospects were uncertain at best. 

 Since negotiations between the Mexican authorities and the BAC did 
not begin in earnest until September, BAC   chairman William Rhodes   
informed de Larosière on September 4, 1986, that an agreement on the 
terms of a new concerted lending package   – let alone participation by 
a “critical mass” of Mexico’s commercial bank creditors – could not 
be secured prior to September 8, when the IMF executive board was 
to consider the proposed Mexican lending arrangement. Rather than 
postponing the meeting, de Larosière sought and received the support of 
several executive directors   for taking the “exceptional” step of approv-
ing the Mexican loan “in principle” on the condition that Mexico reach 
a subsequent deal with its private and offi cial creditors alike.  121   

Bank Corporation   agreeing to participate only after direct pressure by de 
Larosière. See Alexander Nicoll, “Mexican creditors close to loan deal,” 
 Financial Times , August 14, 1986.  

  120     Morgan Guaranty, “World fi nancial markets”; quoted in Montagnon, 
 Financial Times , August 28, 1986.  

  121     Boughton ( 2001 , 443).  
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   Executive board approval – September 8, 1986 

 When the executive board met on September 8  , several executive direc-
tors   expressed serious reservations about the likelihood of the Mexican 
program succeeding.  122   The country’s rising debt levels, coupled with 
its failure to meet the performance criteria under the 1983–5 extended 
arrangement and the commercial banks’ growing reluctance to provide 
new fi nancing, raised concerns about moral hazard problems   resulting 
from another injection of IMF liquidity. Nonetheless, the board ulti-
mately believed that the new IMF loan was essential, since a Mexican 
default would have severe negative effects on the stability of the global 
fi nancial system. As Michael Foot  , the United Kingdom’s   alternate exec-
utive director, argued, IMF support was warranted on systemic grounds, 
because of “the importance of its [Mexico’s] orderly adjustment to the 
[stability of the] international monetary system.”  123   Likewise, Jacques 
Polak   (the Netherlands  ) noted “the crucial role of Mexico in the devel-
opment of the international debt situation.”  124   Put simply, Mexico was 
“too big to fail” in the eyes of the Fund and its major shareholders: a 
new Mexican fi nancial crisis or default would have serious adverse con-
sequences, both for global fi nancial stability and for the domestic fi nan-
cial interests of the Fund’s largest shareholders. 

 Although consensus emerged concerning approval of the loan 
package, so, too, did clear divisions within the executive board over 
the amount of IMF fi nancing. Specifi cally, several board members – 
 particularly the European directors – opposed the inclusion of the oil 
price contingency supplement, the SDR 800 million to be provided 
should world oil prices fall further.  125   In contrast, both Charles Dallara   
(United States  ), and Hirotake Fujino   (Japan  ) strongly supported the 
oil price contingency plan.  126   These divisions over whether or not to 
grant extra IMF resources mirrored the relative differences in G-5   
debt exposure to Mexico: with roughly one-half of Mexico’s private 
external debt held by their commercial banks, the United States and 
Japan strongly favored the contingency clause, which would ensure 
that Mexico had suffi cient resources to service its debts even if its 
export earnings continued to decline. The European directors, whose 

  122     Minutes of EBM/86/148 (September 8, 1986), 23; cited in Boughton ( 2001 , 
444).  

  123     Ibid., 445.     124     Ibid., 444.     125     Ibid.     126     Ibid.  
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governments (and banks) had less at stake in ensuring a Mexican bail-
out, were far less enthusiastic about including the oil supplement.  127   

 In spite of these concerns, only one director, Charles Rye   of Australia,   
abstained from approving the arrangement, on the grounds that 
Mexico’s problems pre-dated the 1985 earthquakes and the   prospects 
for program success were very slim.  128   In the end, Dallara and the rest 
of the G-5 directors threw their weight behind the staff’s proposed pro-
gram, despite Mexico’s repeated failure to meet its performance criteria 
targets under the 1983–5 extended arrangement  .  129   The executive board 
approved the loan, but only on the condition that Mexico reach agree-
ment on new fi nancing from both the commercial banks and its Paris 
Club   creditors by September 29:

  This stand-by arrangement … shall become effective on the date on which 
the Fund fi nds that satisfactory arrangements have been made with respect 
to the fi nancing of the estimated balance of payments defi cits for the period 
of the stand-by arrangement, but provided that such fi nding shall be made 
not later than September 29, 1986.  130     

 This conditional approval by the board illustrates the degree to which 
the Fund’s member state principals, like the IMF staff, were nota-
bly more concerned with moral hazard   in 1986 than they had been 
in 1982/3, and far less optimistic about the prospects for successful 
catalytic fi nancing  . Thus, while the G-5 still had a strong domestic 
fi nancial interest in providing Mexico with large-scale IMF fi nanc-
ing, they were becoming increasingly concerned that the Fund’s 
scarce resources were being used to “bail out” Mexico’s private credi-
tors. Quite simply, the Fund’s largest shareholders found themselves 
increasingly torn between the liquidity/moral hazard trade-off   and 
their dual goals of protecting their domestic fi nancial interests and 
conserving the Fund’s quota resources. In this situation, the IMF’s 

  127     Polak, in particular, thought that the oil contingency should be addressed 
through the Fund’s Compensatory Financing Facility (CFF)  , rather than as 
part of the current proposal. Minutes of EBM/86/148; quoted in Boughton 
( 2001 , 444). The CFF was created in 1963 to assist countries experiencing 
export shortfalls as a result of fl uctuating world commodity prices (www.
imf.org/external/np/exr/facts/howlend.htm).  

  128     Boughton ( 2001 , 445).     129     Ibid.  
  130     Executive board decision no. 8385 (86/149), adopted September 8, 1986.  
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ultimate decision was a contingent one: the full amount of fi nanc-
ing approved by the board would become available only if and when 
Mexico’s private and offi cial creditors carried through with their 
pledges to reschedule existing debt and provide catalytic fi nancing. 

   Securing the banks’ participation, 
September–November 1986 

 With only three weeks to go to the executive board’s imposed dead-
line, de Larosière – with the assistance of US Federal Reserve chair-
man Volcker   – pressured both the BAC   and the Mexican authorities to 
reach an agreement on the terms of the $6 billion in new bank loans 
for the remainder of 1986 and 1987. On September 15 Mexico’s Paris 
Club   creditors agreed to reschedule $1.8 billion in offi cial sovereign 
debt, which the IMF hoped would provide further impetus for the 
banks to reach agreement on new loans to Mexico.  131   Nonetheless, 
no agreement had been reached by September 30, when the IMF/
World Bank   annual meetings began in Washington. At the meetings, 
Volcker  , de Larosière, and Barber Conable   (president of the World 
Bank) met together with the BAC chairman and fi nally hammered 
out an agreement between Mexico and the banks. Under the terms 
of the arrangement, the banks agreed to provide $7.7 billion in new 
lending (increased from $6 billion as it included money for the period 
beyond 1987) and to reschedule $54 billion in Mexico’s outstanding 
debt at twenty years’ maturity and an interest rate of 13/16 of a point 
over LIBOR.  132   

 Since the executive board’s conditional approval of Mexico’s 
stand-by arrangement had expired on September 29, a new vote was 
required to reapprove the program. De Larosière tentatively scheduled 
this meeting for October 31, in order to give the BAC additional time 
to secure a “critical mass” (90 percent) of participation by Mexico’s 
private creditors. Given the board’s skepticism about the program’s 
prospects in September, he did not want to call another vote without 
explicit assurances of suffi cient private fi nancing  . In the interim, a 
combined team consisting of representatives from the BAC, the IMF, 

  131     Peter Montagnon, “Mexico may miss IMF deadline,”  Financial Times , 
September 29, 1986.  

  132     Alexander Nicoll, “Latin American debt crisis: chronology of events,” 
 Financial Times , July 30, 1992.  
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the World Bank  , the Mexican government, and the BIS central banks 
conducted an intensive “road show” aimed at convincing as many 
holdout banks as possible to participate in the package.  133   Fewer 
than 40 percent of the banks had committed by the end of October, 
however, and the board meeting was put off again, to November 19. 
The 90 percent of “critical mass” level banks committing themselves 
to participate in the new concerted lending scheme was fi nally reac-
hed in mid-November, and the executive board approved the Mexican 
stand-by arrangement unanimously at its November 19 meeting. 
The fi rst two tranches, of SDR 225 million each, were disbursed 
immediately.  134   

 Ultimately, despite the postponement of the board decision and 
many banks’ reluctance to provide new fi nancing for Mexico, the 
concerted lending process occurred relatively rapidly and painlessly. 
Once again, the composition of private international capital fl ows to 
Mexico   was central to this success: the relatively small number of 
commercial bank creditors, combined with the BAC’s role as coor-
dinator, facilitated broad agreement on new syndicated lending   to 
Mexico.   With these private commitments in place, the IMF felt secure 
in approving its own large-scale loan, confi dent that the necessary 
catalytic fi nancing   would be in place to secure Mexico’s future fi nan-
cial stability. In short, a concrete commitment from private lenders 
to respond to the Fund’s policies with their own fi nancing played a 
critical role in shaping the IMF’s own lending decision. Nevertheless, 
assembling these private lending commitments had taken more time 
than in 1983, and the banks were becoming increasingly reluctant to 
continue participating in concerted lending operations. In addition, 
clear divisions between the Fund’s principals over the liquidity/moral 
hazard trade-off   had begun to emerge; these differences over the mer-
its of continued IMF lending to Mexico would only become starker 
in the coming years. 

  133     “Mexico – request for stand-by arrangement,” EBS/86/161, Suppl. 5 
(October 29, 1986). To secure the banks’ cooperation, the package was 
reduced to $5 billion but supplemented by $1 billion in World Bank   
co-fi nancing and an additional $1.7 billion in potential World Bank lending 
linked to growth and oil price targets for Mexico.  

  134     The fi rst tranche had originally been slated for disbursement in September 
as part of the board’s conditional approval of the stand-by arrangement on 
September 8, 1986. Minutes of EBM/86/185 (November 19, 1986).  
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   Performance under the stand-by arrangement, 
November 1986–March 1988 

 As in 1983, Mexico initially fared quite well under the 1986 SBA, 
meeting all the arrangement’s performance criteria for December  . 
When a handful of holdout creditor banks delayed disbursement of 
the initial $3.5 billion of the $6 billion loan until late April 1987, 
however, Mexico missed several PC targets for the fi rst quarter.  135   
The IMF staff subsequently revised these targets, which had origin-
ally been designed on the assumption that bank fi nancing would be 
available to Mexico much earlier. Mexico met the revised PCs for the 
June program review, though, and the executive board approved dis-
bursement of the next tranche, for SDR 600 million.  136   

 By October, however, Mexico once again faced serious problems. 
Following the “Black Monday” collapse of the US stock market on 
October 19, 1987, the Mexican market fell by 75 percent through the 
end of November. Faced with rising infl ation (of some 150 percent 
annually) and large-scale capital outfl ows, Mexico implemented a new 
set of policies, the  Pacto de Solidaridad Económica  (Pacto)  , aimed 
at stabilizing the economy and keeping it in line with the IMF pro-
gram. The Pacto involved four key elements: a 3 percent increase in the 
fi scal surplus, through a combination of spending cuts and increases 
in domestic energy prices; a sharp reduction in tariffs and non-tariff 
barriers; an 18 percent devaluation of the peso to stimulate exports; 
and the institutionalization of centralized wage bargaining to control 
infl ation.  137   The Pacto succeeded in stabilizing Mexico’s fi nancial situ-
ation, and the Fund approved – with some modifi cations, including 
the waiver of the end-1987 PC targets – disbursement of the fi nal two 
tranches of the 1986 stand-by arrangement on March 10, 1988. The 
completion of the 1986 loan brought Mexico’s outstanding IMF debt 
to a then record SDR 4 billion (3.35 times quota). 

    The 1989 extended arrangement 

  Mexico’s international debt, 1988–9 

   At the end of 1988 Mexico remained the second largest  developing 
country borrower in global fi nancial markets. Five years of IMF 

  135     Boughton   ( 2001 , 448).  
  136     Minutes of EBM/87/81/R-1 (June 3, 1987).     137     Lustig   ( 1992 ).  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


Global fi nance and IMF lending to Mexico 187

programs, debt rescheduling  , and new lending by its commercial bank 
creditors had not reduced the country’s debt burden: Mexico still 
owed $63.4 billion to private international creditors. Overwhelmingly, 
these creditors remained commercial banks   (94 percent of its long-
term debt), with G-5 banks holding the vast majority ($46.5 billion) 
of this debt. Bond debt remained a very small portion (6 percent) of 
Mexico’s overall private external debt, although the country faced 
the prospect of signifi cant new payments coming due in 1990, as a 
consequence of the 1984 MYRA  . In addition, private non-guaranteed 
debt had declined from 19.7 percent to 8.4  percent of the total, as the 
commercial banks reduced their interbank exposure to Mexico in the 
wake of six years of rescheduling and new money commitments on the 
syndicated sovereign lending side. 

 Although sovereign bank lending remained the dominant form of 
international capital fl ow into Mexico, G-5 bank exposure declined 
further from 1986 to 1989  . As Mexico’s debt problems persisted 
into the late 1980s, private lenders became less and less willing to 
extend new loans to the troubled borrower. In May 1987 Citibank   
had announced plans to add $3 billion to its reserves as a provi-
sion against potential losses on LDC lending, as well as long-term 
plans to close down its sovereign lending portfolio.  138   Other major 
US banks followed, and, by the end of 1988, American banks’ expo-
sure to Mexico   had declined from $23.1 billion to $15.9 billion. As a 
share of total G-5 bank lending, US commitments had also declined, 
from 44 percent in 1986 to 36 percent in 1989. European banks had 
also reduced their exposure, albeit from far lower existing levels: UK   
banks held $5.8 billion in Mexican debt (13 percent of the G-5 total), 
French   banks $4.6 billion (10 percent), and German   banks $2.9 bil-
lion (7 percent). Japanese   banks, in contrast, had slightly increased 
their Mexican lending from $13.1 billion in 1986 to $13.3 billion at 
the end of 1988, thereby raising their share of G-5 bank lending to 
30 percent. 

 Thus, while the overall distribution of bank claims among G-5 
countries had declined substantially as a result of the decline in US 
bank exposure – the coeffi cient of variation of G-5 bank exposure 
fell from 121.4 in 1983 to 67.6 in 1989 – American and Japanese cred-
itors still held over two-thirds of Mexico’s private external debt. 

  138     Milt Freudenheim, James F. Clarity, and Katherine Roberts, “Citicorp allots 
$3 billion to cover Third World debts,”  New York Times , May 24, 1987.  
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This stark division in G-5 domestic fi nancial exposure would be 
refl ected in the subsequent IMF debates about the size and terms 
of the new Fund program, as the preferences of the European G-5 
governments increasingly diverged from those of the United States 
and Japan. 

   The Brady Plan and the Mexican extended 
arrangement, April–May 1989 

 Although the completion of the 1986 stand-by arrangement had 
restored short-term stability, Mexico still faced longer-term external 
debt problems  . Five years of IMF programs, concerted lending, and 
debt rescheduling   might have averted a Mexican default but they had 
done little to alleviate the country’s overall debt burden. If the banks 
were no longer willing to provide new fi nancing, however, Mexico 
would be unable to continue meeting its debt service payments. By 
1987, therefore, it had become clear to both the Mexican authorities 
and the IMF that a longer-term strategy to reduce Mexico’s debt was 
needed. At fi rst, the Mexican government itself sought to negotiate 
debt reduction directly with its private international creditors.   On 
December 29, 1987, Mexico and Morgan Guaranty Bank   announced 
a deal to swap $20 billion in outstanding bank loans for bonds, with 
the principal guaranteed by the US Treasury.  139   As Morgan had nego-
tiated this deal outside the standard Bank Advisory Committee   frame-
work, however, few other commercial banks participated; ultimately, 
fewer than 100 of Mexico’s 500 plus bank creditors exchanged $3.67 
billion in loans for $2.56 billion in bonds – a 30 percent reduction in 
principal.  140   

 Despite this limited success, the Morgan   deal set the table for debt/
equity swaps and debt reduction as a long-term solution to Mexico’s 
external debt problems. While various debt reduction plans had been 
debated within the IMF and G-10 countries as early as 1983, the 
IMF’s key offi cials strongly embraced debt/equity swaps and debt 
reduction in 1987–9. In his farewell address to the executive board 

  139     Robert A. Bennett, “Morgan Bank outlines its Mexican debt plan,”  New 
York Times , December 31, 1987.  

  140     Citibank  , Mexico’s largest creditor, was particularly angry that the BAC had 
not been consulted, and it refused to participate in the deal. See Boughton 
( 2001 , 491).  
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in January 1987, de Larosière   recognized that securing the commer-
cial banks’ participation in future concerted lending packages would 
probably prove very diffi cult, as many had “strengthened their posi-
tions” by building up loss reserves and decreasing their developing 
country debt exposure.  141   As a result, he concluded, “the banks may 
have to make more options available” to Mexico and other develop-
ing country borrowers, including the possibility of signifi cant debt 
reduction.  142   Incoming managing director Michel Camdessus   echoed 
these sentiments in May 1987, when he called for “additions to the 
menu of [debtor countries’] options that in effect work to reduce the 
existing stock of debt.”  143   

   These endorsements of a strategy for facilitating external debt 
reduction began a process that ultimately yielded the Brady Plan   
in May 1989.  144   The Brady Plan (named for US Treasury secretary 
Nicholas Brady  , its key proponent) envisioned the development of a 
menu of debt reduction options from which private creditors could 
choose, all of which would involve swapping bank loans for bonds 
with some reduction in principal. Under the guidelines of the plan, the 
IMF would earmark a portion of its loans to borrowing countries such 
as Mexico specifi cally for debt reduction. In addition to offering these 
“set-asides,” the Fund would simultaneously offer additional credit 
(“augmentation”) over and above its normal lending levels to fi nance 
interest payments on borrowers’ commercial bank debt and to facili-
tate debt/equity swaps. The plan also called for the IMF to modify its 
policy of concerted lending – the strategy of lending to countries only 
after they had already secured private creditors’ commitments of new 
fi nancing. Rather, the IMF staff now recommended that the Fund 
“should be prepared to approve outright an arrangement with a mem-
ber  before agreement on a suitable fi nancing package has been agreed 
with creditors in cases where negotiations with creditors proved to 

  141     Minutes of EBM/87/9 (January 14, 1987), 34.  
  142     Ibid.  
  143     Michel Camdessus, remarks to the seminar on “Latin America and the 

world economy,” Aspen Institute Italia and SELA (Sistema Economico 
Latinoamencano y del Caribe), Caracas, Verezuela (May 2, 1988); quoted in 
Boughton ( 2001 , 482).  

  144     For a detailed account of the formulation of the Brady Plan, its details, and 
the debates within the IMF and G-10 countries over its implementation, see 
Cline   ( 1995 ) and Boughton ( 2001 , ch. 11).  
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be prolonged .”  145   In other words, rather than withholding credit until 
the commercial banks fi nalized a new money package, the IMF would 
now “lend into arrears” so long as the borrowing country and the 
banks had begun good-faith negotiations on new fi nancing. 

 Taken together, these principles constituted a new debt strategy 
aimed at fi nding a long-term resolution to the now decade-long exter-
nal debt problems of Mexico and other developing country borrow-
ers. More importantly, the Brady principles illustrated the IMF staff’s 
recognition that Fund lending might be required  ex ante  to convince 
a more skeptical group of private international creditors once again 
to provide new fi nancing to Mexico and other developing country 
borrowers. In other words, the Fund’s lending strategy would need 
to evolve in response to changes in the composition of international 
capital fl ows to Mexico and other developing countries. 

 The development of the Brady Plan coincided with Mexico’s nego-
tiations with the IMF over the terms of a new three-year arrangement 
under the EFF. In February 1989, following his re-election, Mexican 
president Carlos Salinas de Gortari   decided to seek new fi nancing 
from the IMF. In negotiations with the Fund staff, Mexico’s central 
bank chief, Miguel Mancera,   argued that incorporation of the Brady 
principles – specifi cally, debt reduction and lending into arrears – 
into the lending arrangement was essential if Mexico was to meet its 
external debt payments in 1989  .  146   On April 3 Camdessus agreed to 
these terms, and Mexico signed the letter of intent on April 11. The 
proposed extended arrangement would provide Mexico with SDR 2.8 
billion (2.4 times quota) and included seven performance criteria.  147   
Camdessus   also agreed to bring the program before the board as 
quickly as possible once it had approved the Brady Plan guidelines. 

   The IMF staff report, May 9, 1989 

 On May 9 the IMF staff delivered its report and draft program to the 
executive board. On the whole, the staff remained optimistic about 

  145     “The Fund’s policy on fi nancing assurances,” EBS/89/79 (April 20, 1989), 
13 (emphasis added).  

  146     Boughton ( 2001 , 512).  
  147     The board later approved two 40 percent augmentations of SDR 466.2 

million each (in January 1990 and May 1992), along with a one-year 
program extension, bringing the total loan amount to SDR 3.71 billion (3.2 
times quota) and the program length to four years (1989–93).  
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Mexico’s prospects and encouraged continued IMF support: “In sum, 
the Mexican authorities have embarked on, and are strongly commit-
ted to, a major medium-term growth-oriented program. These efforts 
deserve the early support of the Fund in the form of an extended 
arrangement.”  148   As in 1986, the staff proposed a loan with an 
“annual access rate” equal to 80 percent of Mexico’s quota, although 
the new loan was to be of three years’ duration rather than the previ-
ous program’s two years.  149   Likewise, the level of conditionality   was 
similar to the 1983 and 1986 programs: the new loan included the 
same seven performance criteria, including quarterly limits on public 
sector borrowing, government spending, and the Banco de México’s   
net domestic and foreign assets. Thus, in many ways, the proposed 
loan under the EFF envisioned an extension of the Fund’s current level 
of support for Mexico for an additional three years. 

 The staff report provided a comprehensive overview of Mexico’s 
economic performance from 1987 to 1989, noting the success of 
the Pacto   in reducing infl ation to moderate rates and increasing the 
government’s primary budget surplus, although the overall budget 
remained in defi cit because of foreign debt payments.  150   In spite of 
these successes, however, the staff cited Mexico’s ongoing external 
debt problems and the capital account defi cit, which was rising as 
“net infl ows from commercial banks in 1987 of $4.4 billion gave way 
to net outfl ows of $1.5 billion in the following year.”  151   These sub-
stantial private capital outfl ows, which were driven both by Mexico’s 
increasingly large debt service payments and the banks’ reluctance 
to provide new fi nancing, posed an ever more serious barrier to new 
investment and economic growth.  152   

 Therefore, the anticipated response of private international credi-
tors once again strongly infl uenced the IMF staff’s views of the 
current EFF program. While the staff continued to hope that the 
new IMF loan would “help catalyze fi nancing from other [private] 
sources,” however, it no longer believed that the banks –  having 
already rescheduled approximately $52.5 billion of Mexican debt 
over the last fi ve years – would provide suffi cient fi nancing to resolve 
Mexico’s debt problems.  153   Indeed, the staff emphasized that, “[u]nder 

  148     “Mexico – staff report for the 1989 Article IV consultation and request for 
extended fund arrangement,” EBS/89/91 (May 9, 1989), 34.  

  149     Ibid., 1.     150     Ibid., 5–7.  
  151     Ibid., 12.     152     Ibid., 13.     153     Ibid., 25, 34.  
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the assumption that the external fi nancing being sought would be 
obtained entirely through the traditional new money approach [con-
certed lending],” Mexico would see little if any improvement in its 
external balance or its growth rate.  154   

 As a result, the staff now envisioned that private creditors’ contri-
butions would include not only new fi nancing and debt rescheduling   
but also – in line with the newly adopted Brady Plan – a menu of 
options including “reduction of principal, reduction of interest rates, 
interest recycling, and ‘new money’ loans.”  155   Negotiations over such 
a debt reduction plan had already begun between the Mexican gov-
ernment and its commercial bank creditors, the staff noted, although 
no agreement had yet been reached. Nevertheless, the staff urged full 
and rapid approval of the extended arrangement, in the belief that it 
would reassure the banks and generate the desired catalytic effect   on 
private capital fl ows:

  Although the fi nancing arrangements for Mexico are not fully in place, the 
extended arrangement is being proposed for approval so as to provide an 
endorsement of the [Mexican] authorities’ economic program by the inter-
national community. This will help strengthen the authorities’ ability to 
implement the program; in addition, approval of the extended arrangement 
 will provide a clear signal of the Fund’s support for Mexico’s efforts to 
obtain external fi nancing, and would help catalyze other resources .  156     

 In addition, the staff argued, immediate approval of the IMF loan 
in advance of the debt reduction agreement would tide Mexico over 
until a longer-term solution to its payments imbalance could be 
reached: “[w]ithout Fund approval at this stage, the cash fl ow position 
of Mexico would be even tighter than is envisaged at present.”  157   

 Although the Brady Plan was not yet offi cial IMF policy – the execu-
tive board was slated to debate the proposals on May 19 – the IMF 
staff designed the arrangement on the assumption that the Brady prin-
ciples would be a central element of the Mexican program. On May 
25, following the board’s approval of the Brady Plan, the staff issued a 
supplement to its May 9 report that provided an update on the status 
of the debt negotiations between Mexico and the commercial banks 

  154     Ibid., 15.     155     Ibid., Suppl. 1 (May 25, 1989), 4.  
  156     Ibid., 27 (emphasis added).     157     Ibid.  
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and clarifi ed the role of debt reduction in the proposed program. The 
report noted that Mexico had started negotiations with the BAC   on 
April 19 over a new fi nancing package on the order of $4.5 billion 
per year.  158   According to the staff, the banks had agreed in principle 
to including debt reduction options in the package, on the condition 
that Mexico enter a new multi-year IMF program.  159   To facilitate this 
agreement between Mexico and its private international creditors, the 
staff proposed that “30 percent of each purchase [disbursement of 
IMF credit under the extended arrangement] would be set aside for 
debt reduction operations,” and would be available “subject to obser-
vance of performance criteria   under the arrangement.”  160   

 The staff’s supplementary report also noted the Mexican govern-
ment’s stated intention to request an additional 40 percent “augmen-
tation” of the extended arrangement (SDR 466.2 million) once it had 
fi nalized a debt reduction agreement with the banks.  161   The staff’s   ini-
tial reaction to this idea was favorable, even though the augmentation 
would require lending to Mexico in excess of its IMF quota limits.  162   
Although it supported the augmentation in theory, however, the staff 
did not advocate for immediate approval of the 40 percent increase 
in loan size. Rather, the staff simply indicated its belief that Mexico 
would qualify for such an augmentation “upon an appropriate review 
by the Executive Board” and “in the event that the arrangements 
for fi nancing Mexico’s program provide for appropriate debt service 
reduction.”  163   This position, which was contrary to the Mexican gov-
ernment’s desire for immediate access to the additional IMF credit, 
refl ected the staff’s underlying concerns about moral hazard and the 
fact that it might take months for the banks and the Mexican authori-
ties to fi nalize an agreement. If the IMF pre-committed extraordinary 
resources in the interim, the staff feared, Mexico’s private creditors 
might use the opportunity to “bail out” before a proper debt reduc-
tion program could be implemented. 

 In sum, facilitating the resumption of a long-term, sustainable rela-
tionship between Mexico and its private international creditors was 
the centerpiece of the staff’s EFF proposal in May 1989. To that end, 

  158     Ibid., 4.  
  159     See ibid., 2–4, for details of the proposed agreement and the various debt 

reduction options.  
  160     Ibid., 4–5.     161     Ibid., 4.     162     Ibid.     163     Ibid., 6.  
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the staff favored a third loan similar to those previously approved 
in 1983 and 1986, with additional IMF resources to be considered 
only if and when the banks and Mexico agreed on a debt reduction 
scheme. The program was submitted to the board and placed on the 
docket for discussion at the May 26 meeting. 

   The executive board debate, May 26, 1989 

   As with the staff’s report, the executive board debate centered on 
the impact of the proposed IMF loan on Mexico’s debt sustain-
ability and its ability to access international capital markets in the 
future. Leonor Filardo   (Venezuela)  , the executive director represent-
ing Mexico, opened the meeting with a comprehensive discussion of 
Mexico’s economic situation and the proposed program. She noted 
that “the structural and macroeconomic policies implemented during 
the past six years” under the 1983 and 1986 IMF programs “have 
created an adequate economic environment conducive to the resump-
tion of growth.”  164   Nonetheless, Filardo continued, Mexico’s external 
debt levels remained extremely high and were preventing a full eco-
nomic recovery: “the level of external resource transfers facing the 
economy is incompatible with restoring growth, since it implies that 
an important portion of domestic savings is being used to service debt 
instead of fi nancing investment.”  165   Eliminating this “debt overhang,” 
she argued, was essential to reducing “macroeconomic uncertainty 
and capital fl ight” and facilitating Mexico’s “renewed access to vol-
untary markets.”  166   The proposed IMF program, in conjunction with 
the ongoing debt reduction negotiations between Mexico and its com-
mercial bank creditors, was a critical step “in helping Mexico traverse 
from stagnation to self-sustained growth.”  167   

 After providing details of Mexico’s debt reduction offer to the com-
mercial banks, Filardo presented the Mexican government’s request 
for a modifi cation of the staff’s proposed program. Specifi cally, she 
submitted a “formal request for outright approval of a full 40 percent 
augmentation of the extended arrangement,” rather than (as the staff 
had proposed) a postponement of a fi nal decision on the augmen-
tation until Mexico concluded debt reduction negotiations with the 

  164     Minutes of EBM/89/64 (May 26, 1989), 7.  
  165     Ibid.     166     Ibid., 13.     167     Ibid., 13–14.  
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banks.  168   While Filardo acknowledged that this request “contrasted 
with the proposed decision,” she argued that immediate and “full 
augmentation would provide an incentive to the banks to participate 
promptly in the most cost-effective debt reduction operation possible 
for both themselves and Mexico.”  169   In short, Filardo and the Mexican 
government argued that a larger, upfront IMF fi nancing commitment 
was necessary to convince Mexico’s private international creditors 
to agree to provide further fi nancing in the form of debt reduction. 
Filardo concluded by noting that this request for the full 40 percent 
augmentation “was closely in accordance with the recently adopted 
guidelines” on debt reduction under the Brady proposals.  170   

 Following Filardo’s statement, the board engaged in its customary 
“tour of the table,” with each executive director offering his or her 
comments, questions, and concerns about the proposed program. 
On the whole, the directors took a favorable view of the proposed 
Mexican arrangement. Speaking fi rst, as the longest-serving execu-
tive director, Alexandre Kafka   (Brazil  ) noted that the proposed loan 
“continues a major macroeconomic and structural adjustment that, 
with lapses, has been going on for seven years, and that has already 
achieved major results in terms of infl ation, the balance of payments, 
and economic effi ciency.”  171   Kafka praised the staff proposal for con-
tinuing Mexico’s “major efforts at structural reform,” as well as its 
“equally impressive” set of macroeconomic improvements, includ-
ing reductions in the budget defi cit and government borrowing.  172   
Although he had some concerns about the assumptions underlying the 
program (e.g. the assumed GDP growth rate and the narrow projec-
tions for the current account defi cit at only 2 percent of GDP), Kafka 
strongly supported the staff proposal. Ultimately, he stated, “we 
would be prepared to join a consensus in favor of outright approval of 
the 40 percent augmentation sought by Mexico, on the grounds just 
stated by Ms. Filardo.  ”  173   

 Kafka’s   enthusiastic support of the program was matched by sev-
eral other non-G-5 executive directors, including Ernesto Feldman   

  168     Ibid., 15.     169     Ibid.  
  170     Ibid. See minutes of EBM/89/61 (May 23, 1989) for details of the Fund’s 

proposed role in debt reduction.  
  171     Minutes of EBM/89/64, 17.  
  172     Ibid.     173     Ibid., 19.  
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(Argentina  ) and Yusuf Nimitallah   (Saudi Arabia  ).  174   Likewise, Marcel 
Masse   (Canada  ) favored approving the 40 percent augmentation imme-
diately “without a critical fi nancing mass in place.”  175   Other directors 
expressed growing concerns about Mexico’s continued debt problems, 
however. Several European directors, in particular, worried that the 
proposed conditions would not be suffi cient to resolve Mexico’s bal-
ance of payments diffi culties, and they remained unsure about pri-
vate international creditors’ response to the IMF program. Markus 
Fogelholm   (alternate executive director – Finland  ), the director rep-
resenting the Nordic countries  , noted Mexico’s substantial progress 
since 1983, including its “high primary surplus in the fi scal accounts,” 
and “a major liberalization of the trade system.”  176   Nevertheless, he 
cautioned that “all is not well, as evidenced by the persistent defi cits in 
the external accounts” and the continuation of high real interest rates 
driven by Mexico’s extensive public sector borrowing.  177   Moreover, 
Fogelholm worried, he could not foresee any improvement in Mexico’s 
debt situation in the near future: “the most signifi cant cause for con-
cern in the economic situation is that there is no sign of a medium-
term viability in the external accounts. And it is diffi cult to see how 
circumstances could easily change for the better,” given the high level 
of international interest rates and the low probability that Mexico’s 
exports would increase substantially in the coming months.  178   

 In light of these concerns, Fogelholm expressed “some hesitation” 
about Mexico’s request for immediate approval of the 40 percent 
augmentation in loan size; instead, he supported the staff’s proposed 
delay of a fi nal decision on the augmented loan until more informa-
tion about Mexico’s negotiations with its commercial bank creditors 
became available.  179   Johann Prader   (Austria  ), the alternate executive 
director representing Austria, Belgium  , Luxembourg  , Hungary  , and 
Turkey  , adopted a similar wait-and-see position on the additional 
IMF credit, as did Gert-Jan Hogeweg   (alternate executive direc-
tor – the Netherlands  ), representing Cyprus  , Israel, Romania  , and 
Yugoslavia  .  180   Likewise, Renato Filosa   (Italy  ) favored a postponement 
of the augmentation decision, on the grounds that private interna-
tional creditors’ reaction remained unclear:

  174     Ibid., 19–24.     175     Ibid., 35.  
  176     Minutes of EBM/89/65 (May 26, 1989), 3.  
  177     Ibid., 3.     178     Ibid., 4.     179     Ibid., 5.     180     Ibid., 10.  
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  [T]here were great uncertainties about whether the commercial banks 
would participate in the strengthened strategy [i.e. the Brady debt reduc-
tion plan]. Moreover, there was some distance between the proposals made 
by Mexico to the banks and the banks’ response to them. Before deciding 
on the appropriateness of the augmentation, and especially in view of the 
wide fi nancing gap, more information was needed on the size, compos-
ition, and terms of debt and debt service reduction that the banks and 
Mexico were prepared to accept, including the contribution that Mexico 
itself would make.  181     

 As these remarks indicate, several board members shared serious con-
cerns about the moral hazard consequences   of providing immediate, 
large-scale IMF fi nancing. If the Fund approved the full augmenta-
tion before Mexico concluded its debt negotiations with its commer-
cial bank creditors, they worried, the loan might not have the desired 
catalytic effect   on private capital infl ows. Rather, the banks might 
have less incentive to agree to both a debt reduction plan and the pro-
vision of new lending to Mexico. 

 This executive board debate over the benefi ts of greater IMF liquidity 
(i.e. the immediate augmentation of the proposed loan) relative to the 
moral hazard costs   refl ected clear divisions between the Fund’s largest 
shareholders: the G-5 governments. In offering his authorities’ sup-
port for “outright approval” of the 40 percent augmentation, Gunther 
Grosche   (West Germany  ) illustrated the factors infl uencing the exec-
utive directors’ views of this trade-off. On the one hand, he stated, 
West Germany “could fully endorse the proposed decisions, includ-
ing the proposed level of access [i.e. the augmentation], on account 
of Mexico’s “good track record” with the IMF and the strength of 
the program.  182   Moreover, Grosche continued, he was encouraged by 
“the seriousness with which both parties [Mexico and the banks] were 
negotiating and by their obvious willingness to come to an agreement 
within a reasonable time.”  183   On the other hand, Grosche made it clear 
that West Germany also had concerns about moral hazard, noting that 
his government supported such a large loan – and the immediate dis-
bursement of the augmentation – only “in view of Mexico being a 
special case” and because West Germany was willing to “trust the 
staff and management’s judgment.”  184   Grosche also made it clear that 

  181     Minutes of EBM/89/64, 28.  
  182     Ibid., 31.     183     Ibid.     184     Ibid., 29, 31.  
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he had doubts about whether the proposed conditionality   was suf-
fi ciently stringent to ensure adequate balance of payments adjustment. 
Specifi cally, he expressed concern that the staff had not proposed any 
new conditions in the loan; rather, the new program contained the 
same seven performance criteria as the 1983 and 1986 programs  . 
While he “had no diffi culty supporting a program that did not pro-
pose many new measures … provided that those measures were strong 
in relation to the access requested and that there was a need for tempo-
rary balance of payments support,” Grosche stressed West Germany’s 
belief that “prompt corrective actions” of both the macroeconomic 
(fi scal and monetary) and structural (liberalization and privatization) 
conditionality might be warranted if Mexico’s diffi culties continued. 
In short, Grosche concluded  , West Germany would support approval 
of the proposed loan and the immediate augmentation, but not with-
out some concerns about both the amount of fi nancing and the relative 
modesty of the loan’s conditionality in relation to its size. 

 The strongest opposition to Mexico’s request came from the United 
Kingdom  , which did not want to pre-commit to the loan size aug-
mentation before Mexico had reached an agreement with the banks. 
“His authorities,” warned Frank Cassell     (United Kingdom), “were 
concerned that the share of the external fi nancing burden falling 
on the offi cial sector could be disproportionately high” if the Fund 
made lending commitments to Mexico before private creditors did 
the same.  185   This comment indicated a clear concern about the moral 
hazard implications of such a large Fund loan: if the Fund provided 
an immediate bailout, the banks might become less willing to provide 
their own contributions to debt reduction, and the Mexican govern-
ment would have less incentive to implement the necessary economic 
reforms. Cassell also worried that further “exceptional” lending to 
Mexico would place the Fund at signifi cant risk of becoming too heav-
ily exposed to a single country: “Granting up to 40 percent of quota 
for interest support might well be justifi ed by the exceptional circum-
stances of Mexico’s case, but Directors would need to consider it care-
fully, especially as outstanding lending to Mexico would amount to 
almost one-fi fth of the Fund’s total lending, a massive commitment to 
any one country.”  186   

  185     Minutes of EBM/89/65, 12.     186     Ibid., 11.  
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 Finally, Cassell expressed concern about having the IMF lend-
ing “into a fi nancing gap” – that is, lending in the absence of clear 
amounts of new fi nancing to be provided either by Mexico itself or 
by its commercial bank creditors.  187   Although he was not opposed, in 
principle, to the 40 percent augmentation, Cassell was “not in favor 
of precommitting Fund resources, just as Mexico was not prepared 
to do the same with its own resources.”  188   In sum, the British govern-
ment was worried that an immediate and large-scale IMF loan would 
become a bailout, enabling Mexico and its private international 
creditors to escape without making their own contributions to the 
resolution of the crisis. For these reasons, Cassell and the UK govern-
ment favored approval of the extended arrangement but could “not 
support [Filardo’s]   outright approval of a 40 percent augmentation 
at present.”  189   Instead, the British favored the staff position of wait-
ing until Mexico had fi nalized an agreement with the banks before 
approving the increase in the size of the loan under the EFF. 

 In contrast to West Germany’s   measured support and the United 
Kingdom’s strong opposition  , the United States enthusiastically 
endorsed Mexico’s demands  , just as it had in 1983 and 1986. Charles 
Warner   (alternate executive director – United States)   offered his “defi ni-
tive approval today of the 40 percent additional access sought by the 
Mexican authorities to facilitate a successful fi nancing package with the 
commercial banks.”  190   Whereas the British and West Germans worried 
about the moral hazard risk of an immediate augmentation, Warner did 
not share their concerns about extending Fund resources prior to secur-
ing new fi nancing commitments from the banks. Indeed, his endorse-
ment of the proposed extended arrangement, as well as the upfront 
disbursement of the 40 percent augmentation, was unqualifi ed:

  We are persuaded that the case has been made in the staff report and in 
Ms. Filardo’s   opening statement for a fi rst disbursement of the extended 

  187     Ibid., 12.     188     Ibid., 13.  
  189     Ibid., 13. Cassell’s position was not surprising, as the United Kingdom had 

argued fi rmly in favor of a more limited augmentation rule (25 percent 
rather than 40 percent) during the May 19–23 debates over the Brady 
principles. In addition, Britain and West Germany had proposed that the 
augmentation funds be separated from the main portion of future IMF 
loans and placed in escrow accounts at the BIS in Basel. See minutes of 
EBM/89/58 (May 19, 1989), 8–12.  

  190     Minutes of EBM/89/64, 36.  
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arrangement  in the absence of full fi nancing assurances  … The criteria 
which need to be met, and in my opinion have been met, are, that approval 
is essential for program implementation, that negotiations with the banks 
have begun, and a fi nancing package consistent with external viability can 
be expected within a reasonable period of time.  191     

 Given Mexico’s substantial private external debt and its past good 
behavior as a Fund borrower, Warner argued, the country was “emi-
nently eligible for application of our strengthened debt strategy.”  192   
As a result, he offered the US government’s “defi nitive approval” of 
the 40 percent augmentation, as well as support for its immediate 
disbursement.  193   

   Along with Warner  , Dominique Marcel   (alternate executive director – 
France  ) strongly supported the proposal for an immediate 40 percent aug-
mentation and emphasized the importance of sending a “clear signal to 
the international fi nancial community” that the IMF was serious about 
implementing the Brady Plan.  194   Marcel explicitly noted the Fund’s goal 
“in catalyzing the needed [private] fi nancial fl ows” to ensure Mexico’s 
future growth and debt sustainability.  195   Although he too remained 
 concerned about the likelihood of new private lending, Marcel empha-
sized the French government’s strong support for the program  , including 
the 40 percent augmentation: “Considerable uncertainties remain over 
the prospects for Mexico’s negotiations with the banks at a time when 
the fi nancing gap is substantial. My authorities, however, are of the view 
that Mexico merits prompt Fund support.”  196   In fact, Marcel   argued that 
the upfront augmentation of the proposed IMF loan was necessary to 
reassure private creditors of the Fund’s commitment to Mexico, lest they 
changed their mind and refused to provide new fi nancing:

  In the current relatively delicate context of the negotiations, it is critical to 
make it perfectly clear that the Fund fully supports Mexico in its efforts 
to adjust and to reduce its debt burden. The Board has to convey such sup-
port unambiguously to the international fi nancial community. This is also 
important in making the Fund’s strategy credible.  197     

 Summing up, Marcel stated that France would support the 40 percent 
augmentation, so long as the additional credit was disbursed after the 
completion of an interim program review. 

  191     Ibid. (emphasis in original).     192     Ibid.     193     Ibid.     194     Ibid., 44.  
  195     Ibid., 42.     196     Ibid., 43.     197     Ibid., 44.  
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 Following Warner and Marcel  , Koji Yamazaki   (Japan  ) also offered 
his “welcome and support” for Mexico’s request, citing the Mexican 
government’s “signifi cant efforts” since 1982, and the need to ensure 
that Mexico’s ongoing debt problems did not “undo the past successes 
achieved by the [Mexican] authorities in collaboration with the inter-
national fi nancial community.”  198   Yamazaki supported the proposed 
40 percent augmentation of the IMF loan, and he reiterated Japan’s 
willingness – fi rst stated during the May 19 board discussion of the 
Brady Plan – to provide “parallel” bilateral fi nancing once the IMF 
program and the private debt reduction plan had been fi nalized.  199   

 These divisions illustrate clearly how disagreements between the 
G-5 governments over the fi nancial importance of a borrowing coun-
try affect Fund decision-making. In this case, the G-5 countries with 
stronger domestic fi nancial ties to Mexico supported the augmenta-
tion, while those with less at stake favored postponing any decision 
on the larger package until a Brady deal had been struck with private 
creditors. Cassell’s skepticism marked a notable departure for the 
British, who had strongly supported each of the two previous IMF 
loans to Mexico. As UK banks had steadily reduced their Mexican 
exposure (from $6.9 billion in 1982 to $5.8 billion in 1989)  , how-
ever, the British had become less enthusiastic about another Mexican 
bailout and more concerned about the moral hazard costs of another 
oversized IMF loan. The British government’s view of the liquidity/
moral hazard trade-off   therefore shifted notably in line with changes 
in its domestic fi nancial interest in Mexico. In contrast, the Japanese 
government offered notably stronger support   for Mexico in 1989, 
including its willingness to provide bilateral supplementary fi nancing 
in conjunction with the IMF loan. For Japan, whose bank exposure to 
Mexico had risen signifi cantly since the early 1980s (from $2.1 billion 
in 1982 to $13.3 billion in 1988)  , continued IMF support of Mexico 
had important implications for both international and domestic fi nan-
cial stability. West Germany and France also supported the loan and 
the augmentation proposal, but their support was more measured, as 
was their domestic fi nancial exposure to Mexico. 

 Thus, preference heterogeneity among the G-5 countries over the 
1989 Mexican loan   correlated strongly with variation in domestic 
fi nancial exposure to Mexico. In spite of these divisions between the 
Fund’s largest shareholders, however, a solid majority of the overall 

  198     Ibid., 48.     199     Ibid., 50–1.  
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votes in the executive board favored immediate approval of the 40 
percent augmentation.  200   As Camdessus   noted in his concluding 
statement, “A majority of the Directors supported the suggestion of 
Ms. Filardo   to amend the proposed decision to allow for an outright 
and full 40 percent augmentation of the extended arrangement.”  201   
Although the augmentation proposal ultimately succeeded, G-5 pref-
erence heterogeneity did infl uence the meeting’s outcome. Rather 
than force a decision over the British government’s strong objections, 
Camdessus suggested a compromise: the board would approve the 
staff’s original proposal without the immediate 40  percent augmen-
tation but would also agree by consensus to support the “eventual 
augmentation of the extended arrangement by up to 40  percent” 
pending an agreement between Mexico and the banks and a subse-
quent review by the IMF staff.  202   Ultimately, Camdessus’s proposal 
carried the day:

  The Fund notes the intention of the authorities to request augmentation of 
the amount of the extended arrangement … by an amount up to the equiva-
lent of forty (40) percent of Mexico’s quota of SDR 1,165.5 million.  The 
Fund will be prepared to consider an augmentation of the amount of the 
extended arrangement in the event that the arrangements for the fi nanc-
ing of Mexico’s program provide for appropriate debt service reduction  
and upon determination by the Fund that such arrangements are consist-
ent with the objectives of the program, and with the guidelines on Fund 
involvement in the debt strategy, adopted May 23, 1989.  203     

 This outcome is notable for two reasons. First, it clearly illustrates 
the effects of preference heterogeneity among the IMF’s de facto pol-
itical principals – the G-5 governments – on Fund lending decisions  . 
Specifi cally, the compromise solution approved here demonstrated an 
attempt to reconcile the divergent preferences of the United States, 
Japan and France, on the one hand, and West Germany and the United 
Kingdom, on the other, over the timing and requirements for the 40 
percent augmentation of Mexico’s new Fund program. Although 

  200     Boughton   ( 2001 , 514) estimates that the British-led opposition contingent 
represented only 37 percent of the votes, whereas the American-led bloc in 
favor of the augmentation held a clear majority of board votes.  

  201     Minutes of EBM/89/65, 31.  
  202     Ibid., 34.     203     Ibid., 34 (emphasis added).  
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other executive directors and countries made their preferences known 
within the board, the crux of the debate – as well as the eventual 
board decision – centered on the differences between the Fund’s lar-
gest shareholders. 

 Second, the postponement of the fi nal decision on the 40 percent 
augmentation also illustrates the constraints on US power within the 
IMF. Contrary to both popular perception and many scholarly argu-
ments, the United States   did not unilaterally impose its will upon the 
board in this case, nor does the documentary evidence even suggest 
that it sought to do so. While the Fund’s decision largely refl ected 
American preferences, the outcome ultimately refl ected the compos-
ite preferences of the G-5 countries, rather than simply the will of 
the United States alone. Thus, the 1989 Mexican loan illustrates the 
extent to which Fund policymaking is a collective enterprise in which 
a small group of powerful states exercises disproportionate infl uence, 
but no single country enjoys complete control of the process. In short, 
this episode casts further doubt on the commonly held view that the 
IMF is simply the servant of the United States government  . 

   Private creditors’ response: the Brady deal 

 In the days following the IMF’s approval of the Mexican extended 
arrangement, other offi cial international creditors added their contri-
butions to the package. The Paris Club   agreed on May 30, 1989, to 
grant Mexico $2.5 billion in debt relief from 1989 to 1992, and the 
World Bank   approved three loans totaling $1.5 billion on June 13.  204   
In November the Japanese Export-Import Bank   provided $1 billion 
in “parallel fi nancing,” as promised by Yamazaki   during the May 26 
board meeting.  205   With the IMF program and this additional offi cial 
fi nancing in place, Mexico and the banks pressed forward with the 
negotiations for debt reduction. On July 23 the parties reached an 
agreement, the fi rst completed in accordance with the new Brady Plan. 
Under the terms of the deal, the banks were presented with a menu of 
debt reduction options, including loan/bond swaps and new money, 
each representing an approximately 55 percent discount (“haircut”) 

  204     Boughton ( 2001 , 514).  
  205     See “Past commitments of JEXIM to parallel fi nancing with the IMF” 

(www.jbic.go.jp/english/base/release/exim/1997-e/A15/nr97–11.php).  
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on Mexico’s existing bank debt. The fi rst option allowed the banks to 
swap outstanding loan claims for thirty-year bonds at 65 percent of 
the original face value, at an interest rate spread of 13/16 over LIBOR. 
Alternatively, banks could exchange loans for bonds at par value with 
a reduced fi xed interest rate of 6.25 percent. Finally, creditors not 
interested in bank/bond swaps could opt for the traditional concerted 
lending approach; under this option, the banks would provide new 
money equal to 7 percent of outstanding claims in 1989, and 6  percent 
in each of the subsequent three years at LIBOR plus 13/16.  206   In the 
event, nearly all Mexico’s commercial bank creditors opted for the 
swap: 49 percent exchanged $22 billion in loans for the lower interest, 
fi xed-rate bonds of the same face value, while 41 percent exchanged 
$20 billion for the fl oating rate bonds at a 35 percent discount.  207   

 The 1989 extended arrangement and the Brady deal marked the 
effective end of Mexico’s 1980s debt crisis. With the Brady deal fi nal-
ized, concerns about Mexico’s access to private capital were allevi-
ated, and the IMF executive board subsequently approved the 40 
percent augmentation of the EFF package in January 1990, which 
granted the Mexican authorities access to an additional SDR 466.2 
million.  208   Over the course of the extended arrangement program, 
Mexico stabilized its fi scal situation, brought infl ation down to single-
digit rates, and once again became a darling of international fi nancial 
markets. The economy grew rapidly: GDP nearly doubled between 
1989 and 1994, rising from $223 billion to $421 billion, with an 
average growth rate of 3.4 percent. In 1993 the Mexican government 
managed to overturn a decade of persistent budget defi cits and run a 
small surplus (equivalent to 1.4 percent of GDP). Although Mexico 
still had outstanding IMF loans in excess of three times its quota and 
owed private creditors nearly $70 billion in accumulated debts, the 
country was widely considered to have successfully regained its good 
standing in global fi nancial markets. 

    The 1995 stand-by arrangement 

   In spite of this successful conclusion to the 1980s debt crisis, Mexico’s 
stabilization and success proved to be relatively short-lived. In 1994 

  206     “Mexico – commercial bank fi nancing package,” EBM/89/171 (August 23, 
1989).  

  207     Nicoll,  Financial Times , July 30, 1992.     208     Boughton   ( 2001 , 515).  
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the country once again found itself in severe fi nancial crisis and in need 
of IMF fi nancing. As in the 1980s, both the G-5 countries and the 
IMF staff played central roles in shaping the Fund’s policy responses 
to the Mexican crisis. As the events of 1994–5 illustrate, however, the 
interests and expectations of these actors had changed signifi cantly as 
a result of shifts in the composition of Mexico’s private external debt  . 
In particular, the shift from bank lending to bond fi nancing   altered 
the IMF staff’s expectations about private creditors’ willingness to 
provide new fi nancing to Mexico in the aftermath of the 1995 Fund 
program. At the same time, changes in the relative bank exposure of 
the G-5 countries created even greater friction between the United 
States and its European G-5 counterparts over the amount of IMF 
and bilateral assistance to Mexico. As a result, the Fund’s treatment 
of Mexico in 1994–5 differed signifi cantly from its handling of the 
country’s fi nancial diffi culties in 1983–9. 

    Mexico’s debt composition, 1993–4 

 Despite the 1989 Brady deal and the subsequent economic recovery, 
Mexico’s external debt burden continued to rise during the early 
1990s. To some extent, Mexico proved to be a victim of its (and the 
IMF’s) success: as fears of a Mexican default waned and the country 
met its payments on its outstanding debt, private international credi-
tors eagerly returned to Mexico – primarily through purchases of new 
sovereign bonds issued by the Mexican government. By 1994 Mexico 
owed $140 billion in external debt, and its external debt to GDP ratio 
had risen slightly, to 45.9 percent. A key shift had transformed the 
composition of Mexico’s private external debt by 1994, however, as 
bonds had almost entirely replaced bank loans as the government’s 
primary long-term source of external fi nancing.    In 1989 Mexico still 
owed 94.4 percent of its long-term private external debt to commer-
cial banks; by 1994 it owed 83.5 percent to bondholders rather than 
bank lenders. 

 This shift from bank lending to bond fi nancing marked a clear 
departure from Mexico’s international borrowing in the 1980s, and 
several key factors contributed to this change in the country’s pat-
tern of integration into global fi nancial markets. Without a doubt, the 
Brady Plan played a major role, as it enabled Mexico’s bank creditors 
to swap their outstanding bank loans  en masse  for sovereign bonds in 
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1989/90. In addition to converting their outstanding claims on Mexico, 
however, the major G-5 international banks also reduced their new 
lending to all LDCs in the early 1990s. For example, BankAmerica 
sold or swapped $1.7 billion in sovereign bank loans and pulled out 
of seven developing countries entirely in 1989/90, with a long-term 
goal of reducing its LDC exposure from $6.9 billion to $3.2 billion.  209   
Having endured defaults, pressure from the IMF to participate in con-
certed lending, and multiple types of debt restructuring throughout 
the 1980s, the banks were understandably reluctant to engage in new 
medium-term syndicated lending. Finally, domestic policy changes by 
the Mexican government also contributed to the shift from bank lend-
ing to bond fi nancing. In particular, the government removed restric-
tions on foreign creditors’ ability to hold government bonds in 1990, 
a change that led directly to an increase in foreign creditors’ share of 
cetes     holdings (twenty-eight-day government bonds), from 23 percent 
in 1991 to 66 percent at the end of 1993.  210   

 In spite of the rising prominence of bond fi nancing, however, 
G-5 commercial banks remained an important source of external 
fi nancing for Mexico throughout the early 1990s. At the end of 
1993 they held $41.6 billion in claims on Mexico, although this 
was a decline from $46.5 billion in 1989 (and a peak of $51.6 bil-
lion in 1986). The distribution of this bank lending had changed 
signifi cantly between 1989 and 1994, however, with United States 
banks   once again holding nearly one-half (47 percent, $23.0 billion) 
of G-5 commercial bank claims (up from 36 percent in 1989). The 
primary factor driving this change in G-5 bank exposure heteroge-
neity was the sharp drop in Japanese bank exposure  , from $13.3 
billion in 1989 to $4.1 billion in 1994. British bank exposure con-
tinued to decline,   from $5.8 billion in 1989 to $4.5 billion in 1994, 
while French   and German   exposure increased only slightly, to $5.5 
billion and $4.2 billion, respectively. As discussed further below, 
this growing disparity in G-5 exposure to Mexico would have sig-
nifi cant implications for the positions assumed by G-5 governments 

  209     Steven Mufson, “Banks retreat from Third World: one of the biggest 
lenders, BankAmerica, pulls out of seven nations,”  Washington Post , 
September 27, 1990.  

  210     Banco de México ( 1996 ). Cetes    , or Certifi cados de Tesorería de Federacíon 
a 28 días, are one-month, peso-denominated Treasury bills issued by the 
Mexican government.  
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within the IMF executive board over the proposed Mexican loan in 
February 1995. 

 Moreover, while bondholders became increasingly important 
sources of external fi nancing for Mexico   in the early 1990s, their 
composition also changed in both type and maturity. In 1991 the 
majority of Mexico’s outstanding sovereign bonds were one-month, 
peso- denominated bonds (cetes) held domestically.   By 1994, with credi-
tors concerned about rising infl ation and a potential devaluation of the 
peso, the Mexican government found it increasingly expensive to issue 
peso-denominated debt. In order to continue attracting foreign capital, 
it therefore began rolling over its stock of cetes into short-term, dollar-
indexed bonds (tesobonos). This shift accelerated throughout 1994: in 
January 95 percent of Mexico’s bonds were peso-denominated bonds; 
by December, when the crisis hit, tesobonos comprised 85 percent of 
Mexico’s outstanding international bond debt.  211   

   The 1994 crisis 

 These signifi cant changes in Mexico’s private debt composition played 
a critical role in determining the nature of its fi nancial crisis in 1994. 
In the 1980s Mexico’s international debt problems had resulted from 
long-term macroeconomic imbalances that created both short- and 
long-term debt problems.  212   Quite simply, Mexico went bankrupt in 
1982, due to a combination of poor national economic policies (e.g. 
persistent budget defi cits, excessive international borrowing) and inter-
national shocks (e.g. a global recession triggered by sharp increases in 
United States interest rates).  213   By contrast, Mexico’s macroeconomic 
fundamentals were fairly strong in the 1990s. Although its external 
debt to GDP ratio had risen to 45.9 percent from roughly 40 percent 
in the 1980s, Mexico’s debt service level had fallen signifi cantly as a 
result of the MYRAs   and the Brady Plan. Whereas in 1982 Mexico’s 
ratio of debt service to exports equaled 51 percent, by 1994 it had 
fallen to 25.8 percent. Moreover, Mexico’s long-term debt levels were 
moderate by global standards: with a ratio of public debt to GDP of 

  211     General Accounting Offi ce [GAO] ( 1996 ).  
  212     Sachs  , Tornel  l, and Velasco   ( 1996 ).  
  213     Chang   ( 1999 ); Sachs, Tornell, and Velasco ( 1996 ); Lustig   ( 1992 ); Kraft   

( 1984 ).  
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50.7 percent, Mexico’s debt sustainability position exceeded that of 
many OECD countries  , which had an average public debt/GDP ratio 
of 70.6 percent.  214     

 Instead, Mexico’s fi nancial diffi culties in 1994 were largely the 
result of a series of unexpected shocks that led international investors 
to fl ee Mexico despite its relatively stable macroeconomic position. 
In March 1994 the presidential candidate of Mexico’s ruling party 
(the Institutional Revolutionary Party – PRI)  , Luis Donaldo Colosio  , 
was assassinated. In the aftermath the peso depreciated by 10 percent 
against the dollar and the Banco de México raised interest rates on 
cetes to 7 percent in order to stem capital fl ight.  215   Investors’ demand 
for cetes continued to lag, however, and the Banco de México   contin-
ued to raise interest rates, which reached 18 percent in mid-April.  216   
Mexico faced further pressure to raise interest rates throughout the 
remainder of 1994, as the US Federal Reserve   raised its own rates 
six times between January and November, from 3 percent to 5.45 
percent.  217   As capital fl ight   continued into the spring and summer, the 
Mexican government faced a choice between several equally unat-
tractive options. It could continue raising interest rates on cetes     to 
meet its short-term fi nancing needs, but at the expense of growth and 
the solvency of its domestic banking system. Alternatively, the gov-
ernment could slash spending to reduce demand, decrease imports, 
and alleviate the downward pressure on the peso. Finally, the govern-
ment could devalue the peso in an attempt to reverse its balance of 
payments problems.  218   

 Ultimately, the Mexican government postponed this choice by 
converting its stock of short-term bonds from peso-denominated 
cetes into dollar-indexed tesobonos. This shift allowed the Mexican 
authorities to access external fi nancing at lower interest rates while 
alleviating international creditors’ concerns about a potential devalu-
ation.  219   In the short term, this new debt strategy worked effectively. 
Foreign investors eagerly purchased tesobonos – the stock of out-
standing bonds rose from $3.1 billion in March 1994 to $29.2 billion 

  214     Sachs, Tornell, and Velasco ( 1996 , 23).     215     Ibid., 16.  
  216     GAO  1996 , 10.     217     Ibid., 56.     218     Ibid., 10.  
  219     Because tesobonos were indexed to the dollar, foreign investors incurred no 

currency risk and were willing to buy them at lower yields than  cetes . Yields 
on tesobonos were, on average, six to eight percentage points lower than 
those on cetes in 1993–4. See ibid.  
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in December – and the Banco de México’s   reserves stabilized at $17 
billion from May through August.  220   By mid-November, however, it 
became clear that an increasing dependence on tesobonos had created 
a severe short-term fi nancing problem for Mexico, as the country was 
now dependent on the willingness of these short-term bondholders 
to continually roll over their claims and reinvest in Mexican debt on 
a monthly basis. Unfortunately, this willingness did not last long, as 
international investors began selling off tesobonos following another 
assassination, of the PRI   Secretary General, Francisco Ruiz Massieu,   
in September, and a three-quarter basis point hike in US interest rates 
in November. On December 9, when the newly installed Mexican 
president, Ernesto Zedillo,   announced that Mexico’s expected cur-
rent account defi cit in 1995 would be higher than previously antici-
pated, the tesobono sell-off intensifi ed and Mexico’s foreign exchange 
reserves dwindled to $10 billion.  221   With almost $30 billion in addi-
tional tesobonos coming due in the fi rst quarter of 1995, the country 
once again faced the prospect of defaulting on its international debt.   

   The US bilateral package 

 Prior to requesting IMF fi nancing, Mexico sought bilateral assistance 
from the major creditor countries. As Mexico’s largest trading part-
ner and the G-5 country with the most at stake fi nancially in Mexico, 
the United States took the lead in providing this fi nancial support  . 
For the United States, whose commercial banks held $23 billion in 
Mexican debt, avoiding a Mexican default was a key domestic inter-
est. On January 5 1995, under the auspices of the North American 
Framework Agreement   (NAFA  ) – a previously existing swap arrange-
ment between the US, Canadian, and Mexican central banks     the 
United States announced plans to provide Mexico with an additional 
$3 billion in credit, while the Canadian government increased its 
swap line by $1.1 billion.  222             Acting through the BIS, other G-10 cen-
tral banks pledged an additional $5 billion in credit. Although they 
eventually assented to the arrangement, the major European central 

  220     Ibid., 11.     221     Ibid., 10.  
  222     Lustig   ( 1996 , 25). The Federal Reserve and the US Treasury had jointly 

established the existing swap line in March 1994, following the Colosio 
assassination. Under the terms of this arrangement, the Banco de México 
could draw up to $6 billion. See ibid., 18–19.  
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banks were initially opposed to the BIS assistance, which they hoped 
would serve only as a “bridge” to a full IMF lending arrangement.  223   

 On January 6, following the announcement of the short-term 
 bilateral/BIS package, the Mexican government formally requested 
IMF assistance. Once negotiations over the IMF program had begun, 
however, it quickly became clear that neither the announcement of a 
Fund program nor the initial bilateral package had convinced market 
actors to cease their fl ight from Mexican markets  .   Accordingly, on 
January 12, the US administration of President Bill Clinton announced 
plans to supplement the IMF and BIS loans to Mexico with $40 bil-
lion in loan guarantees, which would allow the Mexican government 
to borrow the additional private credit necessary to continue servicing 
its tesobono debt. The United States also asked the BIS central banks 
to increase their “bridge” package to $10 billion, but the German 
Bundesbank  , the Bank of England  , and De Nederlandsche Bank (the 
Dutch central bank)   strongly opposed the larger commitment.  224   

 Two key factors contributed to the Europeans’ skepticism about 
providing IMF and bilateral fi nancing to Mexico. First, they had lit-
tle domestic interest in bailing out Mexico, since their own banking 
systems had relatively few ties to the country: the total bank exposure 
of the three European G-5 countries (the United Kingdom  , Germany, 
and   France  ) in 1994 was only $14.2 billion, compared to $23 billion 
for the United States. Second, European offi cials questioned whether 
Mexico’s diffi culties really constituted a systemic fi nancial crisis war-
ranting IMF/BIS support. Since the vast majority of Mexico’s private 
international creditors were bondholders   rather than banks, there 
seemed to be little risk that a Mexican default would have destabiliz-
ing effects on fi nancial stability in the developed countries, even if 
individual investors incurred substantial losses. Moreover, with few 
long-term ties to Mexico, tesobono bondholders were very likely to 
utilize   IMF/BIS lending as an opportunity to “bail out” of Mexico 
entirely. Thus, European offi cials were especially concerned with the 
moral hazard costs   of large-scale fi nancing to Mexico. UK offi cials, 
in particular, felt strongly that Mexico was not a systemic problem 

  223     George Graham, Peter Norman, Stephen Fiedler, and Ted Baracks, 
“Mexican rescue: bitter legacy of the battle to bail out Mexico,”  Financial 
Times , February 16, 1995.  

  224     Ibid.  
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for the global fi nancial system and that the IMF, BIS, and G-10 cen-
tral banks were “being roped into bailing out United States pension 
and mutual funds which had invested imprudently in high-yielding 
Mexican paper.”  225   

 For the US government, however, ensuring Mexico’s fi nancial sta-
bility remained a key domestic economic and political objective. Over 
the next two weeks, therefore, the Clinton administration worked to 
secure the support of Congress, whose assent was required before the 
$40 billion in loan guarantees could be fi nalized. On January 26 the 
IMF announced plans to conclude a $7.8 billion lending arrangement 
with Mexico. As congressional opposition to the United States loan 
guarantees solidifi ed, however, Mexico’s private creditors continued 
to bail out of the country. Without the American loan guarantees, 
even the very large IMF loan would not spare Mexico from defaulting 
on its short-term debt. With a Mexican default imminent, the Clinton 
administration switched courses and pursued what it called “plan 
B,” a new rescue package funded with $20 billion from the Treasury 
Department’s Exchange Stabilization Fund  , which President Clinton 
  could utilize without congressional approval.  226   

 US offi cials also sought increased IMF and bilateral support for 
Mexico in conjunction with “plan B,” despite the Europeans’ lack of 
enthusiasm.   On January 30 Clinton administration offi cials informed 
Camdessus and Stanley Fischer  , the IMF’s fi rst deputy managing 
director, of the United States’ new plans and indicated their hope that 
the IMF would also increase its support for Mexico.  227   On January 
31, shortly before publicly announcing the ESF   loan, administration 
offi cials also spoke with Andrew Crockett  , general manager of the 
BIS, and requested his assistance in securing additional funds from the 
BIS’s member banks; Crockett advised the United States that Clinton 
could announce “that discussions were under way” for a doubling 
of the previously committed $5 billion, but he made it clear that he 
fi rst had to consult with the other BIS members’ central bank offi cials 
before any concrete decision could be reached.  228   

  225     Ibid.  
  226     Ibid. On the ESF, see Henning ( 1999 ) and GAO ( 1996 ). For detailed 

analyses of the United States decision to switch to “plan B,” see Graham 
 et al .,  Financial Times , February 16, 1995, and Rubin   and Weisberg   ( 2003 ).  

  227     Graham  et al .,  Financial Times , February 16, 1995.  
  228     Ibid.  
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 Fearing that the Europeans’ opposition to large-scale IMF/BIS 
lending would slow the process down, US Treasury   offi cials subse-
quently engaged in direct and intensive discussions with IMF offi -
cials – including Camdessus and Fischer   – over the terms of the joint 
IMF/ESF rescue package. At 7:00 a.m. on January 31 Camdessus 
informed Robert Rubin, the US Treasury secretary,   and his deputy, 
Lawrence Summers,   that the IMF had decided to increase the size of 
its forthcoming loan to Mexico from $7.76 billion to $17.8 billion, 
three and a half times more than it had lent to any single country in 
its history.  229   Camdessus did not inform the executive board of the 
Fund staff’s change in plans until 9:00 a.m., however, when he also 
informed the directors that the new Mexican program would be dis-
cussed and voted upon at the next day’s board meeting.  230   

 Not surprisingly, several European governments with seats on the 
executive board were extremely upset at not having been fully con-
sulted by Camdessus and the US Treasury  . They were further angered 
later in the day, when President Clinton   announced the new IMF/
ESF   package at a White House speech to the National Governors’ 
Association  , even though the executive board had not yet met to dis-
cuss the proposed IMF program. As outlined by Clinton, the proposed 
IMF package totaled SDR 12.07 billion (6.88 times quota, $17.8 bil-
lion). In both absolute and relative terms, this was the single largest 
Fund loan ever – fully three and a half times larger in size (in amount 
per quota terms) than any previous IMF lending arrangement.  231   Over 
and above the IMF’s own fi nancing, the proposed package included an 
additional $25 billion in bilateral and multilateral commitments. The 
United States would provide $20 billion, including $6 billion in swap 
lines from the Federal Reserve  . The Canadian government would con-
tribute $1 billion, while other BIS central banks would add a further 
$10 billion.  232   As outlined by Clinton, the package also included $3 
billion in commitments from an American–British–Japanese consor-
tium of commercial banks, although the money ultimately did not 
materialize.  233           

  229     Ibid.     230     Ibid.  
  231     “Mexico – fi rst review under the stand-by arrangement,” EBS/95/47 (March 

22, 1995).  
  232     See GAO ( 1996 , 109–10).  
  233     Graham  et al .,  Financial Times , February 16, 1995.  
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 For many European fi nancial offi cials, this was the fi rst they had 
heard of “plan B” and the enhanced BIS commitments.  234   Since the 
board had not yet voted on the new Fund program, nor had the BIS 
fi nancing been formally agreed upon, European governments felt that 
the United States had overstepped its bounds. As one senior European 
offi cial stated: “President Clinton   goes to the press and says the IMF 
will do this and that. It was just not acceptable. We are not banana 
republics.”  235   Clearly, the United States’ G-5 counterparts were dis-
satisfi ed, not only with the content of the IMF package but also with 
the way that United States offi cials had sidestepped standard IMF and 
BIS procedures to pursue its own domestic fi nancial interests. 

   The executive board meeting, February 1, 1995   

 The board meeting of February 1, 1995, brought to the fore the ten-
sions between the G-5 governments. It was only earlier that morning 
that the proposed program had been fi nalized and circulated by the 
Fund staff, leaving the executive directors   little, if any, time to analyze 
its contents.  236   The package consisted of an eighteen-month stand-by 
arrangement of SDR 12.07 billion, with seven performance criteria. 
As in the previous cases of lending to Mexico the 1980s, these condi-
tions included targets for government spending, targets for domestic 
credit and reserves for the Banco de México, and private external debt 
ceilings for the Mexican government  .  237   

 Given the unusual circumstances and timing, Camdessus opened 
the meeting with a background statement of explanation. He noted the 
systemic importance of dealing quickly with the Mexican crisis, and he 
emphasized the “potential for serious contagion effects”   if the Fund did 
not address the crisis rapidly and decisively.  238   Camdessus announced 
the Clinton administration’s decision to “mobilize $20 billion [from 
the ESF]   immediately in support of the Mexican program.”  239   He also 

  234     Ibid.     235     Ibid.  
  236     See EBS/95/14 (January 26, 1995) for the initial draft and EBS/95/14, Suppl. 

1 (January 30, 1995) and Suppl. 2 (February 1, 1995), for the updated and 
fi nal versions.  

  237     EBS/95/14 and EBS/95/47, 19.  
  238     Minutes of EBM/95/11 (10:00 a.m., February 1, 1995), 42.  
  239     Ibid.  
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noted, “I have also been informed by Mr Crockett  , General Manager 
of the Bank for International Settlements (BIS), and by Mr Tietmayer  , 
Chairman of the G-10, that, in the framework of the BIS, a group of 
G-10 central banks intends to increase their support to Mexico from 
$5 billion to $10 billion.”  240   With these resources secured, Camdessus 
urged that the board approve the SDR 12.07 billion IMF loan, 
with SDR 5.26 billion to be disbursed immediately.  241   In addition, 
Camdessus noted that the proposed IMF program also included “an 
augmentation, on contingency basis, by July 1, 1995, equal to SDR 
6.81 billion less contributions from a group of central banks willing 
to contribute to Mexico’s exchange stabilization fund.”  242   The Fund 
staff was proposing this augmentation, he stated, “in order to assure 
that there will be no shortfall in the resources available to Mexico.”  243   
The board would make the fi nal decision about the amount, timing, 
and terms of this augmentation, Camdessus concluded, either during 
the June review of the proposed stand-by arrangement or “in the con-
text … of an extended arrangement [i.e. a new Fund program].”  244   

 Despite this substantial front-loading and augmentation of the loan, 
Camdessus expressed his fi rm belief that moral hazard   was not a seri-
ous concern, given that the standard review process would remain in 
place and that Mexico’s compliance   with the program’s conditional-
ity   was necessary in order to receive the ongoing fi nancing from the 
BIS central banks: “I have concluded that this will not weaken either 
the conditionality of the program agreed with the Mexican authori-
ties or the incentive for full compliance with that conditionality.”  245   
Camdessus also emphasized that Mexico’s access to the BIS fi nancing 
would be linked to the April review of the proposed IMF program, 
and recommended that the board grant him direct control over dis-
bursement of these supplementary funds.  246   

 Javier Guzmán-Calafell  , the Mexican executive director  , followed 
Camdessus’s introduction with the customary presentation of the 
 proposed program. He emphasized that “the circumstances under 
which this [IMF] support has been negotiated are extraordinary, and 
have indeed found a fast, professional, and constructive response on 
the part of both management and the staff.”  247   Acknowledging that 
the board had not been given the usual amount of time to consider the 

  240     Ibid.     241     Ibid.     242     Ibid.     243     Ibid., 43.     244     Ibid.  
  245     Ibid., 42.     246     Ibid., 43.     247     Ibid., 44.  
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proposed stand-by arrangement, Guzmán-Calafell thanked the execu-
tive directors “for agreeing to take a decision on the issue under such 
a severe time constraint.”  248   He then quickly zeroed in on the central 
problem facing Mexico: the “sharp curtailment in the fl ow of foreign 
capital into Mexico” from a net infl ow of $30.9 billion in 1993 to “only 
$14.1 billion in the fi rst 11 months of 1994.”  249   Despite a number of 
measures, including depletion of its foreign exchange reserves, allowing 
the peso to depreciate, and issuing an ever larger amount of short-term 
bond debt (tesobonos)  , the Mexican government had been unable to 
stem the capital outfl ows and now faced severe “short-run liquidity 
problems resulting mainly from maturing Tesobonos.”  250   

 In this context, Guzmán-Calafell   continued, the Mexican govern-
ment sought IMF fi nancing in support of “the adoption of painful 
adjustment measures” aimed at resolving the crisis. These included 
a reduction in the current account defi cit, tighter monetary policy, 
and “a commitment to wage and price moderation.”  251   In conjunction 
with these policy adjustments, he noted, Mexico had also secured the 
fi nancial assistance package outlined by Camdessus, which included 
commitments from the United States   ($20 billion), Canada   ($1.5 
 billion), the BIS central   banks ($10 billion), and Mexico’s commercial 
bank creditors ($3 billion).  252   

 Finally, Guzmán-Calafell informed the board that Mexico was 
“working with leading investment banks to offer investors market-
oriented and voluntary mechanisms to swap Tesobonos for [longer-
term] securities denominated and payable in US dollars.”  253   This 
debt swap, if successful, would further alleviate Mexico’s liquidity 
problems and ensure a future stream of private capital infl ows. Taken 
together, these measures and the proposed IMF program, he believed, 
contained “an adequate mix of adjustment and fi nancing, which will 
allow the restoration of orderly conditions in the fi nancial and foreign 
exchange markets.”  254   Guzmán-Calafell ended by thanking, once 
again, the Fund staff, the board, and those countries that had made 
bilateral fi nancing commitments to Mexico for their prompt action in 
response to Mexico’s “exceptional circumstances.”  255      

 In the ensuing board discussion, sharp cleavages quickly emerged 
among the G-5 countries over both the proposed program and the 
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hastiness of the decision-making process.   Speaking fi rst, Karin 
Lissakers   (United States) made it clear that the United States gov-
ernment fi rmly supported the proposed loan. Her comments clearly 
refl ected the Clinton administration’s strong domestic and interna-
tional interests in providing substantial and rapid aid to Mexico: “I do 
believe we have acted responsibly and with dispatch to meet not only 
an important neighbor and partner’s needs, but indeed the needs of 
the international fi nancial community.”  256   While Lissakers acknowl-
edged that the “unprecedented” and “ad hoc” nature of the current 
loan decision “makes all of us uneasy,” she fi rmly believed that the 
proposed program was in accordance with the IMF’s “principles” and 
its shareholders’   “obligations of the Articles of Agreement  .”  257   

 The US government’s fi rm support for Mexico and the proposed 
IMF program, Lissakers argued, arose out of its belief that the cur-
rent crisis was unprecedented:

  I think we have to understand what we are facing here. I think it is not 
overdramatizing the situation to say that we may in fact be facing, grap-
pling now with the fi rst fi nancial crisis   of the 21st century. That is why it is 
so diffi cult, because it is not only quantitatively but qualitatively different 
from anything this institution has tried to address before. The size of the 
crisis is indeed unprecedented and the potential for spillover – an extremely 
quick spillover – enormous.  258     

 The reason for this, Lissakers continued, was the fundamental shift in 
the composition of international capital fl ows to developing countries, 
from commercial bank lending to bond fi nancing  . This structural 
change in patterns of fi nancial globalization  , she argued, rendered 
the long-standing IMF strategy – a combination of relatively limited 
Fund fi nancing and 1980s-style concerted lending   by commercial 
bank creditors – obsolete:

  The growing reliance on securitized international private fi nancial fl ows 
[i.e. bond debt] means that the number of creditors has grown enormously. 
The days when Managing Director de Larosière   and Federal Reserve 
Chairman Volcker   could call together in one room six central bankers and 
12 commercial bankers to solve a large problem are over … We [now] have 

  256     Ibid.     257     Ibid.     258     Ibid.  
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to speak to an unidentifi able collection of thousands, if not millions of 
investors – investors who can move with the fl ick of a button and transfer 
amounts of money that swamp this institution and potentially could swamp 
the resources of individual governments that stand behind this institution 
[i.e. the United States].  259     

 In response to these changes in global fi nancial markets, Lissakers 
stated, the Fund and board “will have to adapt the institution to 
the new realities of the fi nancial markets, and we will have to do so 
quickly.”  260   

 Given its belief that the current crisis was unprecedented in severity 
and scale, the US government had committed  , Lissakers reiterated, 
an unprecedented amount of its own resources ($20 billion) from the 
Exchange Stabilization Fund  , and she urged “the rest of the interna-
tional community … to step up very quickly” with additional, match-
ing resources.  261   Lissakers also recognized that Mexico would need 
to undertake substantial policy adjustment in order to resolve the cri-
sis, including tighter monetary policy and a reduction in the current 
account defi cit. She therefore expressed support both for the proposed 
early program review (to be conducted in March) and for the pro-
posed performance criteria.  262     Nevertheless, in spite of the extremely 
large size of the proposed IMF loan, Lissakers also made it clear that 
the United States did not believe moral hazard to be a serious con-
cern. Rather, she emphasized that Mexico’s crisis was one of liquidity 
rather than solvency: “We should be clear about – not exaggerate – the 
underlying policy weaknesses. The fact is that we are not dealing with 
a country that has a runaway budget defi cit. We are not dealing with a 
country that has an unmanageable current account defi cit … Mexico 
has a severe liquidity problem.”  263   Consequently, she concluded, the 
United States did not see the need for overly stringent conditionality   
to match the unprecedented amount of IMF fi nancing. 

 Several executive directors from the Western hemisphere shared 
the US government’s fi rm enthusiasm for the proposed loan, includ-
ing Alexandre Kafka   (Brazil  ) and Ian Clark   (Canada  ).  264   Kafka 
supported immediate disbursement of the full $7.8 billion that 
Camdessus had requested. Furthermore, he informed the board that 
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his Latin American constituents had committed to “a joint $1 billion 
[bilateral fi nancing] fund” as part of the BIS-coordinated aid pack-
age   “as an act of extraordinary faith and cooperation with a friend 
and neighbor.”  265   A number of other directors also expressed clear 
support, although they raised concerns about the Fund’s liquidity, the 
dangers of committing too many resources to a single Fund borrower, 
and the moral hazard implications of such large-scale lending.  266   
Echoing Lissakers’ recognition of new realities in global fi nancial 
markets, Shaalan      noted the “increasingly dominant role” of private 
capital fl ows “in shaping economic and fi nancial developments around 
the   globe.”  267   In this environment, he supported the “unprecedented 
scale” of IMF lending to Mexico.  268   Shaalan worried, however, that 
the Fund was ill-equipped to provide such large-scale loans in the 
future to all borrowers: “I am not too sanguine about our capacity 
to … rise to the challenge in the case of Mexico, while upholding our 
sacrosanct principle of uniformity of treatment. What if another crisis 
erupts elsewhere? Do we have the resources to be fi nancially involved 
to the extent proposed in the case before us?”  269   If such large-scale 
lending was now in order, Shaalan   concluded, the IMF would require 
a new round of quota increases in order to ensure it had suffi cient 
resources to deal with future fi nancial crises.  270   

 Although Shaalan   and other non-G-5 executive directors gener-
ally supported the American position, the other major sharehold-
ers’ views of the proposed loan ranged from cautious support to 
outright hostility. Hachiro Mesaki   (Japan  ) stated that the Japanese 
  government could “basically support the proposal” on the grounds 
that Mexico’s stability was critical for the global fi nancial system as 
a whole, and because Japan believed that Mexico’s creditors would 
accelerate their capital fl ight in the absence of IMF support: “We 
cannot afford to let the market receive the wrong signal, that the 

  265     Ibid., 59.  
  266     Ibid. See, for example, the comments of Ming Zhang   (China  ), Abdel 

Shaalan   (Egypt  ), Giulio Lanciotti   (Italy  ), and K. P. Geethakrishnan   (India  ).  
  267     Ibid., 57.     268     Ibid.  
  269     Ibid. Kafka shared these concerns about equal treatment in the future and 

urged the development of more institutionalized rules and mechanisms 
“that would enable the Fund to confront similar situations in a more orderly 
manner” (59). Likewise, Lanciotti warned that the current decision would 
set an important precedent for future cases of a similar magnitude (68).  

  270     Ibid. Zhang echoed Shaalan’s views on quotas (65).  
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international community has forsaken Mexico.”  271   His authorities 
had serious concerns about the moral hazard implications of the pro-
posed package, however, Mesaki   continued. In particular, he was 
afraid that the markets would view the unprecedented IMF loan 
as a bailout, which would undermine the Fund’s ability to generate 
catalytic effects in the future: “I basically understand that a large-
scale fi nancing scheme … is needed to address the current emergency. 
Nonetheless, the appropriateness of such unprecedented support may 
be debatable from the viewpoint of the catalytic role of the Fund.”  272   
If the Fund provided such large-scale fi nancing in all future cases, 
he cautioned, private creditors would have little incentive to reverse 
their capital fl ight during fi nancial crises. 

 In order to mitigate these moral hazard concerns, Mesaki urged sev-
eral steps. First, he warned that “the board and management should 
make clear their view that this stand-by arrangement is an extremely 
exceptional measure, which takes fully into account the importance 
of this case for the international fi nancial markets and for the global 
economy.”  273   Second, Mesaki urged that the Board postpone its deci-
sion on the approval of Camdessus’s proposed $10 billion in “contin-
gent additional fi nancing” until further economic developments   could 
be observed.  274   Third, he emphasized that Mexico had to implement 
the program’s conditionality “steadfastedly.”    275   Fourth, Mesaki   urged 
that the Fund shift its research focus toward crisis prevention, in order 
to limit the occurrence of future Mexican-style liquidity crises. Finally, 
he raised the question of whether Mexico’s predicament – and that of 
potential future borrowers – had arisen out of an ill-advised adherence 
to fi xed exchange rates and short-term debt instruments in the emerg-
ing world of highly volatile private international capital fl ows.  276   

 In sum, the Japanese government supported the current proposal  , 
but with some serious reservations about its future implications and 
about the size of the Fund’s upfront commitment to Mexico  . Michel 
Sirat   (alternate executive director – France  ) adopted a similarly quali-
fi ed position. While he acknowledged Lissakers’ point about the 
importance of changes in the structure of global fi nancial markets, 

  271     Ibid., 61.     272     Ibid.     273     Ibid.     274     Ibid.     275     Ibid., 62.  
  276     Ibid. This comment, in retrospect, was a prescient foreshadowing of the 

problems that would emerge in Thailand, South Korea, and elsewhere 
during the 1997–9 Asian fi nancial crisis  .  
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Sirat also reminded the board not to forget that Mexican policy errors 
had played a key role in the current crisis. In particular, the Mexican 
government’s heavy reliance on short-term debt (tesobonos    ) and its 
failure to raise interest rates in the face of capital fl ight “was inap-
propriate and has in effect led to the development of a debt crisis.”  277   
This response to the markets’ loss of confi dence in Mexico was an ill-
advised policy choice by the Mexican government, Sirat   emphasized, 
and “one should not overrationalize ex post” by concluding that the 
magnitude of Mexico’s crisis was inevitable.  278   

 Nevertheless, Sirat continued, the crisis was now suffi ciently 
severe – and the “systemic risk”   suffi ciently real – that the French gov-
ernment viewed the proposed program as appropriate  : “At this stage 
of the crisis, the amounts [of IMF fi nancing] involved, the diffi cul-
ties in defi ning a market-based and voluntary restructuring package, 
and the past sharp reduction in Mexico’s reserves certainly call for 
large external fi nancing in conjunction with an appropriate economic 
program.”  279   On the whole, Sirat found the proposed conditionality   
to be suffi cient, although he viewed it as “a sort of best case scenario 
in the present circumstances.”  280   Indeed, he expressed a good deal of 
skepticism about the program’s success if projections about Mexico’s 
trade fl ows, capital infl ows, and infl ation proved less optimistic than 
the staff were currently calculating.  281   In such a scenario, he noted, 
additional fi scal adjustment would be necessary in order to ensure a 
full recovery from the fi nancial crisis.  282   

 Ultimately, Sirat   announced France’s intent to support the proposed 
IMF program  , although he did so with two clear reservations. First, 
he emphasized that “my authorities are uncomfortable with the idea 
of a 100 percent upfront fi nancing of the initial $7.8 billion,” and 
would prefer “keeping a second tranche, even rather small, linked to a 
review of the initial performance of the program.”  283   This two-phase 
lending process, he argued, would “reinforce markets’ confi dence in 
the Fund conditionality  ” while also limiting moral hazard on the part 
of both the Mexican government and its private international credi-
tors.  284     Second, Sirat also expressed France’s preference for having 
the $10 billion in additional IMF fi nancing kept as “a second line of 
defense” that would be approved by the board in July 1995, rather 
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than as part of the current stand-by arrangement.  285   This approval, he 
suggested, should be subject to two conditions: the completion of the 
appropriate review of the current program, and assurance that the use 
of the $10 billion in additional IMF credit “could be made only after 
a prior use of the US Exchange Stabilization Fund  .”  286   In short, the 
French government wanted the US government, given its clear posi-
tion as the most enthusiastic champion of the current proposal, to 
commit its own bilateral resources fully before the IMF contributed 
additional credit. 

 The qualifi ed support for the proposed IMF program offered by the 
Japanese and French governments contrasted sharply with the clear 
displeasure of other European executive directors, including the three 
remaining G-5 directors.   Stefan Schönberg   (Germany)   expressed 
particular unhappiness with the terms of the loan and the hastiness 
of the decision-making process  . He began by stressing the German 
government’s “dissatisfaction” with the bypassing of standard IMF 
 procedures – specifi cally, the standard time lag between the circula-
tion of the staff report and the board meeting – “which did not allow 
for the orderly assessment of the proposals.”  287   “The staff paper,” he 
noted, “had been distributed only earlier in the day, which had made 
it very diffi cult for him to consult properly with his authorities.”  288   
Schönberg derided this violation of IMF protocol as particularly 
“deplorable,” given that the proposed loan “might involve a viola-
tion of long-standing, proven principles of the Fund, particularly with 
respect to the amount of lending [on a per quota basis], its phasing 
[the substantially front-loaded disbursement of the loan], and the risks 
to the Fund” in terms of the magnitude of its exposure to Mexico.  289   

 In a sharp rebuke to the American position, Schönberg stated his 
preference for a short delay in the board discussion, in order to allow 
the EDs to “assess all aspects of the proposal,” to “forge a consensus 
among the membership” on the terms of the IMF loan, and to allow 
the “high-level discussions [that] were currently in progress among 
European and other G-7 offi cials [over additional bilateral aid to 
Mexico]” to reach a conclusion.  290   Going further, Schönberg directly 
objected to Lissakers’   argument that immediate approval of the IMF 
loan was required as a clear signal to Mexico’s private international 
creditors. Indeed, he “remained unconvinced that a further delay of 
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one or two days might derail the fi nancial markets, given that it had 
taken the US authorities several weeks of public discussion to come 
to a conclusion about the best approach to dealing with the Mexican 
crisis.”  291   The impact of an additional day or two of delay seemed 
unclear at best, he concluded. 

 In terms of the program itself, Schönberg found the conditionality   
to be “adequate,” although he wondered why it “was being presented 
unchanged,” in light of the recent changes in bilateral fi nancing com-
mitments (i.e. the move to “plan B” by the United States).  292   Given the 
loan’s unprecedented size, however, Schönberg asserted that “there 
would need to be at least some tranching [phasing] of the $7.8 bil-
lion that was to be made available immediately.”  293   Specifi cally, he 
proposed that the Fund’s immediate commitment be limited to $3.9 
billion, with the additional $3.9 billion coming from the US ESF  , 
given the Americans’ strong interest in immediate approval. Similarly, 
Schönberg noted that Germany also preferred “some tranching” of 
the “so-called contingency element,”   and he believed this disburse-
ment should be contingent on a mid-1995 review of Mexico’s pro-
gress under the proposed stand-by arrangement.  294   This questioning 
of both the relatively modest conditionality and upfront disbursement 
of the loan highlighted the German government’s clear moral hazard 
concerns  . Moreover, Schönberg’s suggestion that the Fund’s imme-
diate commitment be halved (from $7.8 billion to $3.9 billion) and 
replaced by US bilateral funding refl ected the Germans’ strong belief 
that the Clinton administration   should match its rhetoric about the 
urgency and severity of the Mexican crisis by pledging its own fi nan-
cing fi rst, rather than advocating use of the IMF’s scarce resources. 
Simply put, the German government was unconvinced of the need for 
a full-scale IMF bailout, and it had serious concerns about the moral 
hazard consequences of the proposed loan. 

     Huw Evans (United Kingdom)   echoed the German government’s 
concerns about the proposed program. He joined Schönberg and oth-
ers in noting the “extraordinary request” of the Mexican government, 
and he pointed out that the current loan represented a “fi ve or ten 
times higher” level of lending to a single country than the largest loan 
(68 percent of quota) extended in 1994.  295   Moreover, Evans noted 
that the current proposal of more than SDR 12 billion represented 
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more than twice the IMF’s entire lending commitments in the previ-
ous year and would now constitute nearly half the Fund’s total credit 
outstanding (SDR 30 billion).  296   Thus, Evans worried that approval 
of the Mexican proposal would leave the IMF overly committed to a 
single borrower and without suffi cient resources to respond to addi-
tional crises should the need arise. 

 Like Schönberg, Evans was also “very unhappy about the way the 
Mexican operation had been handled.”  297   “It had been wrong,” he 
stated, “to expect the Board to take such an important decision on the 
basis of papers circulated only one hour before the original starting 
time of the meeting.”  298   He emphasized that the Fund “was a rules-
based institution, which relied heavily on precedent,” and he worried 
about the future implications of such a hasty decision in the current 
case.  299   Even more so than Schönberg, Evans also made clear his objec-
tion to the US government’s view of the severity of Mexico’s crisis and 
its systemic importance. While he acknowledged the strength of the 
proposed conditionality   and Mexico’s strong track record with the 
IMF, Evans was skeptical that Mexico warranted such exceptional 
support: “[I]t was diffi cult to argue that Mexico’s program was fi ve 
or ten times stronger than that of Turkey  .”  300   In a thinly veiled swipe 
at the American position, Evans stated that he “did not fi nd con-
vincing some of the more alarming views about the systemic threat 
posed by the Mexican crisis  , though clearly there were some risks of 
contagion.”  301   Rather, he “was worried for reasons of moral hazard   
that the international community would be seen to be underwriting 
all of Mexico’s risks.”  302   Furthermore, Evans argued, the sizeable 
front-loading of disbursement violated the Fund’s long-standing view 
that the promise of future fi nancing was essential to “keeping a pro-
gram on track” and ensuring that a borrowing country implemented 
conditionality.  303   “That principle,” he noted, “had been accepted for 
many years for all other countries and he did not think that Mexico 
should be an exception.”  304   Indeed, Evans found it troubling that:

  within a period of 24 hours it had been proposed to make more fi nan-
cing available to Mexico, much of it upfront, but no additional adjustment 
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[conditionality  ] had been contemplated. Moreover, there was conspicuous 
vacuousness about what would happen in July 1995 and beyond under 
the proposed arrangement. In his view, it was hard to escape the conclu-
sion that there was overall less conditionality, which was why some chairs 
[including his own] had diffi culty with the proposed decision.  305     

 In sum, the British, like the Germans, worried that the proposed 
program – with its combination of large-scale, immediate IMF fi nanc-
ing and relatively limited conditionality   – would be seen by Mexico’s 
private international creditors as a bailout   and would create serious 
moral hazard problems   in the future. For these reasons, Evans stated 
the British government’s preference for a complete separation of board 
decisions about the $7.8 billion “initial request” for IMF fi nancing 
and the “additional $10 billion,” the latter of which should “be drawn 
only as a last resort.”  306     To that end, he opposed Camdessus’s sugges-
tion that the managing director have fi nal decision-making author-
ity over the disbursement of the $10 billion contingency fi nancing; 
rather, Evans argued, the “determination of any augmentation should 
be made by the Board … [I]t should be made clear in the proposed 
decision that all decisions about purchasing, phasing, and terms and 
conditions should be decisions of the Board.”  307   Finally, in a further 
sign of the United Kingdom’s concerns over moral hazard, Evans 
stated that “he would like to see very frequent monitoring of Mexico’s 
performance under the stand-by arrangement, with perhaps a weekly 
or monthly report to the Board,” as well as the establishment of “a 
resident representative in Mexico City to ensure constant and high-
level contacts with the authorities.”  308   Such “exceptional monitoring,” 
he concluded, was a necessary corollary of the “exceptional access” to 
IMF credit requested by the Mexican government.  309   

 The German   and British dissatisfaction with both the content and 
the process of the Mexican proposal was echoed by the remaining 
non-G5 European executive directors. For example, Johann Prader   
(alternate executive director – Austria  ), representing Austria, Belgium  , 
Hungary  , Luxembourg  , and Turkey  , stated that “our chair very 
strongly shares the views expressed by Mr. Schönberg, Mr. Evans, and 
Mr. Sirat  ” about both the tranching of the $10 billion contingency por-
tion of the loan and the need for the full US bilateral commitment to 
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be spent before additional IMF fi nancing was put at risk.  310   Likewise, 
Prader reiterated the board’s anger at the violation of the standard 
decision-making timetable: “While there is no disputing that the Fund 
had to act swiftly, the way this demand for additional access to Fund 
resources was handled has left bitter feelings.”  311   Thus, as a group, the 
Europeans felt strongly that Camdessus and the Clinton administra-
tion   had unnecessarily and inappropriately bypassed standard norms 
of IMF decision-making in order to push through an extraordinarily 
large rescue package for Mexico.  312   

 In a fi nal attempt to register the magnitude of their authorities’ 
dissatisfaction, both Evans (United Kingdom) and Sirat (France  ) pro-
posed amendments to the text of the proposed stand-by arrangement. 
In direct contradiction to Camdessus’s proposal, Evans proposed that 
the board – rather than the managing director – have the fi nal say 
over all disbursements of the bilateral fi nancing to be made available 
by BIS central banks  .  313   Similarly, Sirat sought the inclusion of spe-
cifi c language making clear that the augmented IMF fi nancing (i.e. 
the $10 billion over and above the initial $7.8 billion) would be drawn 
by Mexico only “after prior use of other, fi rst-line resources,” includ-
ing the full $20 billion from the US ESF  .  314   To that end, he proposed 
that the program include a phrase noting that “full account will be 
taken of the availability and use of other sources of [bilateral/offi cial] 
fi nance for Mexico.”  315   Together, these amendments addressed the 
Europeans’ two primary concerns about the proposed loan: the viola-
tion of the Fund’s standard decision-making procedures, which gave 
fi nal and complete authority to the executive board over all lending 
decisions; and the concern that the US government was pushing for an 
immediate and unprecedented commitment of IMF resources without 
clear and immediate assurances that its own bilateral fi nancing would 
be utilized fi rst. 

 Although he acknowledged these concerns, Camdessus declined 
to include Evans’ amendments in the text, noting that his proposal 
was redundant, given that the calculation of bilateral fi nancing was 

  310     Ibid., 90.     311     Ibid.  
  312     Ibid. See also similar concerns from the Netherlands  , as expressed by Oleg 

Havrylyshyn   (alternate – Ukraine  ) at page 95, Jarle Bergo   (Norway)   at pages 
99 to 100, and Krzysztof Link   (Poland  ) at page 102.  

  313     Ibid., 112. See page 43 for Camdessus’s proposal.  
  314     Ibid., 113.     315     Ibid.  
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a “purely arithmetic” exercise rather than a “judgmental” one.  316   
Similarly, he deemed Sirat  ’s proposal unnecessary, as the text already 
indicated that the availability of outside fi nancing (both private and 
offi cial) was specifi ed as a key criterion of the Fund’s reviews under 
the proposed stand-by arrangement.  317   Instead, Camdessus called for 
a fi nal board decision on the current text, on the grounds that time 
was of the essence and further delay would only exacerbate Mexico’s 
crisis. In line with its decision-making norms, the board approved the 
package by a consensus resolution.  318   Following the meeting, how-
ever, Schönberg and Evans both approached Camdessus and asked 
to have their votes retroactively recorded as abstentions.  319   In the 
coming days, all the non-appointed European directors (Switzerland  , 
Norway  , Belgium  , the Netherlands  ), representing thirty-six countries 
in central and eastern Europe   and central Asia  , followed suit.  320   These 
steps represented a stark and nearly unprecedented departure from 
the board’s norm of consensus decision-making, and they clearly indi-
cated the European countries’ deep dissatisfaction not just with the 
content of the rescue package but also with the process by which it 
had been developed. 

 Thus, although the United States’ position ultimately carried the day 
within the executive board, the approval of the 1995 Mexican pro-
gram was highly controversial and refl ected sharp divisions between 
the members of the Fund’s collective principal  . Publicly, these dif-
ferences   were smoothed over at the G-7 fi nance ministers’ meeting 
held in Toronto on Friday, February 3, 1995.  321   After the meeting, the 
US Treasury   secretary, Robert Rubin  , remarked, “There is no ques-
tion that every member of the G-7 supports the package fully. I really 

  316     Ibid., 112.     317     Ibid., 113.  
  318     Recall that IMF lending decisions are made “on a consensus basis with 

respect given to the relative voting power of the states” (Mussa   and 
Savastano    1999 ; van Houtven    2002 ). Approval of the Mexican loan 
therefore indicates that executive directors holding a majority of votes 
within the board supported approval of the lending proposal.  

  319     Graham  et al .          Financial Times , February 16, 1995.  
  320     Minutes of EBM/95/11 (10:00 a.m., February 1, 1995), 114. Belgium   later 

revoked its abstention. The recorded abstentions were: Bergo   (Norway  ), 
Havrylyshyn   (Ukraine  ), Link   (Poland  ), Evans (UK  ), and Schönberg 
(Germany  ).  

  321     Clyde H. Farnsworth, “US allies mute discord over Mexico,”  New York 
Times , February 5, 1995.  
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don’t think we left with ill will.”  322   Likewise, the Canadian fi nance 
minister, Paul Martin,   agreed that “the G-7 ministers … expressed 
their total satisfaction with the international efforts to assist Mexico, 
which have helped ease its fi nancial crisis  .”  323   Nonetheless, it was clear 
that the Europeans were extremely upset and perceived the decision 
as an “end run” around standard IMF decision-making procedures 
engineered by Camdessus and the Americans. “It is in nobody’s inter-
est to see the package collapse,” said a senior German offi cial, “but it 
had to be   made clear that this must not happen again  .”  324     

 As with the 1989 Mexican program, this lending episode once again 
vividly illustrates the importance of preference heterogeneity among G-5 
governments   in shaping Fund lending decisions. Moreover, it provides 
further evidence that domestic fi nancial interests play a central role in 
shaping G-5 governments’ views of IMF policies  . Indeed, the positions 
adopted by G-5 executive directors – strong support for the proposed pro-
gram by Lissakers   (United States), qualifi ed support by Mesaki   (Japan  ) 
and Sirat   (France  ), and sharp opposition by Evans (United Kingdom  ) 
and Schönberg (Germany  ) – correlated directly with the relative amount 
of fi nancial exposure each G-5 country had to Mexico in 1995. The 
United States held 47 percent ($23 billion) of Mexico’s commercial bank 
debt  , while the British   and Germans   held relatively little Mexican debt 
($4.6 billion and $4.7 billion, respectively). Japanese   bank exposure 
was the lowest among the G-5 in 1995 ($4.4 billion, 10 percent of G-5 
exposure), but this was a recent development and did not fully refl ect 
Japan’s long-standing fi nancial ties to Mexico; indeed, as late as 1990 
Japan’s share of G-5 bank exposure had been 20 percent, and, at the 
height of the 1980s debt crisis, Japanese banks had held approximately 
30 percent of Mexico’s private external debt. Similarly, while French 
exposure   was only slightly higher than that of Germany and the United 
Kingdom ($4.7 billion), its lending to Mexico had almost doubled since 
1992, while British and German lending had remained stagnant since 
the implementation of the Brady Plan  . Therefore, although their support 
for the proposed IMF program was less enthusiastic than that of the 
United States, neither Japan nor France shared the serious concerns of 
the British and the Germans about moral hazard  . 

  322     Ibid.  
  323     Greg Ip, “Crisis had perfect timing,”  Financial Post , February 7, 1995.  
  324     Graham  et al .,  Financial Times , February 16, 1995.           
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   Performance under the 1995 program 

 In the weeks following the approval of the IMF program, the skep-
ticism and moral hazard concerns   expressed   by   Evans, Schönberg, 
and the non-G-5 European executive directors proved to be justifi ed. 
Quite simply, Mexico’s international creditors “bailed out”   com-
pletely in the wake of the Fund loan. By August 1995 90 percent of 
Mexico’s tesobono holders   in December 1994 had “cut and run.”  325   
As a result, the IMF package effectively constituted a direct transfer 
of offi cial resources to Mexico’s private international creditors. By 
the end of 1995 Mexico had borrowed $13.5 billion from the United 
States and drawn $13 billion from the IMF. Over the same period, 
the country had paid off almost all the $25 billion in  tesobonos      out-
standing in January 1995. This “rush to the exits” by Mexico’s bond-
holders   clearly illustrates how changes in debt composition   affect 
the response of private international creditors to the IMF’s lending 
programs. In the 1980s Mexico’s private creditors consisted of a lim-
ited number of commercial banks with long-term ties to the coun-
try, common interests as a result of syndicated lending, and a history 
of cooperation among themselves in lending during good times and 
bad. Consequently, the banks were both willing and able to negotiate 
with each other and the IMF to reach agreement on debt rescheduling   
and concerted lending. In January 1995, however, the vast major-
ity of Mexico’s private creditors were short-term bondholders with 
few long-term ties either to each other or to Mexico. When the crisis 
hit, these bondholders simply liquidated their holdings and fl ed; at 
no point did they seek to cooperate with each other (as the banks 
had in the 1980s), nor did they interact with Mexico, the IMF, or the 
G-5 governments to explore the possibility of debt rescheduling or 
coordinated rollovers. In this environment, the Fund was left to fi ll 
Mexico’s entire fi nancing gap itself, through an extraordinarily large 
and front-loaded loan, in an attempt to convince Mexico’s creditors 
to reverse their capital fl ight. 

 Ultimately, despite the bondholders  ’ initial response, the IMF pro-
gram proved quite successful in this goal of catalyzing new private 
capital fl ows. Indeed, over the course of several months, the IMF/
ESF   package helped to restore market actors’ confi dence in Mexico’s 

  325     GAO ( 1996 , fi g. 5.1, 137).  
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fi nancial stability and enabled the Mexican government to success-
fully re-access private international capital markets. On May 4, 1995, 
Mexico’s state-owned National Development Bank   issued $110.3 
million in bonds, with a maturity of one year at an interest rate of 
LIBOR plus 3.5 percent.  326   Two weeks later Mexico’s export develop-
ment bank issued $30 million in bonds with a maturity of one year at 
LIBOR plus 5.8 percent.  327   As the year progressed and the specter of 
default faded, private international creditors accelerated their return 
to the Mexican market. Between July and November, the Mexican 
government issued $4 billion in new international bonds, including 
a $1 billion issue of two-year bonds at LIBOR plus 5.375 percent 
underwritten by Citibank  , Credit Suisse  , and the Bank of Tokyo  .  328   

 These renewed capital infl ows replenished Mexico’s foreign 
exchange reserves – which rose from $4 billion in December 1994 to 
$13.4 billion in August 1995 – and enabled the government to con-
tinue servicing both the interest and the principal of its private exter-
nal debt. More importantly, the IMF package, coupled with the new 
long-term bond issues, lengthened the maturity profi le of Mexico’s 
external debt, thereby freeing the government from further reliance 
on short-term tesobonos    . By 1997 the average maturity of Mexico’s 
private external debt had increased from 3.4 to 7.7 years.  329   With its 
economy stabilized, Mexico managed to repay all the money it had 
borrowed from the US Treasury   by January 1997, and it had made 
SDR 2.6 billion in early repayments to the IMF by August 1997.  330   
Thus, despite the initial concerns about moral hazard, the 1995 IMF 
program did successfully trigger new capital infl ows and return 
Mexico to good standing in global fi nancial markets. 

    Assessment: global fi nance and the politics 
of Mexican IMF lending 

 These four cases of IMF lending to Mexico during the 1980s and 1990s 
provide further evidence in support of the common agency theory of 
Fund policymaking. Furthermore, they offer additional confi rmation 
of my core argument that changes in the composition of private inter-
national capital fl ows are the key determinant of variation in IMF 

  326     GAO ( 1996 , 21).     327     Ibid.     328     Ibid.  
  329     Banco de México ( 1997 ).     330     GAO ( 1996 , 21).  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


The IMF in the Global Economy230

loan characteristics. Throughout the Mexican lending episodes, G-5 
governments and the Fund staff both played important roles in shap-
ing decisions about the size and terms of IMF programs, yet neither 
entirely controlled the process. On the one hand, the Fund’s largest 
shareholders exercised enormous authority within the executive board, 
and the heterogeneity of G-5 preferences was a key factor shaping the 
board’s debates and decisions. G-5 infl uence was particularly visible 
in 1989 and 1995, when debates between these governments about 
the size and phasing of IMF lending dominated the board discus-
sions and shaped the ultimate outcomes. On the other hand, the IMF 
staff’s infl uence within the Fund decision-making process cannot be 
discounted. In negotiating directly with the Mexican authorities and 
the commercial banks, and in setting the agenda for the executive 
board with its proposals, the staff signifi cantly infl uenced each lend-
ing decision. This infl uence was particularly strong over conditional-
ity  : while many board members raised questions or voiced concerns 
about the content of specifi c conditions proposed by the staff in each 
episode, there is little evidence that the G-5 countries (or other board 
members) sought to overturn or reject these proposals.  331   

 This set of fi ndings from the Mexican case – substantial G-5 infl u-
ence over loan size decisions, coupled with signifi cant staff autonomy 
in designing conditionality   – closely mirrors the results of the statisti-
cal analysis in  chapter 3 . Thus, the quantitative and the qualitative 
analyses both shed light on the important roles of the key actors in 
the IMF lending process, as well as the limits of each group’s abil-
ity to control Fund decision-making. In addition, the Mexican cases 
strongly support the hypothesized link between changes in patterns of 
fi nancial globalization   and variation in G-5 and IMF staff preferences 
over IMF loan size and conditionality. The preferences of G-5 gov-
ernments throughout the four episodes correlated strongly with their 
domestic fi nancial interests, and preference heterogeneity among these 
countries clearly shaped the executive board discussions. Similarly, the 
IMF staff’s expectations about catalytic fi nancing varied substantially 
over time; in particular, the shift from commercial bank lending in the 

  331     Of course, the absence of visible G-5 or board pressure on the staff vis-
à-vis conditionality   is not, by itself, evidence of an absence of infl uence. 
Nonetheless, the lack of overt pressure on the staff strongly suggests that 
it enjoyed substantial autonomy over the design of the conditionality in 
Mexico’s IMF programs during the 1980s and 1990s.  
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1980s to bond fi nancing in the 1990s played a central role in shaping 
the Fund’s response to the 1994/5 Mexican crisis. 

  G-5 preference heterogeneity and intensity: the 
importance of commercial bank exposure 

 As expected, Mexico’s sizeable fi nancial ties to the G-5 countries 
profoundly infl uenced the Fund’s lending decisions in the 1980s and 
1990s alike. As the fi rst or second largest sovereign borrower from 
private commercial banks throughout this period, Mexico clearly 
received more favorable treatment from the Fund than other large 
developing countries with smaller fi nancial ties to the major creditor 
countries. Without these direct and extensive ties to the industrial 
countries and private markets, neither the G-5 countries nor the Fund 
staff would have considered Mexico’s fi nancial diffi culties to be a sys-
temic threat to global fi nancial stability. Indeed, the Fund provided 
far less credit to other large developing countries with smaller ties 
to the major creditor countries. A brief comparison between Mexico 
and South Korea (discussed in further detail in the next chapter) illus-
trates the point. In 1983 Mexico owed $39.8 billion to G-5 commer-
cial banks, while South Korea owed half that amount ($20.8 billion); 
South Korea’s loan of 1.24 times quota (SDR 0.58 billion) was less 
than half the size of Mexico’s in quota terms (SDR 3.41 billion, 2.93 
times quota). By contrast, G-5 commercial banks had extensive ties 
to both Mexico ($41.6 billion, 1995)   and South Korea   ($68.5 billion, 
1997) in the 1990s, when the IMF provided these countries with the 
two largest Fund loans in its history (6.88 times quota and 19.39 
times quota, respectively).  332   

 Although the strong G-5 banking ties to Mexico were a key reason 
why it received larger IMF loans than similar countries, changes over 
time in the amount and distribution of G-5 commercial bank expo-
sure help to explain important variation within the Mexican cases. As 
the four IMF lending episodes illustrate, the intensity and cohesive-
ness of the G-5 countries’ interests shifted signifi cantly over time as 
the composition of Mexico’s debt changed. As G-5 aggregate com-
mercial bank exposure declined in the later 1980s, clear rifts emerged 

  332     I discuss the similarities and differences between the Mexican and South 
Korean cases further in chapter 6.  
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between the United States, the United Kingdom, West Germany, 
Japan, and France over the size and terms of IMF loans to Mexico  . 
In 1983, despite the large difference in American banks’ exposure to 
Mexico relative to that of banks from the other G-5 countries, support 
for the IMF rescue package was strong and uniform. Given its sub-
stantially higher bank exposure to Mexico, the United States took a 
signifi cantly more active role in managing the crisis: the Treasury   and 
the Federal Reserve   committed signifi cant bilateral fi nancing because 
of the risk a Mexican default posed for its commercial banks, and the 
Federal Reserve chairman, Paul Volcker,   and other senior American 
fi nancial offi cials actively intervened to facilitate the cooperation 
of Mexico’s commercial bank creditors. Nevertheless, the remain-
ing G-5 countries also had very substantial banking ties to Mexico, 
and they expressed clear support for the 1983 stand-by arrangement. 
Indeed, as noted above, only France expressed some concern about 
the size of the 1983 program in the December 23, 1982, executive 
board meeting. 

 In the subsequent Mexican lending episodes, however, clear disa-
greements arose with the board among the G-5 governments, with 
their preferences for and against larger loans closely mirroring the 
growing differences in the degree to which each country’s commer-
cial banks were exposed to Mexico. In 1986 and 1989 the United 
States and Japan, the two G-5 countries whose banks remained heav-
ily invested in Mexico, strongly supported the proposed IMF loans to 
Mexico. In contrast, the major European countries (especially West 
Germany and the United Kingdom), whose banks were far less vul-
nerable to a Mexican crisis, expressed signifi cantly less enthusiasm for 
the Fund’s continued large-scale support of Mexico. The 1989 board 
meeting illustrates this cleavage especially clearly: while Frank Cassell   
(United Kingdom) and   Günther Grosche   (Germany  ) opposed both the 
40 percent augmentation of the Mexican loan and the disbursement 
of Fund resources before private creditors committed themselves to 
providing new money, Charles Warner   (alternate executive director – 
United States  ) and Koji Yamazaki   (Japan  ) strongly supported these 
proposals. Although the board ultimately approved the 1989 lending 
arrangement, the British and West Germans did succeed in postpon-
ing both the augmentation and the early disbursement. 

 By 1995, these differences between the G-5 countries had become 
even sharper. Although aggregate G-5 bank exposure remained at 

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


Global fi nance and IMF lending to Mexico 233

roughly the same levels as in 1983 ($41.6 billion), only American 
banks remained heavily exposed ($23.0 billion). As evidenced by their 
initial bilateral efforts and subsequent contribution of $20 billion to 
the IMF-led rescue package, US offi cials remained strongly in favor of 
assisting Mexico. In contrast, with their weaker commercial banking 
ties to Mexico, the Europeans – especially the British and Germans – 
hardened their opposition to a large-scale IMF rescue. While they 
chose not to block approval of the 1995 IMF bailout, the European 
directors did register their dissent by abstaining  ex post  from the 
board vote. Japan, whose banks had reduced their exposure from 
$13.3 billion 1989 to $4.1 billion in 1994, also no longer expressed 
the strong support for Mexican IMF lending that it had in 1986 and 
1989, although it did not actively oppose the loan. Moreover, in sharp 
contrast to its actions in Mexico in 1989 and South Korea in 1997, 
Japan did not offer substantial bilateral aid of its own as a supplement 
to the IMF package. 

     IMF staff preferences: banks, bonds, 
and catalytic fi nancing 

 In addition to G-5 commercial bank exposure, variation in the com-
position of Mexico’s international creditors   – in particular, the shift 
from commercial bank lenders to bondholders – also had a clear 
impact on the IMF’s lending decisions, primarily by virtue of its 
impact on the staff’s assessments about the “catalytic effect”   of Fund 
lending on private capital infl ows. Indeed, throughout the 1980s and 
1990s the issue of whether Mexico’s creditors were banks or bond-
holders directly affected the expectations of the Fund staff   over the 
likely availability of private fi nancing in the aftermath of an IMF 
loan.   In the 1980s, when nearly all Mexico’s private creditors were 
commercial banks, the Fund and Mexico were able to engage in direct 
negotiations with the Bank Advisory Committee to secure explicit 
“new money” commitments and to coordinate the rescheduling of 
outstanding Mexican debt. With private fi nancing explicitly pledged 
in advance of the Fund program, the IMF was willing to commit 
signifi cant resources to Mexico without serious concerns that Fund 
lending would constitute a “bailout” to private creditors. As William 
Dale  , fi rst deputy managing director of the Fund, said in the aftermath 
of the 1983 Mexican rescue package, “The IMF is not bailing out the 
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banks, it’s really bailing them in.”  333   Unlike Mexico’s bondholders in 
1994/5, Mexico’s commercial bank creditors in the 1980s were willing 
to increase their lending exposure, for several reasons. First, the com-
mercial banks – especially the large money-center banks in the G-5 
countries   – had long-standing ties to Mexico and were loath to sever 
these relationships entirely once a fi nancial crisis occurred. Second, 
the relatively small number of commercial banks (approximately 500 
in Mexico’s case, with fewer than 100 banks holding over a half of 
Mexico’s external debt in the 1980s), coupled with the coordinating 
role of the BAC, facilitated private creditor cooperation and mitigated 
the collective action problems   associated with international lending.  334   
Third, the commercial banks were susceptible to pressure from G-5 
governments and central banks to participate in concerted   lending  . 
As the 1983 episode illustrates, US Federal Reserve   offi cials and Bank 
of England   representatives used their oversight authority as both car-
rot and stick to secure the participation of holdout banks in concerted 
lending. Finally the IMF itself played a critical role in directly seek-
ing private creditors’ involvement and resolving the banks’ collective 
action problems. As Walter Wriston  , chairman of Citicorp, acknowl-
edged, “It was clear that somebody had to step in and play a leader-
ship role.”  335   Through their numerous direct meetings with William 
Rhodes   and other BAC representatives, de Larosière   and other IMF 
offi cials played a critical role in securing the banks’ participation in 
both concerted lending and the Brady Plan   in the 1980s. 

 The commercial banks’ willingness and ability to cooperate with 
the Fund had clearly waned by 1989, however. As the major money-
center banks in the G-5 countries reduced their exposure to Mexico, 
they became less and less amenable to participate in the quasi-
voluntary process of concerted lending. Although Rhodes   and the 
BAC still managed to secure the banks’ participation in the Brady 
Plan  , this process took much longer in 1989 than it had in either 1986 
or 1983. This growing reluctance of private creditors to continue lend-
ing to Mexico only increased following the 1989 Brady Plan, when 
the vast majority of Mexico’s bank debt was transformed into bonds  . 
By 1994, when Mexico once again sought IMF assistance, its private 

  333     Clyde H. Farnsworth, “A dramatic change at the IMF,”  New York Times , 
January 9, 1983.  

  334     Lipson   ( 1986 ).     335     Farnsworth,  New York Times , January 9, 1983.  
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creditors consisted of tens of thousands of heterogeneous bondholders 
rather than a few hundred commercial banks lending through syn-
dicates. In this environment, no group of major creditors emerged 
to assume the two key roles played by the money-center banks   and 
the BAC in the 1980s: negotiating with the IMF over the terms of 
new money and debt rescheduling  ; and securing the participation 
of smaller, holdout creditors. Faced with serious collective action 
problems   and fearing a default, nearly all Mexico’s creditors dur-
ing the   1994 crisis chose to “cut and run” rather than provide new 
fi nancing. 

 The IMF thus faced a completely different situation in 1994 from 
what it had from 1983 to 1989, due in large part to the shift in 
the composition of Mexico’s private international creditors. In the 
1980s, knowing that it could depend on the banks to continue lend-
ing to Mexico, the IMF staff proposed loans that were smaller than 
the country’s overall fi nancing needs. Therefore, while the 1983, 
1986, and 1989 lending arrangements were large in both absolute 
and per quota terms, they represented only a portion of the money 
Mexico needed to service its outstanding external debt. The commer-
cial banks, through the contribution of new loans and the reschedul-
ing of existing debts, provided the rest. By the 1990s, however, the 
banks were of only secondary importance to Mexico as a source of 
external fi nancing: bondholders held 83.5 percent of Mexico’s long-
term debt and 67 percent of its short-term debt.  336   Even if the IMF 
had convinced the G-5 commercial banks to roll over all $41.6 bil-
lion of their Mexican debt in 1995, Mexico would still have faced a 
probable default as a result of bondholder-driven capital fl ight. 

 This shift from long-term bank lending to short-term bond fi nanc-
ing had important implications for the Fund’s lending strategy to 
Mexico in 1995. Faced with the unsavory choice between a Mexican 
default and a full “bailout”    – a lending package that fully fi nanced 
Mexico’s external debt service with no private creditor contributions – 
the IMF chose the latter. With G-5 (especially US) creditors heavily 
exposed, the Fund provided Mexico with enough money to pay off its 
bondholders completely, even as they “bailed out” of the country by 
selling off their tesobonos    . In this case, the G-5 countries’ concerns 
about both systemic stability and the stability of their own domestic 

  336     Institute for International Finance ( 1998 ).  
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fi nancial systems outweighed the moral hazard concerns of providing 
large-scale IMF fi nancing without any assurances by private creditors 
that they would also continue lending to Mexico  . 

 While the shift in the composition of international creditors from 
banks to bondholders played a critical role in shaping Mexico’s experi-
ence with the IMF in the 1990s, the Mexican case was not one in which 
the identity of the borrowers shifted  . Even in the 1990s, the vast major-
ity of Mexico’s debt was sovereign borrowing: private non-guaranteed 
debt     (“private–private” fl ows) totaled only 24.5 percent of total Mexican 
external debt in 1995. As we will see below, this contrasted sharply with 
South Korea, where the shift from sovereign debt to private– private cap-
ital fl ows played a central role in the country’s experience with the IMF 
during the height of the Asian fi nancial crisis  .     

    Evidence for alternative explanations of IMF behavior 

  Macroeconomic conditions 

 In addition to lending strong support for both the common agency   
framework and the hypotheses linking variation in IMF lending to 
patterns of fi nancial globalization  , the Mexican cases also illustrate 
the continued importance of country-specifi c macroeconomic criteria 
(e.g. budget defi cits, external debt levels, foreign exchange reserves) 
as determinants of Fund loan characteristics. In each of the programs 
discussed above, both the IMF staff and the executive board spent a 
substantial portion of their time analyzing Mexico’s macroeconomic 
fundamentals, and these variables played a central role in shaping 
decisions about the size and terms of each of the four IMF loans in 
the 1980s and 1990s. As a result, although G-5 domestic fi nancial 
interests and IMF staff concerns about catalytic fi nancing were both 
extremely important determinants of Fund lending behavior in the 
Mexican cases, so, too, were the views of the staff and the executive 
directors about Mexico’s past and future growth prospects, its debt 
sustainability, and the structural adjustment policies it would pursue 
in order to restore external balance. 

 That said, economic variables alone do not explain the varia-
tions in the amount of money Mexico received in each episode in 
relation to its Fund quota. Indeed, if country size or straightforward 
fi nancial need (based on external debt indicators) was the primary 
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determinant of the Fund’s fi nancing decisions, then Mexico’s IMF 
loans between 1983 and 1995 should not have varied so widely in 
size. In fact, the case for viewing the IMF as a purely “technocratic” 
international institution is signifi cantly weakened by the absence of a 
clear correlation between Mexico’s key external debt indicators and 
the size of its IMF loans. From 1983 to 1994 Mexico’s external debt/
GDP ratio remained nearly constant at 40 to 45 percent of GDP, while 
its debt service burden (debt service/exports) dropped sharply from 45 
percent in 1983 to a range of 20 to 35 percent from 1989 to 1994.  337   
Although Mexico actually faced a smaller debt service burden in 
1995 than in the 1980s, it received a signifi cantly larger loan (6.9 
times quota). This is not to say that the Fund believes macroeconomic 
indicators are unimportant; indeed, Mexico’s severe shortage of for-
eign exchange reserves during the 1994 crisis (a sharp decline from 
the equivalent of 3.3 months of imports in December 1993 to 0.7 
in December 1994) was a key factor behind the massive scale of the 
1995 IMF package. The Mexican authorities’ reserve level was actu-
ally lower (0.6 months of imports) in January 1983, however, when it 
received a loan of 2.9 times quota, than in February 1995 (0.7 months 
of imports).  338   In order to account for this variation in loan size, it is 
necessary to consider not only macroeconomic variables but also vari-
ation in patterns of fi nancial globalization   and the ways in which they 
affected the interests of the IMF’s key decision-makers. 

 While macroeconomic factors and country-specifi c external debt 
indicators do not seem to have played a primary role in shaping IMF 
decisions about the  size  of Mexican loans, however, they clearly had 
a strong infl uence on IMF staff and executive board views of  condi-
tionality     . In each episode of Mexican lending, the IMF staff report 
shows the staff assessing the likelihood that Mexico will meet the 
specifi ed targets for reserves, budget defi cits, current account bal-
ances, and other performance criteria. Similarly, the executive board 
minutes demonstrate that directors paid signifi cant attention to the 
specifi c targets proposed by the Fund staff and often disagreed with 
the staff’s predictions about Mexico’s future performance under the 
lending arrangements. For example, in the board discussions over 
the 1989 Mexican extended arrangement  , Charles Warner   (alternate 
executive director – United States  ), E. A. Evans   (Australia  ), and Frank 

  337     World Bank ( 2006 a).     338     Ibid.  
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Cassell   (  United Kingdom) all offered extensive comments and ques-
tions on specifi c elements of the staff’s proposal. Cassell, in particu-
lar, thought that the staff’s assumptions concerning Mexico’s fi scal 
defi cit, its ability to reduce the infl ation rate, and the profi tability of 

 Table 4.3     Key data: IMF lending to Mexico, 1983–95 

 Date of IMF lending arrangement  1/1/83  11/19/86  5/26/89  2/1/95 

G-5 bank exposure ($ billions) 39.8 51.6 46.5 41.6
Coeffi cient of variation, G-5 bank 

exposure
121.4 79.1 67.6 87.8

US share, G-5 bank exposure 0.62 0.44 0.36 0.51
UK share, G-5 bank exposure 0.16 0.12 0.13 0.11
Japanese share, G-5 bank 

exposure
0.05 0.25 0.30 0.10

German share, G-5 bank 
exposure

0.05 0.07 0.07 0.11

French share, G-5 bank 
exposure

0.11 0.10 0.10 0.13

Percent bond debt 6.1 4.6 6.0 78.6
Percent private non-guaranteed debt 19.8 19.7 8.4 24.5
GDP ($ billions) 173.7 184.5 223 420.8
External debt/GDP (%) 35.9 39.8 41 45.9
Short-term debt/reserves 14.75 0.96 1.25 6.10
IMF loan size (SDR billions) 3.41 1.40 3.73 12.07
IMF loan size (amount/quota) 2.93 1.20 3.20 6.88
IMF loan size (amount/GDP) 0.02 0.008 0.017 0.029
Number of performance criteria 7 7 7 7
Number of prior actions 0 0 0 0
Number of benchmarks/targets 0 0 0 0
Outstanding IMF debt (amount/

quota)
0 1.04 3.06 1.51

G-5 UN voting affi nity (mean “S” 
score)

−0.07 −0.11 −0.11 0.12

Coeffi cient of variation, G-5 “S” 
scores

27.8 26.7 31.4 23.4

IMF liquidity ratio 0.36 0.42 0.29 0.21
Quota review in progress? No No Yes Yes
Mexican IMF quota (SDR millions) 1,165.5 1,165.5 1,165.5 1,753.3

     Note:  Data are lagged one year.    
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Mexico’s public sector enterprises – all factors contributing directly 
to the country’s ability to attract private external fi nancing in the 
future – were overly optimistic.  339    

 Rather than dismissing the importance of economic factors, the 
Mexican case therefore provides useful insights into the scope and lim-
its of their infl uence on the IMF’s lending behavior  . Clearly, the Fund 
staff focuses heavily on country-specifi c macroeconomic and external 
debt indicators as it tailors the general framework and structure of 
IMF programs to the particular balance of payments and external debt 
problems facing individual borrowing countries. These criteria alone, 
however, are necessary but not suffi cient determinants of variation in 
the size and terms of IMF loans. Ultimately, we must also focus on 
political economy factors – most importantly, private international 
debt composition – in order to explain both why the interests of the 
key actors involved in Fund decision-making shift over time and across 
cases and how these changes in the preferences of the Fund’s principal 
and agent lead to variation in IMF loan size and conditionality  . 

   US geopolitical interests 

 Although the Mexican case study strongly supports both the common 
agency framework and its hypotheses linking patterns of fi nancial 
globalization   to variation in IMF lending, it offers little evidence in 
favor of either geopolitical theories of Fund behavior   or those that 
treat the United States   as the IMF’s sole political principal. The United 
States played the leading role among the G-5 countries in shaping 
IMF policies toward Mexico from 1983 to 1995, yet it seems clear 
from the evidence that fi nancial and economic concerns, rather than 
security interests or geopolitical calculations, were the primary deter-
minant of American interests in Mexico. Indeed, in the one Mexican 
episode in which “the high politics of IMF lending” has most often 
been cited – the 1995 stand-by arrangement   – non-economic strategic 
concerns appear to have been used only as a tool to mobilize congres-
sional support for the original US bilateral plan to offer loan guaran-
tees to Mexico.  340   To the extent that the US government overstated 

  339     See minutes of EBM/89/64 and EBM/89/65, especially EBM/89/65, pages 10 
to 13.  

  340     Thacker   ( 1999 ).  
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Mexico’s economic need for IMF assistance, it did so primarily on 
the grounds that a Mexican fi nancial crisis constituted a threat to the 
international fi nancial system rather than a threat to American or 
global security.  341   

 It is possible, of course, that American offi cials used Mexico’s 
importance for domestic fi nancial institutions instrumentally – that 
is, as “cover” for underlying geopolitical interests  . If this were the 
case, though, we should have at least observed the relevant offi cials 
within the US government (e.g. the secretary of state, the national 
security advisor) taking an active role in advocating IMF assistance. 
Instead, the key American and G-5 offi cials involved with Mexico 
and the IMF were those from fi nance ministries and central banks. 
In the United States, for example, the planning of the ESF   rescue 
package and the negotiations with the IMF over the 1995 stand-by 
arrangement   were conducted by the secretary of the Treasury, Robert 
Rubin  , his chief deputy, Lawrence Summers  , and other lower-level 
offi cials from the Treasury Department   and the Federal Reserve  . 
Moreover, accounts of this period from these offi cials – particularly 
Rubin himself – cast further doubt on this geopolitical explanation, 
noting the lack of involvement of national security offi cials in the 
handling of Mexico’s fi nancial crises.  342   Thus, while the US govern-
ment may have viewed Mexico’s fi nancial crises through the broader 
lenses of regional security and political stability, it does not appear 
that these non-fi nancial factors played a central role in the Fund’s 
decision-making process. 

 Two additional factors in the Mexican case also cast doubt on geo-
political explanations of IMF behavior  . First, in contrast to several 
major IMF borrowers (e.g. Turkey  ) in the 1980s and 1990s, Mexico 
received very little military aid from the United States at any point 
during this period: US military assistance to Mexico never exceeded 
$1 million per year between 1983 and 2003, and it reached its lowest 
level ($0.2 million) in 1995. If geopolitics really were driving IMF 
lending, militarily important countries should have received lar-
ger loans than Mexico. Second, there is no mention of any concrete 
indicators of US geopolitical interests in Mexico – for instance, con-
cerns about regional political instability stemming from a Mexican 

  341     Broz   ( 2005 ); Henning   ( 1999 ); GAO ( 1996 ).  
  342     See, for example, Rubin   and Weisberg   ( 2003 ).  
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fi nancial crisis, or concerns about large infl ows of illegal immigrants 
into the United States – at any point in the actual policy discussions 
concerning the Fund’s four loans to Mexico over the 1983–95 period. 
In sum, the absence of concrete, observable indicators that American 
geopolitical and/or foreign policy goals are the primary determinant 
of IMF lending behavior lends little support to this theory. 

 In addition to casting doubt on geopolitical theories of IMF lending, 
the Mexican case calls into question the related view that the United 
States exercises unilateral power as the Fund’s sole political principal  . 
To be sure, the direct and pre-emptive involvement of the US Treasury 
and the Clinton administration in the 1995 episode does illustrate that 
the United States is “fi rst among equals” among the G-5 countries. 
Moreover, the fact that the IMF approved the 1995 Mexican program 
despite the Europeans’ harsh opposition to both the contents of the 
loan and the extraordinary nature of the decision-making timetable 
lends support to the commonly held view that the IMF is primarily 
the servant of the US government. Nonetheless, there are several rea-
sons to be cautious in drawing overly broad implications about the 
importance of American infl uence and geopolitical interests from the 
1995 Mexican case. First, given its geographical location and long-
standing fi nancial and geopolitical importance to the United States, 
Mexico represents a “most likely” case for US-centric theories of IMF 
policymaking – one in which the evidence should be incontrovertible 
if this viewpoint is to be accepted as a general theory of IMF decision-
making. If we are to accept this explanation of IMF lending behav-
ior, the four Mexican loans discussed above should provide clear and 
unqualifi ed support for this theory. As this chapter has illustrated, 
however, this was clearly not the case; rather, as the board debates 
and G-5 actions during the 1980s lending arrangements document 
in great detail, the remaining G-5 countries exercised substantial 
infl uence over Fund policy decisions vis-à-vis Mexico, and disagree-
ments between G-5 governments had tangible effects on IMF lending 
outcomes (most notably in the discussions about the 40 percent aug-
mentation of the 1989 program). Second, the European executive dir-
ectors  ’ deep dissatisfaction with the way in which the 1995 stand-by 
arrangement   was approved suggests that such episodes – in which 
the US government seeks to bypass standard IMF decision-making 
norms and pre-emptively announces the terms of a Fund program – 
are exceedingly rare events. If such procedures were commonplace, it 
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is highly unlikely that the events of February 1995 would have trig-
gered such anger and displeasure among the British  , German  , and 
other European governments. Consequently, we should be cautious 
about inferring a generalizable causal relationship from the single epi-
sode of Mexico’s 1995 IMF loan. 

 Finally, as the quantitative analysis in  chapter 3  illustrated, there 
is robust evidence that G-5 preference heterogeneity has a signifi cant 
and substantively large effect on Fund lending outcomes. Therefore, 
the fact that US infl uence appeared to be extremely strong in one 
episode (Mexico 1995) is not suffi cient cause to reject the common 
agency theory of IMF policymaking and simultaneously embrace the 
conventional wisdom of American dominance of the Fund. In short, 
while the 1995 Mexican episode highlights the importance of US 
infl uence and interests within the Fund, it does not falsify the com-
peting alternatives. Instead, the balance of evidence presented in this 
chapter suggests that the 1995 Mexican loan was an extraordinary, 
isolated episode rather than a broadly representative case of IMF deci-
sion-making. In the end, the evidence from the Mexican case suggests 
that – like country-specifi c macroeconomic conditions – American 
interests are a necessary, but not suffi cient, factor explaining varia-
tion in IMF lending. Clearly, one must consider the US government’s 
views of the liquidity/moral hazard trade-off in order to explain why 
the IMF’s lending policies vary over time and across cases. As the 
four episodes described above illustrate, however, accounting for 
American interests without also considering those of the Fund’s other 
large shareholders   yields an incomplete and often inaccurate picture 
of the politics of IMF decision-making. 

   Bureaucratic rent-seeking 

 Similarly, the Mexican case offers little support for the public choice 
literature’s view that the self-interested rent-seeking   of Fund bureau-
crats drives IMF lending behavior. At no point do we observe the 
board seeking to rein in a “runaway” staff interested in maximizing 
its autonomy and/or budgets. In fact, there is scant evidence that such 
concerns even crossed the minds of executive directors as they con-
sidered the staff’s lending proposals. On the contrary, the directors 
repeatedly praised the staff for its diligence and efforts in seeking to 
design IMF programs for Mexico grounded in sound macroeconomic 
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policies that would restore the country to long-term debt sustainabili-
ty.  343   This praise may, of course, simply be diplomatic “boilerplate” – 
kind words offered by the executive directors   in all board discussions. 
That said, given many directors’ willingness to express their views 
frankly (both positive and less so) about the staff’s proposed con-
ditionality   in the Mexican lending cases, one would expect to see 
equally frank comments – if not direct efforts to change the condi-
tions themselves – if the board felt that the staff was overstepping its 
bounds and engaging in bureaucratic rent-seeking. 

 In the end, bureaucratic politics does not seem to be a major fac-
tor explaining variation in IMF decision-making. Although the Fund 
staff does not appear to exploit agency slack maliciously   for its own 
benefi t  , however, it may have a tendency to be more lenient with Fund 
borrowers than its political principals in some cases. Compared to the 
executive board, the staff   often seemed to grant Mexico the benefi t of 
the doubt in its calculations and projections. This tendency suggests 
that the IMF staff may be guilty of being “too close” to the coun-
tries with which it is negotiating, as several recent accounts of IMF 
policymaking in the 1990s have contended.  344   The evidence does sup-
port this perspective to some extent: at several points during the four 
Mexican lending episodes, the board questioned the assumptions of the 
Fund staff or found their projections overly optimistic. For instance, 
as noted above, several executive directors believed that the staff’s 
assumptions behind the quantitative performance criteria included in 
the 1989 extended arrangement were less than entirely realistic given 
the severity of Mexico’s fi nancial diffi culties. Thus, while the data do 
not support the argument that the IMF staff systematically engages 

  343     See, for example, minutes of EBM/82/168 (December 23, 1982), 7.  
  344     Mussa   (2002); Blustein   ( 2001 ). Woods   ( 2006 ) fi nds that this closeness 

is most likely to occur when the Fund fi nds “sympathetic interlocutors” 
within borrowing country governments, as in Mexico in the 1990s (90). 
These situations, she argues, are most likely to result in successful economic 
reform, since the borrower and the IMF share common policy reforms. 
Chwieroth ( 2008 ) similarly argues that the Fund frequently plays the role of 
“cheerleader” in support of a government’s pre-existing desire to implement 
politically sensitive economic reforms. The archival evidence presented 
above, however, suggests that this mutually agreeable relationship may 
also lead the staff to be overly optimistic in its forecasts of a borrower’s 
economic prospects – and, therefore, in its proposals concerning loan size 
and conditionality  .  
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in rent-seeking, they do suggest that Fund staff members – in their 
eagerness to assist their borrowing country clients – may sometimes 
propose loans that are more generous and lenient than the circum-
stances warrant based purely on macroeconomic and external debt 
criteria. 

 Furthermore, just as we should be cautious in drawing overly broad 
implications about the validity of US-centric theories of the IMF from 
the Mexican case studies, we should also exercise caution in completely 
rejecting public choice theories as a result of the foregoing analysis. 
Indeed, if Mexico represents a “most likely” case for theories of IMF 
lending emphasizing US geopolitical interests, it constitutes a “least 
likely” case for public choice theories. Given Mexico’s clear economic 
and political importance to the Fund’s largest shareholders, there is 
little reason to believe that the staff would have the opportunity to 
exploit agency slack and engage in bureaucratic rent-seeking. Rather, 
this type of behavior is most likely to be observed in “less important” 
countries – i.e. those in which G-5 governments have fewer direct 
fi nancial interests and no long-term geopolitical ties. As predicted by 
the common agency theory  , IMF staff autonomy, or agency slack, 
should be greatest in these cases, rather than in larger countries such 
as Mexico (and South Korea), which are of substantial domestic 
fi nancial importance to the Fund’s political principals and of greater 
importance for the stability of the global fi nancial system. In short, 
although the Mexican case studies lend little support to bureaucratic 
views of IMF decision-making, they do not constitute a general test 
of these theories. 

    Conclusions 

 In this chapter, I have analyzed IMF lending to Mexico from 1983 to 
1995 as a further test of the observable implications of my argument 
that changes in the composition of private international capital fl ows 
are the key factor explaining variation in the Fund’s lending deci-
sions. As this analysis of Mexico’s four IMF loans between 1983 and 
1995 has illustrated, variation in the amount and distribution of G-5 
commercial bank exposure directly affected the interests of the most 
powerful member states within the IMF’s executive board, while the 
shift in the identity of Mexico’s private international  creditors – from 
commercial banks to bondholders   – strongly infl uenced the staff’s 

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.005
https://www.cambridge.org/core


Global fi nance and IMF lending to Mexico 245

expectations about market actors’ response to the Fund’s policies. 
Taken together, these factors explain how and why the Fund reached 
different decisions about the level of resources it should provide Mexico 
during this period, as well as the scope of conditionality   attached to 
these loans. Although other explanatory factors (most notably macro-
economic criteria) did come into play, the balance of evidence clearly 
points to variation in the composition of private international capital 
fl ows to Mexico as the key factor driving its treatment by the IMF 
over the last two decades. 

 The Mexican cases do not fully address two important issues, how-
ever. First, although focusing on Mexico on its own allows us to iso-
late important “within-country” changes over time in the political 
economy of IMF lending, this analysis, on its own, tells us little about 
how IMF decision-making varies from country to country  . Second, 
while the Mexican cases illustrate the effects of two of the three key 
changes in patterns of fi nancial globalization   outlined in  chapter 2  – 
changes in the amount and distribution of G-5 commercial bank 
exposure and the shift from bank lending to bond fi nancing – on 
IMF lending decisions, they do not illustrate the effects of the third 
shift: the move from sovereign borrowing to “private–private” cap-
ital fl ows. As we will see in the following chapter, this change in the 
composition of international capital fl ows played an important role in 
shaping the IMF’s lending policies to South Korea   during the Asian 
fi nancial crisis   in the late 1990s. The following chapter, which pairs 
the Mexican case studies with a similar analysis of IMF lending to 
South Korea in the 1980s and 1990s, sheds light on these important 
issues and enables us to draw further conclusions about the deter-
minants of cross-country variation in the political economy of IMF 
lending.            
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   Thus far, both the statistical evidence and the Mexican case  studies 
lend strong support to both the common agency theory and my core 
argument linking changes in patterns of fi nancial globalization   to 
variation in IMF lending policies. In this chapter, I conduct a fi nal 
empirical test by focusing on IMF lending to South Korea   from 
1983 to 1997. As with the Mexican loans in the 1980s and 1990s, 
the IMF’s three loans to South Korea in this period varied signifi -
cantly in both size and conditionality  . To what extent do changes 
in the composition of international capital fl ows – through their 
impact on G-5 countries’ domestic fi nancial interests and the IMF 
staff’s expectations about catalytic fi nancing   – explain this varia-
tion? In order to answer this question, I once again follow the strat-
egy adopted in the previous chapter. For each South Korean loan, I 
consider the factors leading the country to request IMF assistance, 
and I then explore the roles of G-5 governments, the IMF staff, and 
changing patterns of fi nancial globalization in shaping the Fund’s 
lending decisions. In addition, I assess the extent to which alterna-
tive political and economic factors infl uenced the IMF’s decisions 
in these cases. 

   South Korea’s international debt composition, 1983–97 

 Although it ranked behind only Mexico and Brazil   as the largest sov-
ereign borrower in the 1980s, South Korea was a markedly smaller 
player in world fi nancial markets. Whereas Mexico owed a total of 
$93 billion in external debt ($39.8 billion to commercial banks)     in 
1983, South Korea owed less than half that amount ($40.4 billion)      
even though the countries were roughly the same size (South Korea’s 
GDP was $188 billion in 1983, Mexico’s $230 billion). GDP per cap-
ita was roughly equivalent in the two countries ($4,953 in Mexico, 
$3,886 in South Korea), although South Korea went on to surpass 

     5        Global fi nance and IMF lending 
to South Korea, 1983–1997   
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Mexico in per capita wealth by the late 1980s.  1   Total external debt 
was equivalent to 21.5 percent of South Korea’s GDP, compared to 
40.4 percent for Mexico. Likewise, international bank lending to 
South Korea was signifi cantly less than to Mexico: G-5 commercial 
banks held $20.8 billion in claims on South Korea, nearly all in the 
form of medium-term syndicated loans. US banks held the major-
ity of these claims   ($11.7 billion, or 55 percent), with Japan ($4.2 
billion) and the United Kingdom   ($2.5 billion) also relatively highly 
exposed.  2   By contrast, banks from West Germany   ($0.8 billion) and 
France   ($1.6 billion) had smaller stakes in South Korea. As in Mexico, 
bond fi nancing   remained a very small source of external fi nancing 
for South Korea in the 1980s, comprising only 2.1 percent of the 
country’s private external debt .  Similarly, non-sovereign borrowing   
comprised a relatively small portion of South Korea’s international 
debt: private non-guaranteed debt   totaled 26.9 percent of the coun-
try’s private external debt.  Figures 5.1  to  5.4  illustrate South Korea’s 
private debt composition from 1983 to 1997 along each of these key 
dimensions, as well as how these compare with the equivalent metrics 
for Mexico over the same time period.       

 These charts illustrate two key differences in patterns of fi nan-
cial globalization   for South Korea and Mexico. First, G-5 countries’ 
domestic fi nancial interests in these countries shifted markedly over 
time. In the 1980s G-5 bank exposure to Mexico   was more than 
twice what it was to South Korea  , and (after 1984) more evenly dis-
tributed ( fi gures 5.1  and  5.2 ). As a result, G-5 preferences in favor 
of IMF lending to Mexico were both more intense and less hetero-
geneous. By the mid-1990s, however, the situation had dramatically 
reversed. G-5 banks were now substantially more exposed to South 
Korea than Mexico overall, and this bank exposure was far more 
evenly distributed. These differences, as discussed in further detail 
below, help to explain the substantial changes in IMF lending policies 
to both countries.    

 Second, as  fi gure 5.3  illustrates, bond fi nancing played a much 
larger role in both Mexico and South Korea in the 1990s. Nearly 
all Mexico’s private external debt   shifted from bank lending to bond 

    1     Constant 2000 dollars. Data taken from World Bank ( 2006 b).  
  2     By comparison, as noted above, US banks held 62 percent of G-5 claims on 

Mexico in 1983.  
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 Figure 5.1      Total G-5 commercial bank exposure to South Korea and Mexico, 
1983–97     
  Source:  BIS, consolidated international banking statistics, 2006.  
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 Figure 5.2      Coeffi cient of variation, G-5 commercial bank exposure to South 
Korea and Mexico, 1983–97     
  Source:  BIS, consolidated international banking statistics, 2006.  
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 Figure 5.4      Private non-guaranteed debt (as percentage of total private 
external debt), South Korea and Mexico, 1983–97     
  Source:  BIS, consolidated international banking statistics, 2006.  
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 Figure 5.3      Bond debt (as percentage of total long-term private external debt), 
South Korea and Mexico, 1983–97     
  Source:  BIS, consolidated international banking statistics, 2006.  
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fi nancing in the aftermath of the Brady Plan  : by 1995 nearly all 
Mexico’s external borrowing   consisted of sovereign bonds. A sim-
ilar shift also occurred in South Korea, as the   government shifted 
nearly all its borrowing from bank lending to bond fi nancing and 
major South Korean multinationals (e.g. Samsung  , Hyundai  ) began 
issuing their own international bonds.  3   That said, as  fi gure 5.4  dem-
onstrates, commercial bank lending remained critically important 
to South Korea, even as banking fl ows to Mexico fell dramatically. 
Indeed, more than a half of South Korea’s private external debt   in the 
mid-1990s consisted of private–private capital fl ows, the vast major-
ity of which was short-term, interbank fi nancing   from   G-5 commer-
cial banks to South Korean private fi nancial institutions. In contrast 
to the 1994/5 Mexican crisis, which was overwhelmingly driven by 
the behavior of Mexico’s sovereign bondholders  , this new form of 
non-sovereign bank lending occupied center stage during the 1997/8 
fi nancial crisis   in South Korea.    

   The 1983 stand-by arrangement   

 From 1963 to 1979 South Korea’s GDP grew at over 10 percent per 
year, real per capita GDP tripled, and the country transformed itself 
from an agrarian to an industrial society through a successful strat-
egy of export-led development.  4   As part of this strategy, South Korea 
entered into a series of fourteen one-year stand-by arrangements 
with the Fund between 1965 and 1982  . These programs were largely 
precautionary: the South Korean government’s primary goal was to 
obtain a seal of approval for its macroeconomic policies that would 
enable it to borrow more extensively on private international capital 
markets. In 1979/80 South Korea faced a balance of payments crisis, 
resulting from high infl ation, a decline in export competitiveness due 
to exchange rate appreciation, and a series of domestic political crises.  5   
To manage these problems, South Korea continued to borrow from the 
IMF under two one-year SBAs (March 1980–February 1982). With 

  3     By 1997 46.8 percent ($18.6 billion) of South Korea’s bond debt was private 
non-guaranteed bond debt, while the remainder ($21.2 billion) was South 
Korean sovereign debt.  

  4     “South Korea – staff report for the 1983 Article IV consultation and request 
for stand-by arrangement,” EBS/83/119 (June 8, 1983), 1.  

  5     Ibid., 3.  
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the help of IMF fi nancing, the country boosted exports, cut its fi scal 
defi cit, and successfully reduced infl ation to less than 5 percent per 
year. In addition, the South Korean government managed to reduce 
the current account defi cit in half, to the equivalent of 3.9 percent of 
GDP, and increased the GDP growth rate to 5.4 percent per year.  6   

 In spite of these impressive gains, South Korea still faced the pro-
spect of further adjustment to ensure future growth and long-term 
debt sustainability. As a result, it entered into negotiations with the 
Fund over the terms of a new, two-year stand-by arrangement in 
March 1983. An IMF team headed by Bijan Aghevli   visited Seoul 
during April 15–30, 1983, and negotiated an economic program with 
the South Korean government.  7   The authorities formally signed and 
submitted a letter of intent to the IMF on June 3, 1983, with a request 
for a stand-by arrangement of SDR 575.8 million (2.25 times quota) 
running to March 31, 1985.  8   The proposed program contained only 
three performance criteria: a ceiling on the net domestic assets of 
the banking system, a ceiling on net public sector borrowing from 
the banking system, and a ceiling on South Korea’s outstanding (dis-
bursed) external debt, along with a related sub-ceiling on outstanding 
short-term external deb  t.  9   

  The IMF staff report, June 8, 1983 

 The IMF staff’s views of South Korea in 1983 clearly illustrate how 
expectations about private international creditors’ future behavior 
infl uence the Fund’s preferences over the size and terms of its lend-
ing arrangements. Since the South Korean government had a strong 
track record in meeting the conditions of its previous IMF programs 
and in servicing its external debt, the IMF staff took a very favorable 

  6     Ibid., 6.     7     Ibid., 1.  
  8     Ibid., attachment 3, 30. Under the terms of the IMF’s eighth quota review, 

completed in March 1983, South Korea’s quota   was to increase by 80.9 
percent to SDR 462.8 billion on November 30, 1983 – a fact noted by both 
the IMF staff and the executive board during the decision-making process. 
This quota increase took into account the substantial increase in South 
Korea’s GDP, thereby more accurately refl ecting its relative size in the global 
economy. As a result, by the time South Korea received its fi rst disbursement 
from the 1983 stand-by arrangement, the program equaled only 1.24 times its 
new quota.  

  9     Ibid., 17.  
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view of the proposed 1983 program. In the June 8 staff report accom-
panying its proposal to the executive board, the staff noted South 
Korea’s adjustment efforts and strong performance under the 1980–2 
stand-by arrangements. Given its prior record, the staff argued, South 
Korea fully warranted the Fund’s support:

  The staff believes that the program targets and associated policies 
represent a comprehensive adjustment effort worthy of Fund support. 
Notwithstanding Korea’s ability to borrow in international capital mar-
kets, the large balance of payments need of Korea relative to its quota justi-
fi es access to Fund resources on the scale proposed. The authorities’ record 
of economic management testifi es to their commitment to effectively imple-
ment the required policies and attain the objectives of the program.  10     

   As expected, the staff’s favorable stance toward South Korea was 
infl uenced by its expectation that IMF fi nancing would have the 
desired catalytic effect on private capital infl ows  : the staff confi dently 
anticipated that South Korea’s commercial bank creditors would 
continue lending to the government over the course of the new Fund 
program. Since nearly all of South Korea’s external fi nancing was pro-
vided by G-5 commercial banks with long-term ties to the country, the 
Fund staff was not especially concerned about moral hazard  . Rather, 
it fully expected that implementation of the policies outlined in the 
proposed stand-by arrangement by the South Korean government 
would “bolster Korea’s standing in fi nancial markets and enhance its 
ability to raise the required medium- and long-term loans” to ensure 
debt sustainability in the future.  11   The staff did express concern, how-
ever, about recent increases in South Korea’s level of short-term debt 
(almost 30 percent of the country’s total external debt in 1982/3), 
which had increased the country’s “vulnerability to potential dis-
ruptions in international capital markets.”  12   As part of the new pro-
gram, the staff therefore insisted that the South Korean government 
freeze any further short-term borrowing. Its large amount of short-
term debt notwithstanding, the staff felt that South Korea’s overall 
external debt situation was sustainable in the long-term: “The level 
of South Korea’s outstanding external debt is consistent with its debt 
servicing capacity.”  13   

  10     Ibid., 19.     11     Ibid.     12     Ibid.     13     Ibid.  
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   Executive board meeting, July 8, 1983 

 Like the staff, the Fund’s member states also took a favorable view 
of South Korea’s request for a new lending arrangement. When the 
executive board met a month later to consider the proposed stand-by 
arrangement, A. R. G. Prowse   (Australia  ), the executive director 
representing ten east Asian/Pacifi c countries, spoke on behalf of 
the South Korean government. Echoing the staff’s praise of South 
Korea’s past performance, Prowse hailed the country as “one of 
the most successful economies among Fund members in terms of 
current and prospective performance.”  14   Prowse argued that South 
Korea had “pursued strong adjustment policies since 1980,” and 
he ascribed the country’s need for IMF assistance to “unfavorable 
external economic conditions … including recession in important 
markets, high interest rates, and growing protectionism.”  15   Noting 
South Korea’s “outstanding” record of cooperation with the Fund, 
as well as its rising importance in the world economy, Prowse   con-
cluded that the board should approve the country’s loan request 
“without reservation.”  16   

 In the ensuing discussion, the directors expressed uniform support 
for the South Korean program  . Teruo Hirao   (Japan  ) praised the South 
Korean government’s “wide-ranging adjustment” in 1981–3 that had 
curbed infl ation, reduced the public sector defi cit, and liberalized 
trade.  17   Thomas A. Connors   (alternate executive director – United 
States  ) remarked that “the Korean authorities had managed the econ-
omy exceptionally well.” Gerhard Laske   (West Germany  ) noted that 
South Korea’s external debt level was already high (its outstanding 
debt was the fourth largest among developing countries), but, “given 
the country’s record and the prudent policies adopted by the authori-
ties, he had no reason to seriously question South Korea’s ability 
to manage the debt burden.”  18   Although several directors, includ-
ing Laske, Christopher Taylor   (alternate executive director – United 
Kingdom  ) and Hirao worried that South Korea’s relatively high level 
of short-term debt left it vulnerable to the volatility of global capital 
markets, each offered his clear support for approval of the stand-by 
arrangement.  19   Thus, the G-5 executive directors broadly shared the 

  14     Minutes of EBM/83/99 (July 8, 1983), 3.  
  15     Ibid., 6.     16     Ibid., 7.     17     Ibid., 9.     18     Ibid., 11.     19     Ibid., 10–12.  
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Fund staff’s confi dence in South Korea’s economic prospects and 
enthusiasm for the proposed stand-by arrangement. 

 Despite this broad general support for the staff’s proposal, the 
board debated whether South Korea’s debt and macroeconomic situ-
ation was actually  too strong  to warrant continued Fund support  . 
Both Laske and Michael Casey   (Ireland  ) wondered whether South 
Korea in fact needed all the fi nancing it had requested, given its good 
standing in private international capital markets. Casey noted that 
South Korea “had relatively sizeable access to medium-term and long-
term commercial bank credit,” which should allow it to continue ser-
vicing its external debts and accumulating reserves. In other words, 
the need for IMF fi nancing to generate a catalytic effect on private 
capital markets was unclear, given that South Korea already seemed 
to be a private borrower in good standing. As a result, Casey “was 
not fully convinced that South Korea really needed to make such a 
signifi cant drawing under the stand-by arrangement.”  20   

 Taylor      raised similar concerns about the wisdom of committing 
the IMF’s scarce resources to a country that could access private 
international capital markets even without the benefi t of IMF cata-
lytic fi nancing. In his view, South Korea’s excellent track record with 
the IMF, its strong macroeconomic policy program, and its ongoing 
“ability to raise fi nances on the international capital markets” sug-
gested that “perhaps their need of Fund resources was not as great as 
that of potential other candidates  .”  21   In addition, Taylor wondered 
whether the IMF’s extended support of South Korea – the country 
had entered fourteen arrangements over the previous eighteen years – 
remained justifi ed given “the heavy pressures being exerted on the 
Fund’s liquidity position at the present time.”  22   Although he stopped 
short of recommending that the Fund refuse the loan, Taylor hoped 
that South Korea would not need to draw on the fi nances fully, so that 
they might be directed to “countries whose need might be greater,” 
such as the crisis countries in Latin America.  23   

 Speaking on behalf of the IMF staff, D. K. Palmer  , the associate dir-
ector of the Exchange and Trade Relations Department  ,  downplayed 
the directors’ concerns. Responding to Taylor’s concerns about lend-
ing scarce IMF resources to a country currently able to borrow on pri-
vate markets, Palmer noted that IMF lending would cover only a very 

  20     Ibid., 11.     21     Ibid., 14.     22     Ibid.     23     Ibid.  
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small portion (one-tenth) of South Korea’s balance of payments   defi cit 
during the two years of the stand-by arrangement. Citing inconclusive 
discussions between the Fund staff and commercial banks about new 
syndicated lending   to the country, Palmer also cautioned the directors 
not to overestimate South Korea’s ability to access suffi cient private 
fi nancing to continue servicing its debts.  24   Ultimately, he argued, “it 
was uncertain whether Korea could obtain the fi nancing, and it was 
important for the Fund to support the proposed program in order 
to give confi dence to the international capital markets  .”  25   From the 
staff’s perspective, continued IMF liquidity was necessary as a signal 
to private creditors that would catalyze new bank lending and guar-
antee South Korea’s future access to international capital markets. 

 In the end, the board unanimously approved the 1983 South Korean 
stand-by arrangement. The executive directors  ’ concerns about South 
Korea’s fi nancial need notwithstanding, the Fund’s member states 
ultimately expressed little opposition to the new program. Given 
South Korea’s strong record under its previous IMF programs, private 
international creditors’ ongoing willingness to lend to the country, 
and the relatively small size of the proposed new Fund loan, the direc-
tors were not particularly concerned about moral hazard. They had 
few qualms about the loan, therefore, and they did not question the 
fact that the proposed program contained quite limited conditional-
ity  . In addition, since the G-5 countries had relatively weak fi nancial 
ties to South Korea – at least compared to their commercial banks’ 
extremely sizable exposure to Mexico and the other Latin American 
countries during the ongoing debt crisis – they had little reason to 
press the staff and other member states for a larger lending pack-
age. In short, the liquidity/moral hazard trade-off   was mitigated by 
South Korea’s strong economic performance and the relative lack of 
intense G-5 domestic fi nancial interests. Ultimately, the combination 
of South Korea’s relatively solid economic position and its somewhat 
lesser importance for the G-5 resulted in the approval of a modest 
IMF loan with limited conditionality. 

 South Korea’s subsequent performance under the 1983 program jus-
tifi ed the Fund’s continued support. As the Fund staff reported in its 
1985 review of the 1983–5 program, the South Korean government 
fully implemented the loan’s conditions: “All performance criteria were 

  24     Ibid., 20.     25     Ibid.  
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observed and policy measures were taken as planned; South Korea 
made all purchases envisaged under the stand-by arrangement.”  26   As a 
result of its successful adjustment, South Korea enjoyed sustained GDP 
growth of 5 to 10 percent per year from 1981 to 1985, while reducing 
infl ation from over 30 percent to under 10 percent. Furthermore, the 
government reduced its budget defi cit from the equivalent of 4.5 per-
cent of GDP in 1981 to under 1.5 percent in 1984, and the country’s 
overall balance of payments defi cit fell from $2.7 billion in 1981 to 
less than $1.5 billion in 1984.  27   Commenting on these achievements, 
the Fund staff praised the South Korean government and described the 
1983–5 stand-by arrangement as “a classic adjustment program.”  28   
Indeed, for the IMF staff, the 1983 loan illustrated the best-case scen-
ario: the Fund’s liquidity and conditionality   reassured market actors 
of South Korea’s future stability and ensured the continued fl ow of 
private fi nancing to the country. 

    The 1985 stand-by arrangement   

 Despite the success of the 1983 IMF loan, South Korea’s external 
debt levels remained largely unchanged in 1985: the country’s ratio 
of external debt   to GDP declined only from 23.7 percent to 20.6 per-
cent, its ratio of debt service to exports fell only slightly from 22.8 
percent to 21.6 percent, and its reserve levels remained essentially 
unchanged from 1983. Although South Korea continued to attract 
private international lending from commercial banks, it remained 
vulnerable to potential debt servicing problems. Therefore, when the 
1983 stand-by arrangement expired on March 31, 1985, the govern-
ment requested a new twenty-month stand-by for SDR 280 million 
(0.61 times quota). The accompanying economic program included 
the same three performance criteria as in the 1983 program: a ceiling 
on net credit to the public sector from the banking system, a ceiling 
on the net domestic assets of the banking system, and a ceiling on 
outstanding external debt (with a related sub-ceiling on outstanding 
short-term external debt).  29   In its background report to the executive 
board, the Fund staff once again endorsed South Korea’s adjustment 

  26     “South Korea – staff report for the 1985 Article IV consultation and request 
for stand-by arrangement,” EBS/85/151 (June 14, 1985), 3.  

  27     Ibid., 4–5.     28     Ibid., 17.     29     Ibid., 23.  
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policies and expressed continued optimism about the country’s pros-
pects for medium-term debt sustainability: “The external service 
burden remains manageable, and adherence to the policies under-
lying the adjustment effort should ensure that … Korea enjoys con-
tinued adequate access to international fi nancial markets.”  30   

 As in 1983, the IMF staff paid close attention to the expected 
behavior of South Korea’s private creditors as it designed the new 
program. Although the proposed stand-by arrangement was modest 
in size, the staff believed that it would “convey to the international 
fi nancial markets a clear and objective signal” to private creditors 
of South Korea’s creditworthiness; indeed, the staff designed the 
program on the assumption that the IMF’s resources would be cou-
pled with “sizeable external borrowing (some $10 billion)” from 
private creditors over the course of the twenty-month SBA.  31   As two 
years ealier, the staff’s confi dence that a relatively small IMF loan 
would have a catalytic effect on private markets was bolstered by the 
composition of South Korea’s international creditors  : 95.2 percent 
of the country’s debt was owed to commercial banks, with banks 
from the G-5 countries holding 77 percent of this debt. Since the 
commercial banks were few in number and held extensive long-term 
ties to South Korea, the staff did not expect the government to face 
serious diffi culties in negotiating new syndicated bank loans  , nor 
did the staff fear that the banks would “cut and run” once the new 
IMF loan had been disbursed. Thus, given South Korea’s relatively 
strong macroeconomic situation and its continued good standing 
with both the IMF and private creditors, the staff favorably recom-
mended the new stand-by arrangement for approval by the executive 
board. 

  Executive board meeting, July 12, 1985 

 As in 1983, the executive board also broadly supported South Korea’s 
request for a new lending arrangement  . Overall, the executive dir-
ectors “commended the Korean authorities for their decisive economic 
management, which had yielded impressive results in the economy.”  32   

  30     Ibid., 30.     31     Ibid., 13.  
  32     Minutes of EBM/85/105 (July 12, 1985); quoted in minutes of EBM/85/187 

(December 27, 1985).  
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The G-5 directors, in particular, favorably endorsed the proposed 
program. Hirotake Fujino   (Japan  ) “expressed his deep appreciation 
of the [South Korean] authorities’ efforts to implement successfully 
their far-reaching adjustment policy.”  33   Likewise, Charles Dallara   
(United States  ) praised South Korea’s “impressive adjustment effort” 
and enthusiastically supported approval of the stand-by arrangement, 
although he did express concern about the prolonged use of resources 
by countries (such as South Korea) that still enjoyed adequate access 
to private international fi nancing.  34   

 For the G-5 countries, the 1985 South Korean loan – like its 1983 pre-
decessor – did not present much of a confl ict between protecting their 
own domestic fi nancial interests and achieving the Fund’s twin institu-
tional goals of maintaining international fi nancial stability and assisting 
its member states. Since the two South Korean loans were relatively small 
in size (in both absolute and per quota terms), G-5 governments were 
less worried about the moral hazard risk from IMF lending. In addition, 
since G-5 commercial banks were far less exposed to South Korea   than 
to Mexico, the Fund’s principals had less incentive to push for the use of 
additional IMF liquidity. Finally, since the South Korean economy (with 
a GDP of $93.2 billion) was less than half the size of Mexico ($184.3 
 billion), IMF and G-5 concerns about systemic instability were dimin-
ished. That said, these concerns were not entirely eliminated, since G-5 
banks had lent more only to Mexico ($46.2 billion) and Brazil   ($46.7 bil-
lion), and only Mexico, Brazil, Iran  , and China   exceeded South Korea’s 
size (in GDP terms) among developing countries in 1985. 

 In short, the combination of South Korea’s limited fi nancial need, the 
smaller size of its economy, and the commercial banks’ reduced expo-
sure once again mitigated the liquidity/moral hazard trade-off   for the 
G-5 countries, just as the clear availability of private fi nancing had alle-
viated the IMF staff’s worries about providing new fi nancing to South 
Korea. Whereas IMF lending to Mexico had been very controversial 
and the G-5 countries had exerted their infl uence to ensure that the 
Fund provided oversized rescue packages to the Mexican government, 
the Fund’s loans to South Korea in 1983 and 1985 were very much 
“business as usual,” with the board approving the IMF staff’s proposal 
with few objections. Ultimately, the 1983 and 1985 IMF programs 
helped South Korea to manage its balance of payments diffi culties and 
resume its successful economic development. After running current 

  33     Ibid., 6.     34     Ibid., 17.  
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account defi cits from 1978 to 1985, South Korea ran a signifi cant cur-
rent account surplus from 1986 to 1988.  35   Economic growth, which 
had fallen into single digits in 1984 and 1985, surged once again to 10.6 
percent in 1986 and 11.1 percent in 1987.  36   As rapid growth resumed, 
South Korea’s external debt level fell sharply, from the equivalent of 
21.7 percent of GDP in 1985 to 10.5 percent by 1989, even though the 
country continued to borrow extensively from commercial banks on 
world markets. In December 1989 South Korea repaid the fi nal install-
ment of its outstanding IMF debt, and it would not seek fi nancing from 
the Fund again until the 1997/8 Asian fi nancial crisis  .  37     

 In contrast to the IMF’s loans to Mexico during the height of the 
1980s Latin American debt crisis  , the South Korean programs in 1983 
and 1985 represent cases of IMF lending under more “normal” macro-
economic circumstances to a country facing more modest balance of 
payments problems with less serious implications for the overall sta-
bility of the global fi nancial system. As a result, both the amount of 
IMF credit and the accompanying conditionality   were more modest in 
comparison to the 1980s Mexican programs. Accordingly, the South 
Korean loans generated far less debate and concern within the execu-
tive board – and, in particular, among the G-5 directors – than the 
much larger Mexican loans in 1983, 1986, and 1989. In summary, the 
political and economic tensions that had been central in the debates 
about IMF lending to Mexico were far more muted in the 1983 and 
1985 South Korean episodes, and the Fund’s decision-making process 
was far less politicized in these latter cases. As we will see below, how-
ever, this would change signifi cantly by the 1990s, when the Asian 
fi nancial crisis   threatened both the international fi nancial system as a 
whole and the domestic fi nancial stability of the Fund’s principals. 

    The 1997 IMF package 

  South Korea’s debt composition, 1996/7 

 Following its balance of payments problems in the 1980s, the South 
Korean economy resumed its rapid upward trajectory in economic 

  35      World  Bank (2005). South Korea’s current account defi cit in 1983 had been 
equivalent to –1.8 percent of GDP; in 1988 its surplus was 7.7 percent of GDP.  

  36     Ibid.  
  37     Maggie Ford, “South Korea emerges as fully fl edged economic power,” 

 Financial Times , January 11, 1989.  
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growth and development  . South Korea’s impressive economic per-
formance continued into the 1990s, as GDP and GDP per capita 
growth remained in the high single digits from 1989 to 1997. By the 
mid-1990s South Korea’s external debt   had risen to $137 billion  , 
the third largest among emerging market countries behind   Mexico   
($149 billion) and   Brazil    ($198 billion). As in the 1980s, though, 
South Korea’s debt levels were modest in relation to the overall size 
of its economy: external debt totaled the equivalent of only 25 per-
cent of GDP, while the country’s ratio of debt service to exports had 
declined from 21.6 percent in 1985 to 8.2 percent in 1997. The Bank 
of Korea’s   foreign exchange reserves levels had also strengthened since 
the 1980s, rising from one month of imports in 1985 to 1.4 in 1997. 
These debt levels, which were quite modest compared to Mexico’s in 
1995, were largely the result of the continued massive growth in the 
South Korean economy. From 1985 to 1997 GDP rose from $93.7 bil-
lion to $557.6 billion, while GDP per capita more than doubled from 
$4,388 to $10,069.  38   

 As with Mexico, changes in the composition of private international 
capital fl ows had signifi cantly altered South Korea’s external debt com-
position by the mid-1990s ( table 5.1 ). Sovereign bonds had largely 
replaced bank lending as the South Korean government’s primary 
source of private external fi nancing  . By 1997 bondholders   held 69.1 
percent of South Korea’s private external debt, compared to 4.1 percent 
in 1985, and sovereign bond issues had effectively replaced medium-
term syndicated lending   as the government’s primary source of new 
external fi nancing. Despite this shift toward bond fi nancing, the com-
mercial banks had not severed their ties to South Korea. Rather, they 
had shifted away from long-term sovereign lending and become a key 
source of short-term external fi nancing for private fi nancial institutions 
and fi rms in the country. In 1997 this private non-guaranteed debt   
accounted for a majority (53.2 percent) of South Korea’s overall private 
external debt, more than double the 26.4  percent it had been in 1985. 
Thus, in marked contrast to Mexico, where the country’s private ex-
ternal debt in the mid-1990s consisted largely of sovereign bonds        , both 
sovereign bond fi nancing and non-sovereign bank lending now consti-
tuted important types of international capital fl ows to South Korea.    

  38     Constant 2000 dollars. World Bank ( 2005 ).  
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 This surge in private–private lending to South Korean fi nancial 
institutions signifi cantly increased the commercial banks’ exposure 
to South Korea, even though they no longer engaged in medium-
term syndicated lending to the government    . Indeed, G-5   commer-
cial banks’ claims on South Korea tripled from $22 billion in 1985 
to $68.5 billion in 1997, even as bank lending declined as a propor-
tion of South Korea’s total external debt. By contrast, G-5 bank 

 Table 5.1      Key data: IMF lending to South Korea, 1983–97                         

Date of IMF lending arrangement 7/8/83 7/12/85 12/4/97

G-5 bank exposure ($ billions) 20.8 22 68.5
Coeffi cient of variation, G-5 bank exposure 105.2 89.5 45.1
US share, G-5 bank exposure 0.55 0.40 0.22
UK share, G-5 bank exposure 0.12 0.09 0.10
Japanese share, G-5 bank exposure 0.20 0.37 0.33
German share, G-5 bank exposure 0.04 0.03 0.15
French share, G-5 bank exposure 0.08 0.09 0.16
Percent bond debt 1.5 4.1 69.1
Percent private non-guaranteed debt 26.9 26.4 53.2
GDP ($ billions) 76.9 93.7 557.6
External debt/GDP (%) 23.7 20.6 25.0
Short-term debt/reserves 1.8 1.2 5.7
IMF loan size (SDR billions) 0.58 0.28 15.5
IMF loan size (amount/quota) 1.24 0.61 19.38
IMF loan size (amount/GDP) 0.008 0.003 0.028
Number of performance criteria 3 3 3
Number of prior actions 0 0 0
Number of benchmarks/targets 0 1 7
Outstanding IMF debt (amount/quota) 3.01 3.45 0
G-5 UN voting affi nity (mean “S” score) 1 N/A N/A 0.43
Coeffi cient of variation, G-5 “S” scores 1 N/A N/A 18.0
IMF liquidity ratio (%) 0.36 0.42 0.29
Quota review in progress? No Yes Yes
Country’s IMF quota (SDR millions) 462.8 462.8 799.6

     Notes:  Data for 1983 and 1985 are lagged one year; data for the 1997 loan are 
not lagged, since the loan was extended in late December.  
   1      South Korea joined the United Nations in 1991.    
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exposure to Mexico   declined from $51.6 billion in 1986 to $39.9 
billion in 1997. In comparison to Mexico, G-5 bank exposure to 
South Korea was also far more evenly distributed in the mid-1990s; 
the coeffi cient of variation on G-5 bank exposure in Mexico in 
1995 was 87.8, while it was only 45.1 in South Korea in 1997. 
Nonetheless, substantial differences remained in individual G-5 
exposure. Whereas US banks   had been the primary G-5 lenders 
to South Korea in the 1980s, Japanese banks   were now the most 
highly exposed ($23.2 billion); four major Japanese commercial 
banks were South Korea’s largest private international creditors, 
while two more ranked in the top ten most highly exposed insti-
tutions. Nevertheless, banks in the United States   ($16.0 billion), 
France   ($11.6 billion), and Germany   ($10.4 billion) had also lent 
sizeable amounts to South Korean fi nancial institutions. British 
banks  , with only $7.2 billion in claims, were relatively under 
exposed to South Korea compared to their European counterparts, 
although their exposure in absolute terms was much larger than it 
had been to Mexico in 1994 ($4.5 billion). All told, roughly 200 
international banks held claims on South Korea, although thirteen 
of the world’s largest money-center banks held nearly 40 percent of 
the total short-term interbank debt.  39   In sum, by the mid-1990s G-5 
domestic fi nancial interests in South Korea were both more intense 
and more homogeneous than in Mexico. 

    The Asian fi nancial crisis hits South Korea 

 From a macroeconomic perspective, South Korea’s economy appeared 
robust in 1997. GDP growth had exceeded 7 percent in each of the 
three previous years, infl ation stood at only 4 percent through the 
third quarter of the year, and the current account defi cit was pro-
jected to be equivalent to only 3 percent of GDP. This strong aggre-
gate performance masked serious structural problems in South Korea’s 

  39     Peter Lee, “Korea stares into the abyss,” Euromoney, March 1998. These 
banks were Citibank  , Bank of America  , Chase Manhattan  , J. P. Morgan, 
Bank of Nova Scotia  , Bank of Tokyo  -Mitsubishi  , Sanwa Bank  , Deutsche 
Bank  , Commerzbank,   Westdeutsche Landesbank  , Société Générale  , HSBC  , 
and SBC Warburg Dillon Read (Kim and Byeon 2001)  .  
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fi nancial system  , however. Many of South Korea’s industrial conglom-
erates ( chaebol ) had accumulated large amounts of short-term debt by 
borrowing extensively from South Korea’s banks, which had in turn 
borrowed massive amounts on the international interbank markets 
following the liberalization of short-term capital fl ows in the mid-
1990s.   Fueled by these large-scale capital infl ows from international 
commercial banks, the  chaebol          had leveraged themselves heavily in 
continued pursuit of growth: by the mid-1990s the average publicly 
traded South Korean company owed debts in excess of 400 percent 
of shareholder equity.  40   Thus, despite South Korea’s impressive mac-
roeconomic performance, the country’s fi nancial system rested on 
extremely shaky foundations. 

 In mid-1997 a combination of domestic and international shocks 
triggered South Korea’s crisis. Domestically, several major private 
institutions faced severe fi nancial diffi culties. In June Kia   Group 
sought emergency loans from the South Korean Development Bank   
to avert bankruptcy, while Seoul Bank   applied to the Bank of Korea   
for special loans when it faced problems borrowing abroad.  41   In 
August, after several more South Korean banks had revealed major 
fi nancial problems, the Korean government announced that it would 
ensure the payment of all foreign debt liabilities by South Korean 
private fi nancial institutions.  42   As a result of this policy change, 
which transformed the interbank debt of South Korean fi rms into 
de facto short-term sovereign debt  , the South Korean government’s 
immediate debt service obligations increased substantially. 

 These domestic fi nancial diffi culties were exacerbated by the 
spread of international fi nancial instability throughout east Asia 
beginning in mid-1997. Speculative attacks   on the Thai cur-
rency, the baht, forced Thailand to seek IMF fi nancing, which 
was approved in August. In October the Hong Kong stock market 
crashed  , and both Hong Kong and Taiwan   suffered speculative 
attacks on their currencies. South Korea’s international investors, 
already concerned about the stability of the country’s banks and 
  corporations, to which they had lent substantially, feared that South 
Korea might be the next east Asian country to be hit by fi nancial 

  40     Blustein ( 2001 ).     41     Independent Evaluation Offi ce [IEO] (2003, 118).  
  42     Ibid.  
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contagion  . These concerns triggered substantial capital fl ight by 
South Korea’s international investors in the fall of 1997. Capital 
outfl ows intensifi ed in October and November, after Moody’s   had 
downgraded the credit ratings of several South Korean banks and 
Standard and Poor’s   had downgraded the South Korean govern-
ment’s sovereign rating.  43   On November 7 South Korean newspa-
pers reported that the government faced foreign exchange shortages 
and had begun discussions with the IMF about a rescue package. 
After initial denials, Kang Kyung-shik  , the minister of fi nance and 
economy, announced South Korea’s intention to seek an IMF loan on 
November 21.  44   

  Negotiating the IMF package, November–December 1997 

 Despite its denials of the media reports, the South Korean government 
had already begun discussions with the IMF prior to the November 
21 announcement. The IMF managing director, Michel Camdessus,   
had traveled secretly to South Korea on November 16 to meet with 
Kang Kyung-shik   and Lee Kyung-shik  , the central bank governor.  45   
These talks yielded an agreement in principle that South Korea would 
seek IMF assistance on the order of approximately $30 billion.  46   On 
November 26 Hubert Neiss  , director of the IMF’s Asia and Pacifi c 
Department, arrived with his team to begin the formal negotiations 
over the terms of the Fund program.  47   As the negotiations progressed, 
however, it soon became clear that South Korea’s problems were worse 
than the IMF had initially anticipated. On paper, South Korea held $30 
billion in foreign exchange reserves – more than enough to cover the 
country’s short-term debt payments for several months until a Fund 
program could be arranged. $19 billion of these reserves were already 
deposited at overseas bank branches, however, to cover the repayments 
on the short-term interbank debt that the South Korean government had 

  43     Ibid.  
  44     Nicholas Kristof, “Seoul plans to ask the IMF for a minimum of $20 

million,”  New York Times , November 22, 1997, A1.  
  45     Blustein ( 2001 ); Zhang   ( 2001 ).  
  46     Blustein ( 2001 , 129).  
  47     Nicholas Reynolds, “South Korea faces more pain, say analysts,”  South 

China Morning Post  (Hong Kong), November 27, 1997, 14.  
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assumed in August.  48   In addition to these repayments, South Korea also 
required approximately $12 billion per month in reserves to pay for its 
imports. South Korea’s need for IMF fi nancing was, therefore, both 
extremely large and immediate. On December 3, after tense negotiations, 
the IMF and South Korea agreed to a $55 billion rescue package.  49   With 
South Korea continuing to face large-scale capital outfl ows, Camdessus   
scheduled an emergency board meeting the next day to secure immediate 
approval and disbursement of the Korean stand-by arrangement  .  50   

 Under the terms of the proposed program, the IMF would provide 
SDR 15.5 billion ($21 billion) under a stand-by arrangement over the 
course of three years. The loan, at 19.38 times South Korea’s Fund 
quota, would be, by far, the largest ever as a percentage of a coun-
try’s quota in the history of the IMF. South Korea’s quota in 1997 
was inordinately small relative to the size of its economy, however; 
as a share of the borrower’s GDP, the program was actually slightly 
smaller than the 1995 Mexican package (4.0 percent of GDP for South 
Korea, compared to 4.6 percent of GDP for Mexico).  51   In comparison 
to the 1983 and 1985 South Korean IMF loans, the 1997 package 
also contained more extensive conditionality  : the program’s letter of 
intent specifi ed three performance criteria, but also included seven 
additional benchmarks and indicative targets. The fi rst two PCs set a 
ceiling on net domestic assets for the Bank of Korea  , and a fl oor for its 
international reserves.  52   The third PC set a fl oor for the interest rate 
at which the Bank of Korea could lend to South Korean commercial 
banks.  53   The additional benchmarks consisted of a series of measures 

  48     IEO ( 2003 , 113).  
  49     Ibid., 118. See Blustein ( 2001 ) for an account of the negotiations.  
  50     “Camdessus welcomes conclusions of talks with South Korea on IMF 

program,”  News Brief  97/27, International Monetary Fund, December 3, 
1997 (www.imf.org/external/np/sec/nb/1997/nb9727.htm).  

  51     Roubini   and Setser   ( 2004 , 125). This discrepancy between South Korea’s 
IMF quota and its GDP was the result of the country’s very rapid growth 
from 1985 to 1997. During the 1998 quota review the problem was partially 
rectifi ed, as South Korea’s quota was raised from SDR 799.6 million to SDR 
1,633.6. As a share of this larger, more accurate quota, the 1997 South 
Korean package equaled 9.49 times quota. It was therefore still the largest 
IMF loan as a percentage of quota in the Fund’s history.  

  52     “Korea – memorandum on the economic program,” December 3, 1997 
( www.imf.org/external/np/loi/120397.htm ).  

  53     Ibid., annex D.  
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aimed at reforming South Korea’s monetary and fi nancial supervisory 
policies, in order to avoid the excessive international borrowing by 
private fi nancial institutions that was the root cause of the current cri-
sis. These reforms included granting greater independence to the cen-
tral bank, consolidating bank supervision, the publishing of foreign 
exchange reserve data, and passing new legislation mandating that 
South Korean fi rms provide consolidated fi nancial statements certi-
fi ed by external auditors (as in the advanced industrial economies).  54   

 In addition to the IMF’s resources and the proposed conditionality  , 
the South Korean rescue package also included substantial tandem 
fi nancing from the multilateral development banks: the World Bank   
contributed $10 billion in aid, while the Asian Development Bank   
(ADB) provided $4 billion. The package also included $20 billion in 
bilateral funding, which would be provided by bilateral credits should 
South Korea require additional assistance; Japan pledged $10 billion   
to this “second line of defense  ,” while the United States promised $5 
billion   and the United Kingdom pledged $1.25 billion  .  55   The mag-
nitude of this bilateral fi nancing correlated closely with the extent 
of G-5 fi nancial exposure to South Korea. Thus, the Japanese   and 
the Americans   contributed markedly larger amounts than their less 
exposed European counterparts. 

   The IMF staff report and executive board 
approval, December 3–4, 1997 

   The inclusion of this “second line of defense” fi nancing as part of the 
$55 billion IMF-led rescue package was a major point of contention 
between the Fund staff and the G-5 governments. Initially, Neiss’s 
team   in South Korea had designed the IMF program with two key 
assumptions: (1) that the “second line of defense” bilateral fi nanc-
ing commitments were fi rmly in place and would be fully drawn by 
South Korea; and (2) that nearly all (80 percent) of South Korea’s 
short-term creditors would “cut and run” in the immediate after-
math of the loan’s disbursement.  56   As the staff team in Seoul worked 
through the night of December 3 to prepare the staff report for the 

  54     Ibid., annex E.  
  55     John Burton, “South Korea gets $55 billion rescue package,”  Financial 

Times , December 4, 1997.  
  56     IEO ( 2003 , 113).  
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next day’s emergency executive board meeting, however, it was 
informed by Bijan Aghevli  , deputy director of the Asia and Pacifi c 
Department, that the G-5 countries would not approve a Fund pro-
gram that explicitly committed them to provide $20 billion in bilat-
eral fi nancing.  57   In particular, the US Treasury  , still facing criticism 
by and opposition from Congress over the Mexican bailout in 1995, 
was reluctant to utilize its Exchange Stabilization Fund   a second time 
for international lender of last resort purposes. Although Treasury 
offi cials insisted that the United States would provide the resources 
if necessary, they hoped that the IMF/World Bank   fi nancing, on 
its own, would be suffi cient to resolve the South Korean crisis and 
would provide them political cover. As one key aide to Robert Rubin, 
the US Treasury secretary, later admitted: “It [the “second line of 
defense”] was an experiment in trying to make something look as 
real as possible without ultimately having to spend the money. It had 
a sort of Catch-22 quality to it: if you don’t need the money, you 
don’t get it. And if you do need it, then you probably haven’t met the 
conditions for disbursal.”  58   

 The G-5 countries’ reluctance to provide the “second line of 
defense” fi nancing clearly illustrates how the Fund’s largest share-
holders wrestle with competing domestic pressures when making 
decisions about IMF lending policies. On the one hand, G-5 govern-
ments – especially the United States   and Japan  , whose commercial 
banks were most highly exposed, with 55 percent of total G-5 bank 
exposure to South Korea – had strong incentives to support the IMF 
loan and the “second line of defense” bilateral fi nancing. With their 
commercial banks highly vulnerable to further instability in Korea, 
a default could have had severe negative effects on G-5 domestic 
fi nancial stability, perhaps even threatening the solvency of one or 
more major fi nancial institutions. On the other hand, the United 
States and other G-5 governments wanted to avoid the criticism of 
voters and their representatives at home, who would surely view yet 
another major IMF bailout as “welfare for banks” at the expense of 
taxpayers’ domestic interests.  59   Faced with two equally unpalatable 
choices – refusing to provide the “second line of defense” needed to 
avert a South Korean default, or supporting the IMF rescue package 

  57     Blustein ( 2001 , 178–9).     58     Quoted in ibid . , 179.  
  59     Broz ( 2005 ,  2002 ).  
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and confronting political opposition at home – the United States and 
its G-5 counterparts pressured the IMF staff to design a new program 
that would convince the markets of South Korea’s solvency while 
eliminating the need for the “second line of defense” fi nancing. 

 Faced with this direct last-minute pressure from the Fund’s lar-
gest shareholders, Aghevli   and the Seoul negotiating team had lit-
tle choice but to redesign the program. Under the rules of the IMF, 
the board would not be allowed to approve a program that was not 
“fully fi nanced” – i.e. that showed a country would lack suffi cient 
resources to service its external debt even after the IMF provided 
assistance. Therefore, if the $20 billion in bilateral fi nancing could not 
be included in the overall package, South Korea would need to fi nd 
the money somewhere else. With only hours left before the executive 
board meeting, the IMF staff reached a makeshift “solution”: they 
changed the staff report’s   assumption of a 20 percent rollover rate 
by Korea’s short-term creditors to 80 percent.  60   As the Fund’s own 
Independent Evaluation Offi ce   later reported in its post-crisis review 
of the IMF’s role in South Korea, this change in the expected rollover 
rate was “arbitrary,” refl ecting not the staff’s actual expectations but, 
rather, the need to present the board with a program the next day that 
was fully fi nanced.  61   

 This episode clearly illustrates both the infl uence of G-5 govern-
ments and the limits of staff autonomy in high-profi le IMF lending 
cases. Ultimately, the South Korean staff team had little choice but to 
bend to this pressure from the Fund’s major shareholders and modify 
the program’s assumptions  . That said, the staff made clear its skep-
ticism about the program’s prospects in its report to the board: “It is 
diffi cult to estimate with any certainty the likely development in cap-
ital fl ows over the program period, given the uncertainty surrounding 
the rolling over of private sector short-term debt.”  62   In effect, this was 
a polite way for the staff to articulate its pessimism about the cata-
lytic effect of the proposed lending package    , as well as its serious con-
cerns about the dangers of moral hazard associated with large-scale 
IMF lending to South Korea   in the absence of fi nancing commitments 
from either offi cial or private creditors. As noted, the staff expected 
the majority of South Korea’s short-term creditors to “cut and run” in 

  60     IEO ( 2003 , 113); Blustein ( 2001 , 180).     61     IEO (2003, 113).  
  62     Quoted in Blustein ( 2001 , 180).  
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the immediate aftermath of the Fund loan, as evidenced by its initial 
assumption of a 20 percent rollover rate. Under severe pressure from 
the G-5 countries and Camdessus   to send a proposal to the board 
in time for the next day’s meeting, however, Aghevli   and his team 
in Seoul had no alternative but to present a “fi nancing scenario” in 
which South Korea could fully service its external debt   under an IMF 
program without the “second line of defense.  ”  63   

 The next day the executive board approved the proposed   stand-by 
arrangement, and the Fund immediately disbursed SDR 4.1 billion 
($5.56 billion) to the South Korean government. Although the “second 
line of defense” had not been formally included in the program, the 
IMF press release announced that a package of $55 billion – including 
the additional bilateral money – had been approved:

  [A] number of countries (Australia  , Belgium  , Canada  , France  , Germany  , 
Italy  , Japan  , the Netherlands  , Sweden  , Switzerland  , the United Kingdom  , 
and the United States  ) have informed the IMF that  they are prepared , in 
the event that unanticipated adverse external circumstances create the need 
for additional resources to supplement Korea’s reserves and resources made 
available by the IMF and other international institutions  ,  to consider  – 
while Korea remains in compliance   with the IMF credit arrangement – 
 making available supplemental fi nancing  in support of Korea’s program 
with the IMF. This second line of defense  is expected to be  in excess of 
US$20 billion.  64     

 This ambiguous statement provided the G-5 governments and the other 
advanced industrialized countries with the necessary cover to satisfy 
their competing domestic political interests. To South Korea’s commer-
cial bank creditors, G-5 offi cials could claim that the IMF was offering 
the country $55 billion in resources – an amount that would ensure its 
external debt sustainability and avert a default. To voters at home, how-
ever, these same offi cials could announce that they had avoided spend-
ing taxpayer dollars on a costly bailout for another emerging market 
country. Of course, this tenuous balance between liquidity   and moral 
hazard could be achieved only if the Fund program worked – that is, 

  63     IEO ( 2003 , 113).  
  64     “IMF approves SDR 15.5 billion stand-by credit for Korea,”  Press Release  

97/55, International Monetary Fund, December 4, 1997 (www.imf.org/
external/np/sec/pr/1997/pr9755.htm) (emphasis added).  
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if the logic of catalytic fi nancing   held and South Korea’s private interna-
tional creditors did indeed roll over their existing claims and continue 
to provide fi nancing in the weeks and months ahead. 

 Not surprisingly, the markets were less than convinced by the IMF’s 
announcement, and the Fund staff’s skepticism about international 
creditors’ willingness to roll over their short-term claims on South 
Korea was quickly vindicated. Initially, the markets responded posi-
tively to the IMF program announcement: the South Korean won 
appreciated 2.5 percent and the South Korean stock market rose by 15 
percent in the week following the loan’s approval. When  Chosun Ilbo     , 
a major South Korean newspaper, leaked a copy of the December 3 
IMF staff report   on December 8, however – the report containing the 
staff’s initial 20 percent rollover assumption – South Korea’s interna-
tional investors began to grasp the full severity of the country’s liquid-
ity problems.  65   Specifi cally, they recognized that South Korea would 
not be able to meets its short-term external debt obligations unless the 
“second line of defense” fi nancing was truly available to supplement the 
IMF and World Bank  ’s commitments. Fearing a default, the country’s 
interbank creditors called in their claims and sought to fl ee the country 
as quickly as possible. Within a day, the Bank of Korea   was fl ooded 
with requests from South Korean banks needing reserves to pay inter-
national creditors who had refused to roll over their short-term claims. 
Over the next two weeks the won went into free fall, losing 10 percent 
per day from December 8–12, and the central bank’s foreign exchange 
reserves dwindled rapidly.  66   Market actors clearly had not bought into 
the elaborate fi ction of the “second line of defense,” and South Korea 
would soon have to default on its remaining external debt unless pri-
vate capital outfl ows could be reversed  .  67   

   Concerted lending revived: the commercial 
banks’ rollover agreement 

 With a South Korean default imminent and the “second line of 
defense” still not explicitly available, offi cials within the IMF and the 

  65     Blustein ( 2001 , 181).  
  66     Ibid., 183. “Korean won hits new low,”  Toronto Star , December 9, 1997, D10.  
  67     According to Blustein’s account, the Bank of Korea   calculated that its 

reserves would be exhausted by December 31, unless Korea received 
additional assistance. See Blustein ( 2001 , 192).  
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G-5 governments began debating possible   alternatives. Essentially, the 
Fund and its major shareholders had three options: (1) allow South 
Korea to default, with potentially massive negative consequences for 
the global fi nancial system, including the potential failure of one or 
more G-5 commercial banks; (2) increase the size of the IMF-led res-
cue package, in the hope that private creditors would cease selling off 
South Korean debt, while risking the wrath of voters and legislators at 
home; (3) fi nd a way to explicitly “bail in”   South Korea’s private credi-
tors by securing their commitment to roll over existing debts and con-
tribute new money along the lines of the concerted lending packages 
of the 1980s. Both Camdessus   and the IMF fi rst managing director, 
Stanley Fischer,   favored the “bail-in” option, and they were supported 
by several major offi cials within the G-5 countries, most notably 
Hans Tietmayer   (chairman of the German Bundesbank  ), Lawrence 
Summers   (deputy US Treasury secretary  ), and Edwin Truman   (direc-
tor of the US Treasury’s International Finance Division), who had 
been one of Federal Reserve chairman Paul Volcker’s   chief deputies 
during the 1980s debt crisis in Latin America.  68   

 Noting the similarities of South Korea’s debt composition to that of 
Mexico and other countries in the 1980s – the majority of its short-
term debt was held by a limited number of commercial banks located 
primarily in the G-5 countries – the IMF and G-5 offi cials argued 
that a new attempt at concerted lending offered the best chance of 
averting a South Korean default.  69   Their hope was that the commer-
cial banks would ultimately fi nd it in their long-term interests to roll 
over their existing claims on South Korea and provide new fi nan-
cing that would enable the country to make its way through the crisis 
without defaulting. In addition, the IMF executives and their G-5 
counterparts, having already committed unprecedented resources to 
South Korea, desperately wanted to avoid the real and moral hazard 
costs associated with the “bailout” scenario, in which South Korea’s 
private international creditors escaped without losses while the Fund 
and its member states were left with the bill. 

  68     Blustein ( 2001 , 187–90).  
  69     In South Korea’s case, this was true of short-term debt, but not debt 

overall, since a substantial portion of South Korea’s debt included long-
term, sovereign bond fi nancing. Private non-guaranteed interbank lending 
comprised a majority of debt coming due immediately, however, as well as 
the majority of the capital fl ight.  
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 By December 20, after a week of intensive discussions between the 
IMF staff and G-5 government offi cials – and between the IMF, US 
Treasury   and Federal Reserve offi cials  , and representatives of the South 
Korean government – a consensus emerged in support of pursuing a 
new round of concerted lending, based largely on the model employed 
during the Latin American debt crisis in the 1980s  .  70   On December 
22 William McDonough  , the chairman of the Federal Reserve Bank 
of New York  , summoned the top executives of six of the largest US 
commercial banks to a meeting at the Fed’s Wall Street offi ces.  71   He 
informed the bankers that South Korea was losing $1 billion in reserves 
each day and had only $6 billion in reserves left on hand. McDonough 
then urged the banks to maintain their credit lines to South Korea.  72   
Although he made it clear to the banks that the US government would 
not force them to participate in concerted lending  , he also warned them 
that failure to cooperate would rapidly trigger a South Korean default:

  This is not an offi cial position of the US government. But, let me tell you 
what my view is, and what I’m advising my colleagues in Washington, 
which is … there should be no additional public-sector money for Korea 
unless you guys reschedule the debt. That’s my position. It doesn’t mean it 
will be followed, because it is not yet US policy. But I wanted you to know 
that, because the fl ow of funds is such that we’re talking about a South 
Korean default next week if this matter is not resolved.  73     

 Later that day Summers   informed his G-7   counterparts of 
McDonough’s meeting and urged them to schedule similar meetings 
with their domestic commercial banks. Over the course of the week 
such meetings were indeed held, in London at the Bank of England   and 
in Frankfurt at Deutsche Bank   headquarters, with the major British 
and German commercial banks involved in South Korean lending.  74      

 On December 23 Fischer   and the G-7 deputies held a conference 
call meeting, at which they agreed on the wording of a statement to 

  70     For a complete account of these discussions, see Blustein ( 2001 ).  
  71     The six banks were J. P. Morgan  , Chase Manhattan  , Citibank, Bank of 

America  , Bankers Trust  , and the Bank of New York. Lee, Euromoney, 
March 1998  .  

  72     Ibid.  
  73     Quoted in Blustein ( 2001 , 196). For a detailed step-by-step account of the banks’ 

negotiations and agreement on debt rescheduling  , see Kim   and Byeon   ( 2001 ).  
  74     Lee,  Euromoney , March 1998.  
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be issued the   following day.  75   In the statement, the IMF committed 
itself to accelerate the disbursement of an additional SDR 1.5 billion 
($2 billion) to South Korea, on December 30, while the World Bank   
and the ADB   would do the same with $5 billion of the resources 
they had originally committed to the December 4 package.  76   In addi-
tion, the United States and other major creditor countries that had 
promised “second line of defense”   fi nancing would now pledge to “be 
prepared to support the disbursement of a substantial portion, $8 bil-
lion,” of these resources in exchange for South Korea’s signature on a 
revised, more stringent IMF program, which the IMF staff team had 
already begun to negotiate in Seoul.  77   Nevertheless, the News Brief 
release emphasized that this new bilateral fi nancing would be made 
available only “in the context of a signifi cant voluntary increase in 
rollovers or extensions of the maturities of existing claims by interna-
tional bank creditors on Korean fi nancial institutions.”  78   

 Before the IMF statement could be released, however, the Fund and 
its major shareholders needed to secure the banks’ participation. To 
that end, McDonough   held a second meeting with the major US bank 
executives on December 24, at which they formally agreed to negotiate 
a rescheduling agreement with South Korea. At the Bank of England   
that same day, the major British   banks agreed to roll over their claims 
up to March 31, 1998, so long as other G-5 commercial banks did the 
same.  79   With the American and British banks’ commitments in hand, 
the IMF published its press release, even though commitments from 
major banks in Germany  , Japan  , and France   took several more days 
to secure. Despite having the largest stake in South Korea among the 
G-5 countries, the Japanese banks were very reluctant to roll over 
their claims. These concerns stemmed from worries about their own 
domestic bad debts and the falling Nikkei index, however  , rather 
than from a lack of interest in South Korea: the Japanese   recession of 
the 1990s and its associated fi nancial problems had already eroded 
Japanese banks’ capital, and their position was that they would roll 
over their claims only if all other G-5 banks did the same.  80   At the 
same time, the American and European banks were unlikely to keep 

  75     Blustein ( 2001 , 199).  
  76     “Korea strengthens economic program; IMF to activate additional fi nancial 

support,”  News Brief  97/32, International Monetary Fund, December 24, 
1997 (www.imf.org/external/np/sec/nb/1997/nb9732.htm).  

  77     Ibid.     78     Ibid.     79     Lee,  Euromoney , March 1998.     80     Ibid.  
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their pledges if they found out that the Japanese banks would not 
participate in concerted lending. Thus, both G-5 domestic fi nancial 
interests and collective action problems among private international 
creditors played a key role in shaping the dynamics of the rollover 
negotiations. 

 Ultimately, it was the intervention of William Rhodes  , the same 
Citibank   vice-chairman who had spearheaded the successful concerted 
lending plans of the 1980s, that succeeded in resolving the banks’ 
collective action problems  . Using his long-standing contacts with the 
major Japanese banks, as well as his relationship with the Japanese 
vice-minister of fi nance, Eisuke Sakakibara  , Rhodes persuaded the 
Japanese banks to roll over their claims for two weeks   and to send 
a representative bank to a meeting of South Korea’s major creditors 
at J. P. Morgan’s headquarters   on December 29.  81   Once the Japanese 
had agreed to participate, the rest of South Korea’s major creditors 
fell into line. At the December 29 meeting, Rhodes – who acted as 
chairman – announced that the major banks in each of the G-7 coun-
tries had agreed to the rollover plan, although for differing periods.  82   
To buy time until a longer-term deal could be reached, Rhodes sug-
gested that the banks extend their rollovers to March 1998: “Based 
on my experience, that was the minimum amount of time needed to 
roll out the 1998 maturities to some sort of medium-term deal.”  83   The 
banks agreed and subsequently divided the tasks – much like the Bank 
Advisory Committee   had during the 1980s – of negotiating with the 
South Korean government and securing cooperation among all of the 
country’s bank creditors once an agreement had been reached. 

 What followed in the ensuing month looked very much like the pro-
cess of concerted lending during Mexico’s crisis from 1983 to 1989. 
With Rhodes   serving as the key coordinator, the major G-5 money-
center banks secured the participation of nearly all South Korea’s 
short-term creditors in the rollover agreement by January 16. After 
two weeks of intensive negotiations with the South Korean govern-
ment, the banks agreed to reschedule $22 billion of short-term inter-
bank debt on January 28, 1998  . Under the terms of the agreement, the 
banks exchanged their short-term claims for an equal amount of long-
term bonds, fully guaranteed by the government at rates 2.25 to 2.75 
 percentage points over LIBOR.  84   To facilitate the banks’ cooperation, 

  81     Ibid.     82     Ibid.     83     Ibid.     84     Kim and Byeon ( 2001 , 48).  
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the IMF and G-10 central banks established a monitoring system – man-
aged by Edwin Truman   of the US Federal Reserve and Matthew Fisher   
of the Fund – to track how many banks had signed up to the resched-
uling agreement.  85   By March 4, 134 banks in thirty-two countries had 
submitted letters of acceptance amounting to $21.84 billion, or 96.4 
 percent of the eligible interbank debt coming due on March 16.  86   

   Recovery and performance under the 1997 
stand-by arrangement 

 With both the IMF package and new private lending commitments 
fi rmly in place, the South Korean crisis soon came to a close. On 
March 31, 1998, the government formally signed the swap agreement 
with the banks in Seoul. With the signing of the short-term bank 
debt rescheduling   agreement, South Korea’s immediate liquidity 
problems subsided. With the rollover agreement fi nalized, the govern-
ment was able to fl oat a new sovereign bond issue, consisting of $1 
billion in fi ve-year bonds and $3 billion in ten-year bonds.  87   After a 
sharp decline in economic performance in 1998 (GDP fell by 6.7 per-
cent and the unemployment rate nearly tripled to 6.8 percent), South 
Korean GDP grew by 10.7 percent in 1999, and its foreign exchange 
reserves increased to $74 billion as private capital infl ows resumed. 
In addition, the won stabilized on foreign exchange markets and the 
country’s current account moved back into surplus. By April 2001 
South Korea had made all the scheduled repayments on the commer-
cial bank loans it had exchanged in 1998, and it fully repaid the 1997 
IMF package by the end of 2001, well ahead of schedule. 

    Assessment: global fi nance   and the politics 
of South Korean IMF lending 

 As with the IMF’s loans to Mexico between 1983 and 1995, the three 
South Korean lending episodes from 1983 to 1997 provide further 
evidence in support of the common agency theory   of IMF decision-
  making. Indeed, each of the South Korean cases demonstrates once again 
that the Fund’s behavior is shaped by the intensity and heterogeneity 

  85     Blustein   ( 2001 , 202).     86     Kim   and Byeon   ( 2001 , 48).  
  87     IEO ( 2003 , 119).  
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of the domestic fi nancial interests of the G-5 countries, as well as by 
the IMF staff’s expectations about the catalytic effect of Fund lend-
ing  . In addition, the cases illustrate how G-5 and IMF staff interests 
have both changed over time in line with shifts in the composition of 
international capital fl ows. Each of the components of private debt 
composition – the amount and distribution of G-5 bank exposure  , the 
identity of the lenders (banks versus bondholders  ), and the identity of 
the borrowers (sovereign versus private) – played an important role in 
shaping the IMF’s treatment of South Korea in 1983, 1985, and 1997. 
In contrast, the evidence in support of other economic and political fac-
tors affecting IMF lending decisions is less convincing. 

  G-5 preference intensity and heterogeneity: 
the importance of commercial bank exposure 

 As in the Mexican case and the statistical analysis, South Korea’s 
experience with the Fund during the 1980s and 1990s clearly illus-
trates that the intensity and heterogeneity of interests among the 
IMF’s principals     heavily infl uences its lending decisions. Specifi cally, 
changes in the level and distribution of G-5 commercial bank ex-
posure played a key role in determining the size and terms of South 
Korea’s IMF programs. Although South Korea was the third largest 
commercial bank borrower among emerging market countries in the 
mid-1980s ($22 billion in G-5 bank loans in 1985), G-5 commercial 
banks were signifi cantly more exposed to the crises in Mexico   ($51.5 
billion in loans) and Brazil ($46.7 billion)  . This discrepancy in ag-
gregate G-5 fi nancial exposure helps to explain the notable lack of 
urgency in the G-5 executive directors’ statements about the South 
Korean programs of 1983–5, as compared with their view of the 
Mexican loans of 1983–9. It also helps to explain why both the 1983 
and 1985 South Korean SBAs were only one-half the size of Mexico’s 
1983 and 1986 arrangements, in percentage of quota terms. With 
their domestic fi nancial stability less at risk, the G-5 countries were 
less inclined to support large-scale IMF lending than they had been 
in the Mexican case. 

 As with Mexico, G-5 bank lending to South Korea in the 1980s 
was heavily weighted toward the United States   and Japan   (40 per-
cent and 37 percent of total G-5 lending in 1985, respectively), with 
European banks far less exposed. Unlike in Mexico, however, these 
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differences did not lead to sharp cleavages within the executive board 
over the size of South Korea’s loans; rather, support for both the 1983 
and the 1985 programs was clear and uniform among the G-5 execu-
tive directors  . This lack of G-5 confl ict, despite a fairly high degree of 
bank exposure heterogeneity, is probably due to the aforementioned 
fact that South Korea was fi nancially less important than Mexico 
for the Fund’s largest shareholders. That said, the available evidence 
does suggest that G-5 governments’ intensity of support for the South 
Korean arrangements refl ected their relative differences in commercial 
bank exposure: the Japanese   and American   directors lavished praise 
on the South Korean authorities and enthusiastically commended 
the staff’s proposals in 1983, whereas British   and German   offi cials 
worried about South Korea’s high levels of short-term debt and won-
dered whether other countries were more worthy of IMF assistance. 
A similar pattern emerged in the 1985 decision-making process. By 
the mid-1990s, however, South Korea had become signifi cantly more 
important as a debtor to G-5 commercial banks, which held $68.5 bil-
lion in outstanding claims on the South Korean government and South 
Korean private sector institutions. Indeed, only Brazil   ($75.2 billion) 
had borrowed more from G-5 commercial banks by the mid-1990s, 
while the banks’ exposure to Mexico ($41.6 billion) lagged signifi -
cantly behind. At the same time, the distribution of G-5 commercial 
bank lending had become much more evenly distributed between the 
fi ve countries: Japanese and American lending now totaled only 55 
percent of total G-5 lending to South Korea (compared to 77 percent 
in 1983), while each of the three European G-5 countries now pro-
vided more than 10 percent of G-5 bank loans. 

 With the G-5 countries all signifi cantly invested in South Korea’s 
fi nancial stability in 1997, none of the Fund’s principals questioned 
whether the country warranted the IMF’s support; its importance 
for both G-5 domestic fi nancial interests and global fi nancial sta-
bility was unquestioned. Therefore, the IMF’s approval of such an 
abnormally large loan for South Korea is not particularly surprising, 
nor is it surprising that the G-5 governments, along with a select 
group of additional countries, pledged $20 billion in “second line of 
defense” fi nancing   as a supplement to the IMF loan. Instead, what 
is noteworthy about the 1997 South Korean case is the direct pres-
sure by G-5 governments on the IMF staff to modify the terms of 
the loan   – specifi cally, to alter the anticipated rollover rate of South 
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Korea’s short-term creditors. Had South Korea been of less impor-
tance to the major creditor countries, it is likely that the negotiations 
between Bijan Aghevli’s   IMF staff team and the Korean authori-
ties in Seoul would have continued – and the December 4 execu-
tive board vote been postponed – once it had become clear that the 
South Korean program was not fully fi nanced. In the event, the Fund 
staff changed their projections of the country’s future fi nancing situ-
ation in order to secure immediate approval of the loan. This episode 
clearly emphasizes the degree to which IMF staff members   operate 
“in the shadow” of the executive board   as they negotiate and design 
lending arrangements. In particular, it suggests that the Fund staff, 
in certain cases, faces pressure to deviate from purely economic cal-
culations in order to meet the political and economic demands of 
the IMF’s largest shareholders. Thus, the South Korean case further 
illustrates the dynamics of the principal–agent relationship   between 
G-5 governments and the IMF staff that lies at the heart of Fund 
policymaking. 

   IMF staff preferences: the importance of borrower 
and lender composition 

 While G-5 preference intensity and heterogeneity strongly infl uenced 
the IMF’s lending behavior in the South Korean cases, changes in 
the composition of South Korea’s international borrowers and lenders   
played an even more prominent role. First, the question of whether 
South Korea’s creditors were banks or bondholders   directly affected 
the expectations of the Fund staff and executive board over the likely 
availability of private fi nancing in the aftermath of an IMF loan. As 
with Mexico, South Korea in the 1980s borrowed internationally 
almost exclusively from G-5 commercial banks: over 95 percent of 
its private external debt   in 1983–5 consisted of syndicated medium-
term bank loans  . With sizeable long-term ties to South Korea and 
each other, the commercial banks were not likely to “cut and run” if 
South Korea faced future fi nancial diffi culties, nor were they likely to 
face serious collective action problems in negotiating debt reschedul-
ing   agreements   if they were needed. As a result, South Korea could 
count on continued access to new private international fi nancing 
to ensure both the success of its IMF programs and its continued 
growth and development. Knowing that South Korea would have 
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little diffi culty in accessing future private fi nancing, both the Fund 
staff and G-5 executive directors   expressed an interest in limiting the 
size of the country’s IMF loans. From the standpoint of the IMF and 
its key decision-makers, South Korea required less Fund assistance in 
order to ensure its short-term and long-term stability than Mexico 
and many other emerging market countries in more serious fi nancial 
straits. Likewise, South Korea’s loans did not require extensive con-
ditionality  , given the country’s relatively modest balance of payments 
problems and its ongoing access to private capital; consequently, the 
two South Korean IMF loans in the 1980s each included only three 
performance criteria  . 

 By the 1990s, however, South Korea’s private external debt   had 
undergone the two key shifts outlined in  chapter 2 . First, sovereign 
bond issues   had largely replaced bank loans as the government’s 
primary source of long-term external debt. Second, in spite of this 
shift in South Korea’s sovereign borrowing, the country as a whole 
remained heavily dependent on bank lending, as South Korean fi nan-
cial institutions and corporations amassed large amounts of private 
non-guaranteed debt in the form of interbank loans  . In fact, more 
than a half (53.2 percent) of South Korea’s overall external debt con-
sisted of private non-guaranteed debt in December 1996. When the 
South Korean government publicly guaranteed these private sector 
debts in August 1997, the country’s external debt profi le began to 
look remarkably similar to that of the Latin American debtor coun-
tries in the 1980s, with sovereign debtors owing most of their debt 
to a very small number of international commercial banks. South 
Korea’s debt composition in 1997 contrasted sharply with Mexico’s 
during the 1994/5 crisis, therefore, in which the Mexican government 
owed the vast majority of its external debt to tens of thousands of 
bondholders   widely distributed throughout the world. 

 These differences in the composition of international capital fl ows 
to South Korea and Mexico had important implications for market 
actors’ behavior during the two crises, which in turn affected the 
IMF’s lending decisions. By and large, Mexico’s  tesobono  bond-
holders   had few long-term ties to the country, and they quickly 
responded to the 1995 IMF program by “bailing out” completely 
from Mexican markets. Although private capital did return to 
Mexico within six months, private creditors played no role in the 
immediate resolution of the Mexican crisis, nor did they attempt to 
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coordinate new lending or debt rescheduling   among themselves. For 
South Korea, by contrast, the majority of the commercial banks had 
extensive long-term interests in the country, even though much of 
their lending consisted of short-term interbank fi nancing    . Although 
the banks – like Mexico’s bondholders   – rapidly pulled their short-
term interbank credits in the immediate aftermath of the December 
4 IMF loan, they very quickly agreed to participate in the revived 
concerted lending process,   which functioned quite similarly to the 
events in the 1983–9 Mexican case. Thus, within three weeks of the 
IMF program’s approval, South Korea’s bank creditors had assem-
bled an updated Bank Advisory Committee   and engaged directly in 
negotiations among themselves and with the South Korean govern-
ment over the terms of a rollover and debt rescheduling. In effect, 
while Mexico’s bondholders “bailed out” in response to the IMF’s 
fi nancing, South Korea’s commercial bank creditors “bailed in” 
  and participated directly in the resolution of the country’s fi nancial 
crisis. 

 These very different reactions of Mexico’s bondholders   and South 
Korea’s bank creditors to the IMF rescue packages clearly factored 
into the Fund staff’s decision about the amount of money it needed 
to commit to each borrower. As a share of short-term debt, both the 
overall Mexican package and the IMF lending component were sig-
nifi cantly larger (approximately 150 percent and 50 percent, respect-
ively) than those offered to South Korea (about 45.5 percent and 
20 percent, respectively) – differences that refl ect a more pessimis-
tic assessment by the IMF staff about the likely response of private 
international creditors to a Fund program. With no expectation that 
Mexico could avoid a default by quickly accessing new private fi nan-
cing, the Fund saw the need to fi ll the country’s “fi nancing gap” with 
a very large rescue package. In South Korea, by contrast, the Fund 
was confi dent that the commercial banks – despite closing out their 
short-term interbank lending positions – would resume lending to the 
South Korean government in the medium term. Within a few weeks 
of the December 1997 loan the Fund’s optimism was vindicated, as 
the banks reversed their capital fl ight through the aforementioned 
rollover and debt–equity swap agreements. By March 1998 the banks 
had agreed to “bail in” for the long term through debt rescheduling   
and the provision of new money, and South Korea’s recovery from 
the crisis had begun.   
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    Evidence for alternative explanations of IMF lending 

  Macroeconomic conditions 

 As with Mexico, the majority of the IMF staff’s attention, as well 
as the dominant share of the executive board’s concerns, focused on 
South Korea’s economic performance and external fi nancing needs. 
Clearly, one reason South Korea’s IMF loans in the 1980s were 
smaller than Mexico’s was the stark difference in the countries’ eco-
nomic situations: South Korea’s external debt to GDP and debt to 
exports ratios were signifi cantly lower than Mexico’s, and the South 
Korean government held twice the level of foreign exchange reserves 
(see tables 4.3 and 5.1). Simply put, South Korea needed less money 
from the Fund in the 1980s because its debt problems were less severe 
than those of Mexico. Likewise, the IMF prescribed less extensive 
conditionality  , since South Korea required less extensive policy ad-
justment in order to redress its balance of payments problems. 

 While macroeconomic conditions may explain much of the variation 
in IMF lending to Mexico and South Korea in the 1980s, however, 
they cannot explain the massive change in the size of South Korea’s 
loans between 1983–5 and 1997. For example, in 1997 South Korea’s 
ratio of external debt to GDP was 25 percent, only slightly higher than 
in 1983–5 (20.6/23.7 percent), and its ratio of debt service to exports 
had actually fallen sharply from 21.6/22.8 percent to 8.2 percent.  88   If 
the IMF was making its decisions based purely on macroeconomic cri-
teria, such as external debt levels and budget defi cits, then we should 
have observed South Korea receiving a similarly modest loan in 1997 
(as it did in the 1980s), rather than a massive package equal to 19.4 
times quota. Thus, although macroeconomic considerations undoubt-
edly factored into the IMF’s decision-making calculus in the South 
Korean cases, other variables – including patterns of fi nancial global-
ization   – must also be taken into account in order to understand and 
explain variation in the size and terms of these loans. 

    US geopolitical interests 

 Even more so than Mexico, South Korea represents a critical or “most 
likely” case for geopolitical theories of IMF lending, which emphasize 

  88     World Bank ( 2006 a).  
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the United States’ strategic interests as the primary determinant of 
Fund policies. To the extent that American strategic concerns do 
affect IMF behavior, they should have played a major role in the South 
Korean context, given the extensive US military presence in the coun-
try and the ongoing division of the Korean peninsula  . Once again, 
however, the balance of evidence does not support this theory, even 
though it remains prominent in both the academic and policy litera-
tures. Despite the continued presence of large American troop place-
ments in South Korea in the 1990s, direct US military aid to the South 
Korean government had ceased by 1994. In fact, the relationship 
between US geopolitical interests and the size of South Korea’s IMF 
loans is exactly the opposite of that anticipated by the geopolitical 
explanation: in 1983–5, when South Korea received loans of “normal” 
size, the United States provided roughly $200 million per year in mili-
tary assistance; by 1997 this aid had declined to zero. Although some 
sources describe US foreign policy offi cials (e.g. the Secretary of State, 
Madeleine Albright,   and members of the   National Security Council) 
stressing the need to support South Korea for geopolitical reasons, there 
is no evidence that any of the major G-5 or IMF fi nancial policymak-
ers took these concerns seriously.  89   In his press conference following 
the December 4 program announcement, the IMF fi rst deputy man-
aging director, Stanley Fischer,   dismissed the importance of US–South 
Korean strategic ties. Asked whether he thought the Americans should 
provide more bilateral money because of the United States’ geopol-
itical ties to South Korea, he demurred: “Perhaps, but I don’t have 
any sense that that’s a major factor in this crisis.”  90   Likewise, Robert 
Rubin   downplayed the importance of geopolitics in the United States’ 
or the IMF’s handling of Korea: “South Korea was a crucial military 
ally … [O]ne fear was that instability would create an opportunity for 
North Korea to do something provocative. But what I think troubled 
us most was a different kind of unknown, namely the potential risk to 
the world’s fi nancial system.”  91   Once again, this lack of public state-
ments about the importance of geopolitics in IMF decision-making 
may simply be a mask concealing the underlying preferences of the 

  89     Rubin and Weisberg ( 2003 ).  
  90     Press conference of Stanley Fischer, fi rst deputy managing director, 

International Monetary Fund, December 5, 1997, 8:35 a.m., IMF Meeting 
Hall B, Washington, DC (www.imf.org/external/np/tr/1997/tr971205.htm).  

  91     Rubin   and Weisberg   ( 2003 , 230); Blustein ( 2001 , 138).  
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key actors involved. The failure to fi nd clear, defi nitive support for 
this view in either the available primary or secondary resources casts 
signifi cant doubt on its merits as a generalizable explanation of IMF 
lending, however  . 

 Ultimately, as in the Mexican cases, geopolitical theories of IMF 
behavior perform poorly   in explaining variation in the size and terms 
of South Korea’s IMF loans in the 1980s and 1990s. The case studies 
highlight two reasons why this may be the case. First, the geopolitical 
approach lacks clear micro-foundations linking the interests of the 
key actors involved in Fund decision-making to IMF lending policies. 
Moreover, it requires us to believe that the extensive archival and 
secondary evidence showing IMF policymaking to be driven largely 
by economic and fi nancial factors is merely a “cover” or smokescreen 
for underlying US strategic interests. Although this interpretation of 
events may be plausible, it seems improbable given that neither the 
IMF staff nor the key G-5 governmental offi cials involved in Fund pol-
icymaking (e.g. fi nance ministry and central bank offi cials, executive 
directors  ) appear to have taken these geopolitical concerns seriously 
in either the Mexican or South Korean cases. Rather, the focus of 
these decision-makers remained fi rmly directed toward the domestic 
and international fi nancial implications of the two countries’ balance 
of payments problems. Second, this view of IMF lending is further 
weakened by the fact that American strategic interests in Mexico, 
South Korea, and other countries deemed geopolitically important 
(e.g. Turkey  , Russia  ) have not varied signifi cantly over the last twenty 
years. Instead, the United States’ strategic interests in Mexican and 
South Korean political stability have remained fi xed, constant goals 
of all American presidential administrations since the early 1980s, 
even in the aftermath of the Cold War. Even if geopolitical interests 
did factor into the IMF’s decision-making calculus in South Korea 
and Mexico, therefore, these concerns cannot really explain the sub-
stantial variation in Fund lending to the two countries over time. 

 Finally, in addition to weakening the case for a geopolitical view 
of the IMF, the South Korean case provides further evidence that the 
United States does not exercise unilateral control over Fund decision-
making  . As in the Mexican cases, all G-5 governments, as well as 
the IMF staff, had extensive input in the Fund lending process. Once 
again, South Korea’s experience with the IMF illustrates that Fund 
policymaking is a collective enterprise, in which a select group of 
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states exercises disproportionate infl uence over outcomes but no 
single actor enjoys complete control over the process. Although the 
US government clearly played a central role in formulating the Fund’s 
response to South Korea’s fi nancial crisis in 1997, so, too, did the 
Japanese and British authorities. Moreover, the IMF staff exercised 
broad autonomy in both 1983 and 1985, as the executive board 
quickly endorsed the two lending arrangements with relatively lit-
tle discussion and few objections to the staff’s proposals. In the end, 
these cases, like the Mexican loans, strongly suggest that scholars 
and policymakers need to discard the persistent stereotypes of the 
IMF – both those that treat the Fund as the United States’ “lapdog” 
  and those that portray its staff as “runaway bureaucrats”   – in favor 
of a more complex but ultimately more accurate view of the Fund as 
an institution whose policies are determined by the common agency   
relationship at the heart of IMF policymaking. 

  Bureaucratic rent-seeking 

 Similarly, the balance of evidence in the South Korean cases offers lit-
tle support for public choice theories that emphasize the rent-seeking 
incentives of IMF staff members  . While the Fund staff did take pri-
mary responsibility for negotiating and designing each of the South 
Korean programs, their proposals were subject to thorough analysis 
and discussion in each of the executive board meetings. In these dis-
cussions, we do fi nd directors periodically questioning the staff’s 
assumptions or expressing skepticism about the likelihood of South 
Korea actually meeting the projected targets of the program. This 
may suggest that the staff’s close relationships with its client coun-
tries drive it toward leniency in program design. Neither the primary 
source documents nor the available secondary accounts of the IMF’s 
involvement in South Korea suggest that the staff’s behavior was infl u-
enced by more selfi sh ulterior motives, however, such as budget maxi-
mization or increasing autonomy. Moreover, there is no evidence that 
the types of variables cited as evidence of bureaucratic rent- seeking – 
e.g. Fund quota reviews  , higher liquidity ratios  , and/or faster growth 
in the size of the staff – had any impact whatsoever on the IMF’s 
treatment of South Korea during the last two decades. Instead, the 
staff appears to have based its calculations and decisions primar-
ily on South Korea’s private debt composition and macroeconomic 
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characteristics rather than its own self-interested career objectives  . 
As noted above, the main exception to this “technocratic” behavior 
in the South Korean case was the recalculation of the country’s fi nan-
cing gap in 1997, in response to pressure from G-5 governments and 
the executive board. Although this episode illustrates the infl uence of 
politics on staff behavior, it does not support the public choice logic. 

    Conclusions 

 Ultimately, the evidence from both the Mexican and South Korean 
case studies fi rmly corroborates the key fi ndings of the earlier statisti-
cal analysis, and it lends further support for the book’s core argument 
and hypotheses. Specifi cally, the data confi rm the critical infl uence 
of changes in patterns of fi nancial globalization   on IMF lending 
decisions. By shaping the preferences of both the “collective prin-
cipal  ” (G-5 governments) and the “agent” (the IMF staff) involved 
in Fund decision-making, changes in the composition of borrowing 
 countries’ private international debt explain a substantial portion of 
the observed variation in IMF loan size and conditionality  . Although 
other economic and political variables also infl uence Fund behavior, 
one cannot explain how and why the IMF makes lending decisions 
without taking into account the diverse ways in which developing 
countries are connected to the global fi nancial system. 

 Nevertheless, the case studies should be viewed as complements 
to the statistical analysis, and we should be careful in drawing too 
many defi nitive conclusions about the political economy of IMF lend-
ing from a close analysis of only two country cases. To assess fully 
the role of private debt composition (and other variables) on specifi c 
Fund lending decisions, additional case studies are clearly necessary. 
In particular, one might imagine that geopolitical factors play a more 
prominent role in some cases, such as Russia   and Turkey  , in which 
political instability and ongoing military confl icts are key issues, or 
in smaller countries of particular historical importance to certain 
G-5 members (e.g. north Africa and France  , the United Kingdom   and 
its former colonies). Similarly, the Fund’s behavior may have been 
less infl uenced by G-5 governments in less “systemically important” 
countries, such as Ecuador   and the Philippines, that also borrowed 
from the IMF at the same time as Mexico and South Korea; in these 
cases, we might fi nd stronger evidence in support of the public choice 
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theory of IMF lending. Nonetheless, the empirical evidence pre-
sented in this book clearly indicates that variation in IMF lending in 
the contemporary world economy has been driven primarily by two 
key factors: the intensity and heterogeneity of G-5 domestic fi nancial 
interests and the Fund staff’s expectations about market actors’ fu-
ture behavior. Each of these factors is, in turn, infl uenced by changes 
in the composition of international capital fl ows. The quantitative 
evidence and the qualitative evidence thus both lend strong support 
to the book’s core argument and hypotheses.        
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   Global fi nance and the political economy of IMF lending

    How and why does the IMF make lending decisions, and why do its 
policies vary so widely over time and across cases? In this book, I have 
challenged existing explanations of the political economy of IMF lend-
ing and developed a new analytical framework for understanding and 
explaining variation in Fund lending policies. Drawing on principal–
agent theories of international institutions  , I developed a “common 
agency”   theory of IMF policymaking, in which two key actors – the 
Fund’s largest member states (the “collective principal  ”) and the IMF 
staff (the “agent”) – jointly determine lending decisions. This framework 
emphasizes that states and Fund bureaucrats both exercise  partial, but 
incomplete, authority over IMF decision-making. Therefore, we must 
account for variation in both actors’ preferences in order to explain dif-
ferences in the size and terms of IMF loans. Furthermore, the common 
agency approach highlights the importance of preference heterogeneity   
among the Fund’s largest shareholders, the “G-5” countries (the United 
States, the United Kingdom, Germany, Japan, and France), which col-
lectively exercise de facto political control over the IMF. 

 Drawing on this common agency framework,  chapter 2  developed 
the core logic underlying the book’s central claim: that changes in 
patterns of fi nancial globalization   are the key determinant of vari-
ation in the IMF’s lending policies. By shaping the preferences of G-5 
governments and the IMF staff alike, shifts in the composition of 
private international capital fl ows have led to substantial variation in 
Fund loan size and conditionality  . In particular, three critical types of 
variation in private international debt composition infl uence IMF lend-
ing behavior: (1) the amount and distribution of lending by commercial 
banks in the G-5 countries; (2) whether international lenders to a par-
ticular developing country are commercial banks or bondholders; and 
(3) whether developing country borrowers are sovereign governments 

     6     Conclusions   
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or private fi rms.   These variables enable us to specify the intensity and 
heterogeneity of G-5 governments’ preferences over IMF lending, as 
well as the Fund staff’s expectations about the potential catalytic effect   
of a Fund loan on future private capital fl ows. 

 In  chapters 3  to  5 , I subjected this theory and its hypotheses to 
intensive empirical testing using a combination of quantitative and 
qualitative analysis. In both the statistical analysis and the case stud-
ies, I found clear evidence that the intensity and heterogeneity of G-5 
 domestic fi nancial interests are key determinants of IMF lending poli-
cies. Specifi cally, variation in the amount and distribution of G-5 com-
mercial bank exposure   has had signifi cant effects on both IMF loan 
size and conditionality   during the last two decades. Moreover, the 
relationship between these variables is conditional and interactive: G-5 
preference heterogeneity   matters most in cases in which the preferences 
of the Fund’s principals, as a group, are most intense. In contrast, in 
countries of less fi nancial importance to the G-5, the IMF staff exer-
cises greater autonomy   (“agency slack”), and its own preferences carry 
greater weight in the Fund decision-making process. These results sug-
gest, as I have argued, that the IMF’s lending decisions are strongly 
infl uenced by the domestic fi nancial interests of its most powerful 
member states. When the G-5 countries’ commercial banks are highly 
exposed to a given borrowing country, their governments will be more 
willing to tolerate the moral hazard costs of large-scale IMF lending 
in order to protect their own domestic fi nancial interests. Conversely, 
when the G-5 countries have few fi nancial ties to a borrowing country, 
they will be more reluctant to commit IMF resources. Moreover, when 
they do support IMF loans within the executive board in these latter 
cases, the G-5 countries will demand more extensive conditionality in 
order to limit the moral hazard costs associated with Fund lending. 

 These fi ndings are evident not only in the time-series cross- sectional 
data but also in the case studies. Indeed, in both the Mexican and 
the South Korean cases, relative differences in G-5 bank exposure 
translated into disagreements between G-5 executive directors   over 
the size and terms of these countries’ IMF loans. While the Fund 
did approve large-scale loans in each instance for Mexico and South 
Korea, the less enthusiastic G-5 governments succeeded in delay-
ing some fi nancing (e.g. the 1989 augmentation for Mexico) rather 
than disbursing credit immediately. Moreover, both the Mexican 
loans and the 1997 South Korean package contained substantial 
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conditionality, much of which was aimed at alleviating the moral 
hazard concerns of the less sympathetic G-5 governments.

  In addition, the data also support my hypotheses linking variation 
in the identity of borrower countries’ private international lenders 
(banks versus bondholders) and borrowers (governments versus pri-
vate fi rms) to IMF lending decisions. These variables, as discussed 
above, primarily shape the Fund staff’s expectations about market 
actors’ responses to an IMF program. Specifi cally, they determine the 
extent of private creditors’ collective action problems  , and, therefore, 
the likelihood that these lenders will respond to an IMF loan by pro-
viding new (catalytic  ) fi nancing of their own to a borrowing coun-
try. As discussed thoroughly in  chapter 2 , collective action problems 
among private international creditors are greater in cases of bond 
fi nancing and non-sovereign lending than in episodes of sovereign 
bank lending  . In these cases, the Fund staff will therefore propose 
larger loans with more extensive conditionality  , in an attempt to alle-
viate international creditors’ concerns about a country’s future abil-
ity to service its debt, and to convince them to “bail in” rather than 
“bail out” in response to an IMF loan. Furthermore, conditionality 
in bond fi nancing and non-sovereign lending cases is more likely to 
be “front-loaded” in the form of prior actions   (rather than imposed 
 ex post  as performance criteria), in order to send as strong a signal as 
possible to international creditors of a country’s future creditworthi-
ness. The statistical analysis in  chapter 3  provides clear support for 
this connection between staff expectations about catalytic fi nancing 
and variation in private international debt composition. In particular, 
there is robust evidence that the extent to which a country depends 
on international bond fi nancing as opposed to commercial bank lend-
ing is a major determinant of both IMF loan size and conditionality. 
This fi nding is supported further by the strong evidence in  chapter 4  
linking the shift in Mexico’s international lenders   (from commercial 
banks to tesobono bondholders  ) to the extraordinary size of its IMF 
loan in 1995. 

 Although the evidence linking the shift from sovereign lending to 
non-sovereign (i.e. private non-guaranteed) capital fl ows is more lim-
ited, the South Korean case study in  chapter 5  highlights the import-
ance of non-sovereign lending in some IMF lending cases. Indeed, had 
South Korea’s bank lending in 1997 consisted only of medium-term 
syndicated commercial bank lending to the South Korean government, 
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it is unlikely that the banks would have pulled out of the country to 
the extent that they did in December 1997. In the event, the banks’ 
exposure consisted nearly entirely of short-term lending to the South 
Korean chaebol     and private fi nancial institutions, and they contin-
ued to call in their loans and leave the country even after the IMF 
approved the stand-by arrangement on December 4. In the absence of 
the  coordinating mechanisms and longer time horizons that existed 
in syndicated sovereign lending, South Korea’s private non-guaran-
teed bank creditors behaved much like Mexico’s tesobono bondhold-
ers: they “cut and run” at the fi rst opportunity  . Ultimately, the banks 
reversed course, in late December and early January, only once three 
events had occurred: (1) the IMF had increased its commitment to 
South Korea, and G-5 governments had replaced the vague “second 
line of defense”   pledge with fi rmer bilateral commitments; (2) G-5 
offi cials had enlisted William McDonough   and pressured the largest 
commercial banks into assembling an ad hoc creditors’ committee; 
and (3) the South Korean government had offered to swap the pri-
vate non-guaranteed debt for new sovereign bonds. In other words, the 
1997 South Korean crisis   was not resolved until the IMF had provided 
more extensive fi nancing and the country’s private external debt had 
been transformed from short-term, private–private debt into 1980s-
style long-term sovereign lending. Thus, while the large-N statistical 
evidence linking variation in IMF lending to the shift from sovereign 
lending to private–private capital fl ows is mixed, this change in pat-
terns of fi nancial globalization   has played a critical role, as expected, 
in some recent and important cases – most notably in South Korea and 
other countries affected by the Asian fi nancial crisis   (e.g. Thailand  , 
Indonesia  ).    

  Assessing the alternatives 

 In the empirical analysis, I not only tested my hypotheses about the 
relationship between patterns of fi nancial globalization   and IMF 
lending but also sought to gauge the relative explanatory power of 
this argument against competing explanations of IMF behavior. Not 
surprisingly, the analysis reinforced the fi ndings of past studies that 
a borrowing country’s macroeconomic and external debt character-
istics are important factors determining the nature of the “deal” it 
receives from the IMF. Indeed, both the statistical analysis and the 
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case studies highlight the importance of country-specifi c economic 
variables in shaping the views of G-5 governments and the IMF staff 
over the liquidity/moral hazard trade-off facing the Fund as it makes 
lending decisions. The data suggest at least two reasons, however, 
why these factors (e.g. country size, external debt ratios, economic 
growth, reserve levels) are necessary but not suffi cient determinants 
of IMF lending variation. First, it is very diffi cult to ascertain whether 
a country faces problems of solvency or liquidity just by looking at 
broad macroeconomic indicators. Quite simply, there is no clear cut-
off point along any macroeconomic or external debt metric at which 
a country can be deemed insolvent. Rather, in weighing the liquidity/
moral hazard trade-off  , the IMF staff also needs to consider how a 
loan will affect market actors’ behavior, which in turn depends on the 
composition of a borrower’s external debt. Thus, two countries with 
identical ratios of external debt to GDP and debt service to exports 
may not be equally “solvent” if the composition of their private inter-
national creditors – and therefore the likelihood that those creditors 
will provide new fi nancing in the aftermath of an IMF loan – differs 
as a result of changes in patterns of fi nancial globalization. 

 Second, country-specifi c macroeconomic and external debt indi-
cators tell us little about the politics of the IMF decision-making 
process. In particular, they do not shed much light on the relative 
importance of a given borrowing country for the Fund’s G-5 polit-
ical principals. As my research illustrates, these countries’ domestic 
fi nancial interests play a critical role in shaping the IMF’s lending 
policies. Therefore, while country-specifi c economic indicators give 
us a sense of the severity of a country’s fi nancial diffi culties, they tell 
us very little about whether or not the IMF’s key member states will 
fi nd it in their domestic interests to support an IMF loan to alleviate 
these problems. In short, purely economic indicators, by themselves, 
cannot explain the outcome of an inherently political process such as 
IMF lending. 

 In addition to highlighting the limits of wholly economic views of 
IMF lending, this book also casts doubt on alternative political the-
ories of the Fund. As noted above in  chapters 4  and  5 , I fi nd scant 
evid ence that US geopolitical interests systematically affect IMF 
 policymaking  . Neither the quantitative analysis nor the case studies 
in this book suggest that countries are more likely to receive IMF bail-
outs (larger loans on more lenient terms) because of geostrategic ties 
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to the United States. Given that Mexico and South Korea are both 
critical geopolitical allies of the United States, the absence of evi-
dence that geopolitical and/or foreign policy concerns played a key 
role in shaping Fund lending decisions in these cases casts serious 
doubt on the merits of such views of IMF policymaking. Although 
realist   scholars of international relations continue to assert that the 
IMF is simply another avenue through which the United States pur-
sues its global strategic interests, the balance of evidence points far 
more convincingly toward a political economy view of Fund lending 
that emphasizes fi nancial interests. In fact, it is only when American 
“strategic” or “geopolitical” interests are construed in the broad-
est possible terms – terms that subsume economic or fi nancial ties 
between the United States and a given country under the umbrella 
of  geopolitics – that one can infer a systematic relationship between 
these factors and IMF policies. In contrast, once the concept of geo-
political ties is translated into concrete empirical measures (e.g. bilat-
eral military and economic aid, UN voting affi nity), one fi nds very 
little evidence that these factors play an important role in shaping 
IMF decision-making.  1   

 Similarly, the analysis offers only limited support for public choice 
theories that emphasize the rent-seeking behavior of Fund staff 
members   as the key determinant of IMF lending policies. The stat-
istical results suggest that the variables identifi ed by these theories 
as important factors infl uencing Fund lending decisions (e.g. IMF 
quota reviews, the Fund’s liquidity ratio)     have little or no substantive 
effect on the size and terms of Fund loans. Moreover, the case stud-
ies of South Korea and Mexico offer little evidence in support of the 
public choice view of IMF policymaking. To some extent, this lack 
of empirical support is not surprising: uncovering concrete proof of 
“agency slack”   in principal–agent relationships is notoriously diffi -
cult, as the agent is unlikely to admit publicly to such behavior even 
if he or she is engaging in it.  2   Nevertheless, the fact that the variables 
identifi ed by public choice scholars as key indicators of bureaucratic 
rent-seeking were rarely cited in the IMF staff reports, the executive 

    1     The statistical analysis does suggest that the heterogeneity of G-5 UN voting 
affi nity   is a determinant of some IMF loan characteristics. This measure lends 
further credence to the common agency model, however,   rather than theories 
privileging the United States as the Fund’s sole political principal.  

  2     Hawkins    et al . ( 2006 ).  
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board minutes, or the reliable secondary sources suggests that other 
economic and political factors play a far more signifi cant role in shap-
ing IMF lending decisions. 

 Ultimately, the notable lack of support for these alternative polit-
ical economy explanations of IMF lending may be the result of their 
attempts to identify a single actor or group (e.g. the United States, 
the IMF staff) as the sole key player in IMF policymaking. As I have 
argued repeatedly in this book, such an approach has severe limita-
tions, since it fails to take into account the complex principal–agent 
relationship   between the Fund’s member states and the IMF staff. 
This relationship, which is best characterized by a collective principal   
or common agency model  , gives both powerful states and the IMF 
staff partial infl uence – but not total control – over Fund lending pol-
icies. Consequently, the IMF is neither the servant of the United States 
(or other G-5 governments) nor the autonomous master of its own 
destiny. In other words, neither the “lapdog”   nor the “runaway bur-
eaucrat” view of the IMF accurately portrays the dynamics of Fund 
policymaking. By attempting to specify the extent to which each of 
these actors infl uences IMF decision-making, as well as how this var-
ies over time and across cases, this book has attempted to provide a 
more complex, but ultimately more accurate, framework for explain-
ing the behavior of the IMF in the contemporary global economy. 

   Applicability to additional cases 

 Although the statistical analysis provides strong evidence that the 
book’s argument holds across the full range of IMF lending cases 
covering the last two decades, the case studies focus on only two of 
many recent fi nancial crises in which the IMF has been involved. 
Furthermore, since most IMF archival documents become available 
only when a ten-year period has elapsed, the Mexican and South 
Korean case studies necessarily end in the late 1990s. This raises the 
important empirical question of whether the argument presented in 
this book helps us to understand and explain specifi c IMF lending 
decisions in additional, more recent cases. Although more detailed re-
search is essential to answer this question fully, an initial plausibility 
probe seems promising. 

 For example, the book’s argument helps to explain the IMF’s 
 treatment of Argentina   and Brazil   during their last period of fi nancial 
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crises from 1998 to 2003. Over this period Argentina received four 
IMF loans, ranging in size from 1.36 times quota (1998) to 5.26 times 
quota (2003). These loans included a relatively modest number of per-
formance criteria (four to six), but they also included a substantial 
number of additional conditions (four to nineteen).  3   Similarly, Brazil 
received three loans during this period, ranging in size from four times 
quota (2001) to 7.52 times quota (2002). As in the case of Argentina, 
these loans contained a fairly standard number of performance cri-
teria (fi ve to seven), but also included a large number of additional 
conditions (six to fourteen). In both cases, these IMF loans were sub-
stantially larger and contained more conditions than those the two 
countries received during the Latin American debt crisis of the 1980s. 

   As expected, this outcome appears to refl ect changes in the com-
position of international capital fl ows. In both Argentina and Brazil, 
shifts in the 1990s from sovereign bank lending to bond fi nancing 
and private non-guaranteed debt exacerbated international creditors’ 
collective action problems, thereby increasing the IMF’s concerns 
about the availability of catalytic fi nancing. In the 1980s Brazil   and 
Argentina’s   external debt     consisted almost exclusively of sovereign 
bank lending; bond fi nancing and private non-guaranteed fl ows were 
extremely small in both cases. As in South Korea and Mexico, the G-5 
countries had signifi cant and relatively evenly distributed exposure 
to both countries in this period, although Brazil was of substantially 
greater importance.  4   Although G-5 bank exposure remained high 
in both cases during the 1998–2003 period, these countries also 
owed extremely large amounts of both bond debt and private non-
guaranteed debt: bondholders   held 83.2 percent of Argentina’s pri-
vate external debt in 2001    , and 38.6 percent of Brazil’s debt, while 
private non-guaranteed fl ows – once again, largely in the form of 
interbank lending – comprised 28.2 percent of Argentina’s private 
external debt and 63.8 percent of Brazil’s    . In light of these changes 
in the composition of capital fl ows to Argentina and Brazil, we can 
make sense of the substantial increase in the size of these countries’ 
IMF loans, as well as the increase in the number of conditions they 

  3     See appendix 1.  
  4     G-5 bank exposure to Argentina in 1987 ($22.1 billion), for example, was 

similar to that of South Korea in 1985 ($22 billion), while exposure to Brazil 
in 1988 ($55.9 billion) closely mirrored that of Mexico in 1986 
($51.6 billion).  
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included from 1998 to 2003. Rather than providing more modest 
IMF loans with a relatively limited number of conditions, as in the 
1980s, the Fund now engaged in extremely large-scale lending and 
imposed more substantial conditionality   in an effort to persuade a 
more heterogeneous, disaggregated group of creditors to provide new 
lending to Brazil and Argentina  . 

 This growing concern about the availability of catalytic fi nancing 
stemming from changes in the composition of international capital 
fl ows also sheds light on a number of other recent high-profi le IMF 
lending decisions. For example, a focus on patterns of fi nancial global-
ization   helps to explain the magnitude of Thailand’s 1997 loan   dur-
ing the Asian fi nancial crisis   (5.05 times quota). With 23.1 percent of 
Thailand’s debt held by bondholders   and 88.4 percent held by private 
non-guaranteed lenders (primarily interbank creditors), the prospects for 
catalytic fi nancing were limited, thereby necessitating large-scale IMF 
lending. Similarly, the Fund’s very large loan (6.9 times quota) in 2002 
to Uruguay   – a small country of relatively little importance to either the 
global fi nancial system or the Fund’s G-5 principals – can be understood 
as a further attempt to trigger a catalytic effect on private capital fl ows. 
Since the vast majority of Uruguay’s private external debt   (81.7 percent) 
was held by heterogeneous, disaggregated bondholders, the outlook for 
catalytic fi nancing was bleak, and the Fund’s large loan and extensive 
conditionality   (twenty-two conditions, including eleven performance 
criteria and three prior actions) are best understood as a signal to private 
creditors of Uruguay’s future stability and creditworthiness. 

 Finally, exploring additional cases also highlights the continued 
importance of preference heterogeneity   among G-5 governments. In 
particular, it helps us to understand the lack of sizeable loans in cases 
in which we might not otherwise expect this outcome. For example, 
the relatively modest loans provided to Russia   and most central and 
eastern European   countries (CEECs) throughout the post-Cold-War 
period can be interpreted as a result of the substantial unevenness of 
G-5 domestic fi nancial interests. In these countries, German banks 
generally held between 60 and 90 percent of total G-5 bank exposure, 
  while the remaining G-5 countries held very little CEEC debt dur-
ing the 1990s and 2000s. Consequently, the German government had 
strong, vested interest in these countries’ fi nancial stability, while its 
G-5 counterparts were more concerned with the moral hazard conse-
quences of IMF lending. 
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 In sum, although we must be cautious about inferring too much 
from this brief perusal of additional specifi c lending cases, there is 
good reason to believe that the theory developed in this book holds 
substantial explanatory power. Future research – particularly studies 
that take full advantage of the archival evidence soon to be available 
for the IMF’s loans over the last decade – will allow more complete 
and rigorous tests of the common agency framework and its hypoth-
eses in these more recent cases of IMF lending. 

   Future research: the IMF and the politics 
of international fi nance 

 While the data do provide very strong support for my argument, this 
book has also identifi ed several unanswered questions that suggest 
the need for future research on both the political economy of IMF 
lending and, more broadly, on the politics of international fi nance. 
First, more work analyzing the substantive content of IMF condition-
ality   is clearly warranted. The results here identify factors infl uencing 
Fund conditionality in broad terms, but additional research is needed 
to understand fully how and why specifi c policy targets – rather than 
the number of conditions – are included in IMF loans. In particular, 
future research needs to focus on explaining the conditions under 
which the IMF imposes “structural” (microeconomic) conditionality 
on its borrowers rather than simply including the standard macroeco-
nomic performance criteria that most often appear in its programs  . 
In addition, future work should also seek to identify the extent to 
which different types of conditionality (e.g. prior actions versus per-
formance criteria) are more (or less) successful in generating catalytic 
effects on private capital infl ows  . 

 Second, a potential implication of my argument linking patterns of 
fi nancial globalization   to IMF lending behavior is that private cred-
itors will, over time, shift their international lending toward the types 
of debt most likely to be “bailed out” by the IMF, whether because 
of G-5 domestic fi nancial interests or staff concerns about catalytic 
fi nancing. This logic would suggest a further shift away from bank 
lending and toward bond fi nancing  , as well as a shift from sovereign 
to non-sovereign debt  . To some extent, this is exactly what we have 
seen in international capital markets, as bond issues and short-term 
interbank lending from G-5 commercial banks to emerging market 
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private fi nancial institutions have grown markedly in recent years.  5   
Whether or not IMF lending has played a causal role in this new 
change in private international debt composition is an open empirical   
question worthy of future research. 

 Third, and more broadly, this book also points to the need for 
further research on the dynamics of public–private interaction in 
global governance  . As the politics of IMF lending illustrate, ten-
sions between states, international institutions  , and global markets 
are a hallmark of the modern international political economy  . This 
 increase in public–private interaction in the global economy is not an 
IMF-specifi c phenomenon, however. Rather, public authorities and 
market actors are increasingly cooperating with each other to set, 
implement, and enforce the rules of global governance. For example, 
one important area in which public–private interaction has advanced 
signifi cantly is international fi nancial regulation.    6     Both at the 
regional (e.g. European Union  ) and international levels (e.g. the Basel 
Committee on Banking Supervision  ), supranational and national 
authorities have increasingly sought the active involvement of private 
actors in the establishment and implementation of rules and stand-
ards governing international capital fl ows. Nevertheless, the extent 
to which private actors have a seat at the international policymaking 
table varies widely across issue areas. In some cases international 
cooperation remains entirely the domain of states and supranational 
bureaucrats, whereas in others private actors themselves cooperate 
completely independently of political authorities. Understanding pri-
vate actors’ changing roles in global fi nancial governance – and what 
effects these have on policy outcomes – is a critical next step toward 
a more comprehensive understanding of contemporary international 
relations. 

 At the same time, this book reminds us that, in many ways, 
nation-states remain the most critical and powerful players in glo-
bal fi nancial governance  .  7   In addition, it highlights the fact that the 
 distribution of power in the international system continues to matter 

  5     Dobson   and Hufbauer    ( 2001 ).     6     Mosley   ( 2005 ); Singer   ( 2007 ).  
  7     On the central role of states in managing the development of the international 
fi nancial system in the post-Bretton-Woods era, see Helleiner   ( 1994 ). See 
Eichengreen   and Kenen   ( 1994 ) for a similar discussion of the Bretton Woods 
period. For a more forward-looking analysis focused on United States 
policies, see Steil   and Litan   ( 2006 ).  
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in the international political economy  .  8   Indeed, a core fi nding of this 
book is that a small group of powerful states, the G-5 countries, con-
tinues to enjoy a privileged position within the IMF, and Fund loans 
have clearly refl ected the intensity and heterogeneity of these states’ 
preferences. This fi nding raises the question of whether or not these 
countries’ infl uence is the same within other international  fi nancial 
institutions, and why this might vary over time and across cases. A 
detailed analysis of policymaking within the World Bank  , the Bank 
for International Settlements  , and other institutions (e.g. the European 
Central Bank  ) would shed valuable light on this important empirical 
question. 

 Finally, although the analysis presented in this book focuses on IMF 
policymaking in the last twenty years, my fi ndings also suggest the 
need for further research on the historical political economy of inter-
national fi nance. Financial crises and policies to manage and resolve 
them have been a staple of the world economy for centuries, and the 
central dilemma facing the key actors involved in IMF policymaking 
since the 1980s – the trade-off between liquidity and moral hazard   – is 
no different from that confronting states and private actors in glo-
bal markets during earlier eras, including the nineteenth century, the 
interwar years, and the Bretton Woods era  . Although the IMF has 
existed only since 1944, major creditor countries cooperated to pro-
vide emergency fi nancing to countries during fi nancial crises and to 
seek private creditor participation in debt rescheduling   in each of these 
eras. Moreover, the composition of capital fl ows to sovereign borrow-
ers varied widely during each of these periods as well. By highlighting 
the importance of changes in the amount, instruments, and maturity 
of private international capital fl ows for the management of fi nancial 
crises, this book points the way toward a strategy for understanding 
the politics of global fi nancial governance in previous historical eras. 

   Broader implications: international political economy   and 
international cooperation 

 Beyond its importance for our understanding of the IMF and glo-
bal fi nancial governance, this book has important implications for 

  8     Kirshner   ( 1997 ); Andrews   ( 2006 ).  
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our theoretical understanding of international political economy   and 
international organizations  . First, it demonstrates that international 
relations scholars need to consider the political and economic interests 
of multiple actors in order to understand the dynamics of contempor-
ary international cooperation  . Theories of international institutions  , 
in general, have too often identifi ed a single factor (e.g. interstate 
strategic interaction, domestic politics within powerful states, the 
behavior of supranational bureaucrats) as “the” critical determinant 
of international relations behavior. While these one-dimensional the-
ories are parsimonious  , they simply do not refl ect the complexities of 
the contemporary international political economy  , in which states, 
private actors, and supranational bureaucrats all play important 
roles in shaping patterns of global governance. As this study illus-
trates, the IMF is not simply an unaccountable international insti-
tution controlled by its staff, nor is it completely beholden to the 
interests of its most powerful member state(s). Rather, both states 
and the IMF staff directly infl uence Fund decision-making and pol-
icy outcomes. At the same time, we cannot understand these actors’ 
interests and the IMF’s decisions without also taking into account 
how these policies affect the subsequent behavior of private actors in 
world fi nancial markets. Ultimately, the essential task facing inter-
national political economy scholars today is to identify the  condi-
tions under  and the  extent to which  each of these actors and interests 
affects policymaking within international organizations, rather than 
arguing over whether they matter at all. 

 Second, my research also sheds light on the complex relationship 
between domestic politics and international cooperation  . Specifi cally, 
it illustrates how institutional design   choices within international 
organizations are an important mediating factor between member 
states’ domestic interests and the actions of international institu-
tions  . The rules and structures of policymaking within international 
organizations – particularly, those having to do with voting and per-
manent membership of an institution’s key internal decision-making 
bodies – play a critical role in “locking in” representation of certain 
states’ domestic interests at the international level  . In the case of the 
IMF, the weighted voting rules of the executive board privilege the 
domestic political economy interests of the G-5 countries over those 
of other Fund member states. By contrast, in international organiza-
tions in which other decision rules prevail (e.g. “one state, one vote”) 
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or in which member-state oversight of international secretariats is lim-
ited, powerful states’ domestic economic and political interests are less 
likely to shape policy outcomes. In short, the extent to which domestic 
politics affects international cooperation should vary between different 
international organizations based on the unique design characteristics 
of these institutions. Thus, rather than simply assuming the infl uence 
of the United States and other powerful states in global governance, 
international relations scholars would do well to consider how the 
design of specifi c international organizations fi lters these countries’ 
domestic interests and mediates their infl uence over world politics. 

 Third, my research suggests that we can substantially enhance our 
understanding of international institutions   by studying the actual 
 policies  made by international organizations, rather than restricting 
our focus to the questions of cooperation and institutional design   that 
have dominated the political science literature for the last thirty years  . 
Without a doubt, understanding why and how states cooperate, why 
they choose to delegate authority to international organizations, and 
why these institutions vary in design are critically important ques-
tions – particularly when we are studying newly established institu-
tions or issue areas in which international cooperation remains in the 
nascent stages. In the case of long-standing international organiza-
tions such as the IMF, however, the most important empirical and 
theoretical puzzles have to do with  what  these institutions do – how 
the “rules of the game” are implemented and why this varies – rather 
than why they exist in the fi rst place. Despite three decades’ worth 
of research, contemporary scholars of international institutions   have 
made surprisingly little progress toward resolving these puzzles and 
explaining how institutionalized politics and policymaking actu-
ally operates, on a day-to-day basis, at the international level. As an 
increasing number of international relations scholars move beyond 
questions of cooperation and institutional design to analyze the 
decision-making process of specifi c international institutions, how-
ever, the approach followed here – specifying the actors involved in 
international policymaking and focusing on the variables that affect 
those interests over time and across cases – could prove fruitful. In 
particular, applying this approach to other international institutions   
across a range of issue areas could further our understanding of the 
roles played by states, international bureaucrats, and private actors in 
global governance. 

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.007
https://www.cambridge.org/core


Conclusions 301

 Fourth, this book highlights the utility of common agency   models 
of delegation   for analyzing policymaking within a variety of institu-
tions. For instance, this framework might be applied usefully in the 
domestic context to analyze the extent to which central banks and 
regulatory agencies act independently of their legislative or executive 
principals. Likewise, we might explain variation in the policies of the 
World Bank  , the World Trade Organization  , and other formal inter-
national organizations (e.g. non-economic institutions such as the UN 
Security Council  ) by focusing more closely on preference heterogen-
eity among these institutions’ member states. By treating preference 
heterogeneity as an important explanatory variable, we can generate 
clear, testable hypotheses about the relative infl uence of principals and 
agents in a wide variety of domestic and international institutions  . 

 Finally, and perhaps most importantly, this book speaks to one of the 
enduring core issues in international political economy  : the relationship 
between markets and politics. By exploring the substantial variation in 
countries’ fi nancial ties to the world economy and its implications for 
IMF policymaking, this book builds on and contributes to the extensive 
international political economy literature on the politics of globaliza-
tion  . This literature seeks to understand the ways in which international 
capital mobility   – the free fl ow of fi nance across national borders – infl u-
ences both domestic politics and international relations. At the domestic 
level, scholars have focused primarily on identifying the extent to which 
fi nancial globalization   constrains national governments’ economic pol-
icy autonomy.  9   At the global level, research has focused on the role of the 
international fi nancial institutions and the connection between fi nancial 
globalization and efforts to harmonize national fi nancial regulations.  10   
Despite its many contributions, this literature is beset by a critical weak-
ness: with few exceptions, international political economy scholars 
have treated “capital mobility” or “international fi nancial integration” 
largely as an abstract, monolithic force.  11   From this perspective, inter-
national investors are a nameless, faceless group acting collectively (and 
uniformly) as a constraint on the policies of national governments and 
the international fi nancial institutions alike. 

   9     Mosley   ( 2003 ); Rodrik   ( 1997 ).  
  10     Singer ( 2007 ), Roubini   and Setser   ( 2004 ); Vreeland   ( 2003 ); Simmons   ( 2001 ).  
  11     See Cohen   ( 2002 ) for an overview of the foundational literature in 

international political economy on the political causes and consequences of 
capital mobility. For a notable recent exception, see Mosley   and Singer   (2008).  
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 As this book illustrates, this traditional approach to understand-
ing the political economy of international fi nance paints a mislead-
ing and overly simplistic picture of today’s global fi nancial markets. 
Indeed, it overlooks the complex variation in countries’ fi nancial ties 
to the world economy, as well as the substantial differences between 
cases in the identity of international creditors. My goal throughout 
this book has been to move beyond these existing theories, in order 
to develop and test clear hypotheses about the relationship between 
private international creditors, states, and international organiza-
tions. Rather than seeking evidence for or against broad-brush claims 
about globalization   (e.g. “capital mobility undermines national gov-
ernments’ economic policy autonomy”), this study has searched for a 
more sophisticated – and ultimately more accurate – understanding 
of the infl uence of fi nancial globalization on international politics, as 
well as the ways in which this infl uence varies over time and across 
cases. In the case of the IMF, at least, this approach has substantial 
explanatory power and signifi cantly enhances our understanding of 
the political economy of international fi nance. 

   Policy implications: IMF reform and 
global fi nancial stability 

 While my primary goal in this book is to enhance our scholarly 
understanding of both the IMF and international political economy  , 
my  research also speaks to the ongoing policy debate about the role 
of the Fund in contemporary global fi nancial governance  . As noted 
at the outset of this book, the IMF has been the object of vocifer-
ous criticism in recent years in the industrialized countries and the 
developing world alike.  12   In the developed world, the Fund’s critics 
have assailed both the institution and its policies as misguided and 
ineffective  . These critics, including such prominent fi gures as Joseph 
Stiglitz  , point the fi nger of blame at the Fund’s largest shareholders 
for politicizing IMF lending, and at the Fund staff for misdiagnosing 
the causes of fi nancial crises and imposing “cookie-cutter” programs 
on all borrowers.  13   Developing countries, in contrast, complain that 

  12     See Vines   and Gilbert   ( 2004 ) for an extensive treatment of these critiques.  
  13     Stiglitz ( 2002 ). Stiglitz goes further and disparages the IMF staff as a group 

of “third rank economists from fi rst rate universities,” implying that the 
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the Fund’s conditionality   is too onerous, and they point to their lack 
of voice within the IMF’s decision-making process as evidence that 
the Fund is nothing more than a tool of Western imperialism. Quite 
simply, governments throughout the developing world view the IMF 
as both ineffective and illegitimate, and they are increasingly reluctant 
to seek its fi nancing. In fact, in the decade since the Asian fi nancial 
crisis   in the late 1990s, many emerging market economies, includ-
ing South Korea  , Taiwan  , and India  , have sought to “self-insure” 
themselves against future crises by building up large “war chests” 
of foreign exchange reserves – reserves that will not just discourage 
international investors from engaging in speculative attacks but also 
preclude the need for IMF fi nancing if a crisis does occur.  14   

 The fi ndings of this book help us both to understand the sources of 
this widespread dissatisfaction with the IMF and to assess the merits 
of these critiques. On the one hand, they suggest that there is substan-
tial validity in the charge that IMF policies are heavily biased toward 
the preferences of the United States and other advanced industrial-
ized countries  . As the statistical analysis and the case studies both 
demonstrate, the G-5 countries exercise disproportionate – if not 
overwhelming – infl uence within the Fund’s executive board  , and 
their preferences have been one of the most substantial determinants 
of variation in IMF loan size and conditionality   over the last two 
decades. Thus, to the extent that these countries’ preferences refl ect 
domestic fi nancial interests rather than the interests of borrowing 
countries or the international fi nancial system as a whole, the devel-
oping countries’ charges of unfairness and illegitimacy ring true. 

 On the other hand, I fi nd scant evidence in my research to sup-
port Stiglitz’s   critique of the IMF staff as a group of mediocre 

Fund’s policy mistakes are due, in part, to a lack of suffi cient brainpower 
within the IMF. See Joseph Stiglitz, “What I learned at the world economic 
crisis,”  New Republic , April 17, 2000, and Kenneth Rogoff  , “An open letter 
to Joseph Stiglitz” (http://imf.org/external/np/vc/2002/070202.htm).  

  14     See, for example, Charles Wyplosz  , “The fuss about foreign exchange reserve 
accumulation” (www.voxeu.org/index.php?q=node/182) and Lawrence 
Summers  , “Refl ections on global account imbalances and emerging 
markets reserve accumulation,” L. K. Jha memorial lecture, Reserve 
Bank of India, Mumbai, March 24, 2006 ( www.president.harvard.edu/
speeches/2006/0324 ). Whether these reserves will prove suffi cient in the 
current global crisis – or whether the east Asian countries will once again 
seek IMF assistance – remains an open question.  
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economists blindly imposing identical policies on all countries. First, 
as the Mexican and South Korean case studies document in extensive 
detail, the staff’s recommendations have varied substantially between 
lending cases. Second, this line of criticism is further undermined by 
the wealth of archival evidence documenting the executive board’s 
repeated and universal praise of the IMF staff for its diligence, thor-
ough analysis, and sincere efforts in assisting borrowing countries 
and implementing sound economic policy reforms. Third, the new 
IMF lending data set that is presented and analyzed in this book doc-
uments the extensive variation in the Fund’s choices of loan size and 
conditionality   during the last two decades. The charges of Stiglitz and 
other similar critics   simply do not stand up to the balance of evidence 
presented in this book, therefore. Although the Fund may, indeed, be 
excessively infl uenced by the domestic interests of G-5 governments  , 
it simply has not pursued a “one-size-fi ts-all” lending strategy over 
the last twenty years, nor do the IMF’s failures seem to be the result 
of a lack of brainpower, diligence, or training among the Fund staff. 

 The relative merits of these critiques of the IMF notwithstanding, 
there is widespread consensus in developed and developing countries 
alike that some degree of reform of the Fund, as well as the broader 
“international fi nancial architecture,” is necessary in order to better 
manage and prevent global fi nancial crises in the future. Indeed, in 
the decade since the Asian fi nancial crisis  , policymakers and academ-
ics have advanced a welter of such reform proposals.  15   These propos-
als, many of which remain on the global agenda today as part of the 
discussion concerning international responses to the global credit cri-
sis, fall broadly into three camps: (1) those aimed at “lending reform,” 
or changes in the size, terms, or frequency of IMF loans; (2) those 
seeking “governance reform,” or changes in the Fund’s rules and 
decision-making processes; and (3) those seeking to increase “burden 
sharing” – i.e. to address private creditors’ collective action problems 
and increase the likelihood that market-driven solutions to fi nancial 
crises might be identifi ed and implemented without extensive IMF 
lending. I briefl y assess both the prospects for and merits of several of 
these proposals in light of this book’s analysis and fi ndings.  16   

  15     Eichengreen   ( 1999 ); Kenen   ( 2001 ); Sturzenegger   and Zettelmeyer   ( 2006 ).  
  16     For a comprehensive treatment of the IMF reform debate, see Truman   

( 2006 ).  
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   Lending reform: increasing or restricting IMF lending   

 Although proposals to reform IMF lending policies differ in their spe-
cifi cs, they can be split into two broad groups based on the proponents’ 
views of the liquidity/moral hazard trade-off  . On the one hand, many 
have argued that the IMF, as currently constituted, lacks suffi cient 
resources (liquidity) to stave off fi nancial crises in emerging markets. 
Those who adopt this viewpoint downplay concerns about moral haz-
ard, arguing instead that more, rather than less, IMF lending is neces-
sary to enhance international fi nancial stability. A key proponent of 
this view is Stanley Fischer  , the former fi rst managing director of the 
IMF, who has argued in favor of transforming the Fund into a true 
lender of last resort  .  17   On the other hand, many observers have argued 
that the moral hazard caused by IMF lending exacerbates rather than 
enhances global fi nancial stability.  18   In this view, current IMF lending 
resolves today’s crises at the expense of even greater instability in the 
future caused by the subsequent risky behavior of both private cred-
itors and emerging market borrowers. Scholars and policymakers in 
this camp advocate the curtailment of large-scale IMF lending and/
or the imposition of stricter rules for accessing IMF fi nancing. The 
Meltzer Commission   report issued in the wake of the Asian fi nancial 
crisis  , which recommended explicit “pre-qualifi cation” rules for IMF 
borrowers and the imposition of stricter limits on the length and size 
of Fund loans, is one prominent example of this alternative view.  19   

 My research offers some perspectives on how we should assess the 
relative merits of these various proposals. Above all, it suggests that 
a “one-size-fi ts-all” solution for the IMF simply does not exist. In 
today’s complex international fi nancial system, in which private cap-
ital fl ows to emerging markets vary extensively in size, and in which 
the identity of borrowers (sovereigns versus private actors) and lend-
ers (banks versus bondholders  ) differs substantially across countries, 
it is not at all clear that global fi nancial stability would be enhanced if 
the IMF always stood ready to provide unlimited LOLR   fi nancing for 
all countries. In fact, if private creditors and emerging market coun-
tries knew, without a doubt, that unlimited IMF fi nancing would 

  17     See Fischer   ( 1999 ). Proposals to increase the size of IMF quotas dramatically 
and to create additional multilateral lending agencies, such as the Asian 
Monetary Fund, also fall into this camp.  

  18     See, for example, Calomiris   ( 1998 ).     19     Meltzer   ( 2000 ).  
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be available during a crisis, their incentives to pursue responsible 
macroeconomic and lending policies would diminish signifi cantly. At 
the same time, placing strict limits on all countries’ access to IMF 
 lending – or requiring all borrowers to meet stringent pre-qualifi cation 
criteria – is likely to result in a sharp increase in the incidence of sov-
ereign defaults and a subsequent rise in global fi nancial instability.  20   
Indeed, it is diffi cult to imagine that international fi nancial stability 
would have been enhanced if the IMF had simply ceased lending to 
South Korea, Thailand, and Mexico in the mid-1990s, even if these 
loans raised serious moral hazard concerns. 

 In the end, despite the desire of many policymakers and scholars 
to fi nd a single “magic bullet” strategy for reforming IMF lending 
policies, such proposals misunderstand the very nature of the prob-
lems the Fund exists to address. Each case of IMF lending involves a 
diffi cult trade-off for the Fund and its major shareholders: the choice 
between reducing the risk of a default and exacerbating moral hazard  . 
Since an IMF loan invariably has both effects, the dilemma confront-
ing policymakers is determining the extent to which the moral hazard 
costs of IMF lending outweigh the benefi ts of liquidity in a specifi c 
country case. This is rarely, if ever, simply an economic choice that can 
be adjudicated on the basis of a few macroeconomic or external debt 
indicators. On the contrary, as I have argued throughout this book, 
it is a highly political decision infl uenced by the interests of both the 
Fund and its member states, and these interests vary systematically in 
accordance with changes in patterns of fi nancial globalization  . 

 Furthermore, even if optimal or more effi cient IMF lending policies 
could be devised, it is highly unlikely that they would be implemented 
in the case of major international fi nancial crises. Quite simply, the 
political interests of the actors involved in IMF policymaking are too 
great: given the strong desire of the G-5 countries to ensure inter-
national fi nancial stability and the stability of their own domestic 
fi nancial systems, it is diffi cult to believe that any commitments to 
curtail IMF lending would be credible in the event of future large-scale 
fi nancial crises. Rather, it is far more likely that these countries would 
change their minds and push for exceptions to the new rules within the 
IMF executive board, or, alternatively, that they would cooperate on 

  20     On pre-qualifi cation, as well as the logic behind sharp reductions in IMF 
lending, see Meltzer   ( 2000 ) and Calomiris   ( 1998 ).  
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an ad hoc basis to provide bilateral fi nancing through other channels, 
such as the BIS  . At the same time, it is also unlikely that the G-5 coun-
tries, for domestic political reasons (i.e. voters do not want to “bail out 
the banks” with taxpayers’ money), would vote in favor of the massive 
quota increases necessary to transform the IMF into something more 
akin to a true international lender of last resort  . 

 Finally, many proposals to reform IMF lending overlook a larger, 
more urgent dilemma facing the Fund. Given the explosive growth in 
the size of international capital fl ows and world trade, it is increas-
ingly apparent that the IMF lacks the resources necessary to do its job  . 
Indeed, the Fund’s quota resources relative to world trade have fallen 
by more than a factor of ten since its creation in 1944.  21   Likewise, 
the IMF’s roughly $250 billion in usable resources are now dwarfed 
by the sheer magnitude of private international capital fl ows: glo-
bal holdings of international debt securities now total $20.7  trillion , 
while new debt issues in 2007 alone reached almost $400 billion.  22   
Thus, under even the most optimistic scenario – one in which broad 
political consensus has emerged in favor of continued large-scale IMF 
lending, risk-averse developing countries once again eagerly borrow 
from the Fund, and the IMF staff manages to “get the economics 
right” as it designs lending programs – the IMF may no longer have 
suffi cient resources to play the role of crisis lender in global markets 
that it fulfi lled in the 1980s and 1990s. Ultimately, then, an increase 
in the IMF’s lending resources is a critical prerequisite to any discus-
sion of when, under what conditions, and to what extent the Fund 
should engage in large-scale lending operations in the future. In light 
of this problem, the recently announced plans to triple the Fund’s 
resources, from approximately $250 billion to $750 billion, represent 
an important step toward ensuring that the IMF continues to play 
a central role in efforts to maintain global fi nancial stability in the 
next decade.  23   Nevertheless, some economists estimate that the Fund 
would require an additional $750 billion to $1.75 trillion in order to 
be fully equipped to handle “a systemic emerging market  crisis” in the 
coming years.  24   

  21     Buira   ( 2004 ).     22     IMF (2008, table 2, statistical appendix, 146).  
  23     “G-20 reaffi rms IMF’s central role in combating crises,”  IMF Survey , April 

3, 2009 (www.imf.org/external/pubs/ft/survey/so/2009/NEW040309A.htm).  
  24     Buiter   (2008).  
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   Governance reform: voting rules and modifying 
the IMF executive board   

 In addition to proposals to alter IMF lending practices and augment 
the Fund’s resources, many observers have proposed changes to the 
Fund’s internal decision-making rules as a way to change its policy 
behavior.  25   These proposals generally begin with the assumption that 
G-5 government pressure is the main factor leading the IMF to pro-
vide bailouts to some countries but not others, whether or not their 
fi nancial needs warrant such loans. Therefore, they argue, changing 
the quota allocations and voting weights in the Fund’s executive board 
to give other states – particularly the major emerging market borrow-
ers, such as Mexico, Brazil, Turkey, and South Korea – a larger say 
in IMF decisions would lead to more effi cient and equitable policy 
outcomes. In this view, relaxing the major creditor countries’ control 
over the executive board would relieve pressure on the IMF staff to 
treat some countries more generously than others simply because they 
are fi nancially or politically important to the G-5 countries. In short, 
advocates of voting reform see it as a way to both democratize and 
depoliticize IMF decision-making. 

 Recently these governance reform proposals have led to concrete 
changes, as the IMF executive board   approved a redistribution of vot-
ing rights and quotas within the Fund in April 2008.  26   Under the 
terms of these reforms, IMF quotas (and, therefore, executive board 
votes) will be modestly reallocated in order to amplify the voice of 
developing countries within Fund decision-making.  27   Unfortunately, 
my research casts doubt on the likelihood that this limited reform of 
“chairs and shares” will substantially alter IMF lending outcomes.  28   
First, as several observers have already noted, the current reforms 
do not change the fundamental dynamics of IMF policymaking: G-5 
governments will retain enough voting power to exercise de facto 
control of the executive board, so we are unlikely to see substantial 

  25     For an overview of the various non-governmental organizations that have 
criticized the IMF and other international fi nancial institutions, see Elliott      , 
Kar, and Richardson ( 2002 ).  

  26     “IMF Executive Board recommends reforms to overhaul quotas and voice,” 
Press Release no. 08/64, International Monetary Fund, March 28, 2008.  

  27     For a detailed analysis of these reforms, see Linn, Bryant, and Bradford (2008).  
  28     Truman   (2006).  
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changes in the politics of IMF lending.  29   Second, even if the Fund 
were eventually to approve a more extensive reallocation of executive 
board seats and voting shares, there is little reason to believe that 
such reforms will actually depoliticize IMF lending in practice and 
lead to policy outcomes driven solely by economic effi ciency. In fact, 
reducing G-5 governments’ infl uence over IMF policymaking would 
not eliminate member states’ individual fi nancial interests from the 
Fund’s decision-making calculus; rather, it would simply replace G-5 
interests and infl uence with the domestic political and economic con-
cerns of other executive board member states. For example, just as 
Mexico and South Korea received favorable treatment from the IMF 
in the 1990s, due in part to G-5 governments’ strong fi nancial stakes 
in these countries, they might continue to receive bailouts in the future 
if the voting weight of the major emerging market countries increased 
at the expense of the G-5. One can think of this outcome as a fur-
ther manifestation of the moral hazard problem: emerging market 
borrowers, wielding their newly acquired infl uence within the IMF, 
might secure larger loans with less stringent conditionality   than they 
currently could obtain under the existing voting structures. 

 Ultimately, while these voting reform proposals are undoubtedly 
well intentioned, they fundamentally misunderstand the inherently 
political nature of IMF decision-making. Implicitly, they make the 
assumption that reducing G-5 infl uence will remove “politics” from 
IMF lending and enhance the Fund’s independence. So long as the 
Fund’s member states have the fi nal say over IMF policies, however, 
their domestic political economy interests will invariably shape the 
Fund’s lending behavior. Although these domestic interests may change 
in content as non-G-5 countries gain more seats at the table, they will 
never be entirely eliminated as long as the basic decision-making rules 
of the IMF remain in place. Simply put, no amount of voting reform 
will completely purge politics from IMF lending, since the Fund is ulti-
mately responsible to its member state shareholders and will remain so 
regardless of changes in its internal decision-making procedures.

  In addition, spreading voting power more evenly among a broader 
group of states is also likely to increase the scope for agency slack,   
by exacerbating the problem of preference heterogeneity within 
the executive board. Thus, reducing the infl uence of G-5 domestic 

  29     Bryant   ( 2008 ).  
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politics through voting reform might have the unintended side effect 
of increasing the prevalence of bureaucratic “rent-seeking  ” in IMF 
lending. Ironically, the real effect of voting reform might then be an 
increase in the power and autonomy of the Fund staff, rather than a 
larger voice for developing country borrowers. With the power of the 
IMF’s largest shareholders reduced, a reformed executive board may 
be less successful in monitoring the IMF staff, and therefore less infl u-
ential over lending decisions.

  In the end, much like the proposals to reform Fund lending policies, 
changes in the Fund’s voting rules will not transform the inherently 
political process of IMF policymaking into a purely technocratic ex-
ercise. That said, it may be possible to minimize the degree to which 
Fund policies are skewed by the domestic political interests of a limited 
number of states. The recent proposal to require IMF lending decisions 
to be approved by “double majorities” (i.e. a majority of board votes, 
plus a majority of board members) may achieve this goal.    30   Under this 
system, the G-5 countries would retain their disproportionate infl u-
ence as a result of their quota contributions, but they would require 
the support of at least eight other board members in order to approve 
a Fund lending arrangement. As Ngaire Woods   argues, “This reform 
would immediately create an incentive for the powerful members of 
the board to forge alliances with a larger number of borrowing coun-
tries – large and small. Equally, it would give borrowing members an 
incentive to participate more actively, more constructively, and with 
greater input into the strategic decisions made [in the IMF].”  31   Thus, 
while an IMF completely devoid of politics is highly unlikely to emerge 
from these proposed governance reforms, the double majority system 
may enhance both the Fund’s legitimacy and its effectiveness. 

   Burden-sharing: “bailing in” the private sector 

     If the ultimate goal of reforming the rules of global fi nancial govern-
ance is to reduce the frequency and severity of fi nancial crises – and, 

  30     Woods ( 2006 ) Strand   and Rapkin   ( 2005 ).  
  31     Woods ( 2006 , 210). Former IMF economist Eswar Prasad   has put forward 

an alternative proposal that also holds promise. Under the Prasad proposal, 
existing IMF quotas would be reduced by 20 percent across the board, and 
these newly available quotas would be auctioned, with an upper limit on any 
country’s share. This would give more voice, effectively, to those countries 
most willing to contribute more resources to the IMF. See  The Economist , 
“The IMF: mission: possible,” April 8, 2009.  
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therefore, to limit the corresponding need and demand for large-scale 
IMF lending – neither abolishing the Fund nor seeking to eliminate 
the domestic interests of powerful countries through voting reform is 
likely to be truly effective. Instead, the most promising proposals for 
reforming the international fi nancial architecture are those that focus 
on how to “bail in” or “involve” the private sector in managing and 
resolving fi nancial crises.  32   Rather than seeking to augment or restrict 
IMF lending by changing the Fund’s own rules or resources, these pro-
posals seek to enhance the ability and willingness of private creditors to 
cooperate during crises in the orderly provision of new fi nancing, debt 
rescheduling  , and debt reduction. The logic underlying these proposals 
is simple: if mechanisms can be devised to increase the likelihood that 
private creditors will provide new fi nancing and/or reschedule existing 
debts during a fi nancial crisis, international fi nancial stability can be 
maintained without the need for large-scale IMF bailouts. 

 Since the Mexican crisis in 1994/5  , several varieties of proposals to 
improve private sector involvement have been advanced. These propos-
als gained further prominence in the wake of Argentina’s 2001 default   
on its private external debt and the protracted struggle between the 
Argentine government and its global bondholders   over the terms of 
a subsequent debt restructuring.  33   The fi rst proposal, known within 
the IMF as a “sovereign debt restructuring mechanism” (SDRM)  , 
essentially calls for the creation of a sovereign bankruptcy court along 
the lines of the “chapter 11” rules for bankrupt fi rms in the United 
States.  34   A similar but less formal proposal advocates the use of IMF-
imposed “standstills,” or temporary suspensions of a country’s debt 
payments coupled with stays on private creditor litigation, as a way 
of buying time until orderly debt rescheduling   agreements can be con-
cluded.  35   A third set of proposals calls for the mandatory inclusion of 
“collective action clauses  ” in all sovereign bond issues.  36   These clauses 

  32     For extensive discussions of these proposals, see Eichengreen   and Portes   
( 1995 ), Cline   (2002), Rieffel   ( 2003 ), and Roubini and Setser ( 2004 ). See also 
Sturzenegger   and Zettelmeyer   ( 2006 , chs. 1–3).  

  33     Gelpern   ( 2005 ).  
  34     Krueger   ( 2001 ). For an extensive overview of sovereign debt restructuring 

initiatives over time, see Rogoff    and Zettelmeyer   ( 2002 ). For a discussion of 
the theoretical and practical diffi culties of implementing such mechanisms, 
see Sturzenegger   and Zettelmeyer   ( 2006 , esp. chs. 3 & 12).  

  35     Kenen   ( 2001 ).  
  36     Eichengreen   and Portes   ( 1995 ); Eichengreen   and Mody   ( 2000 ).  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.007
https://www.cambridge.org/core


The IMF in the Global Economy312

allow a specifi ed supermajority of bondholders to approve a resched-
uling or debt reduction in the event of a sovereign crisis or default.  37   
By minimizing the collective action problems among private cred-
itors, these institutions may serve as effective substitutes for the pri-
vate committees (e.g. the Bank Advisory Committee   in the 1980s, 
bondholders’ committees in the 1930s) and small numbers that facili-
tated creditors’ active participation in the management and resolution 
of fi nancial crises in previous eras. In effect, these institutions seek 
to transform a large number of heterogeneous and disaggregated 
creditors, such as sovereign bondholders or interbank lenders, into a 
group with shared interests, akin to the limited number of commer-
cial banks that participated in syndicated loans and concerted lending 
arrangements in the 1980s. 

 As others have noted, there are a variety of potential economic and 
political diffi culties with the establishment and implementation of 
these proposals.  38   Nonetheless, these types of policies have a number 
of important benefi ts. First, by specifying the “rules of the game” in 
international fi nance more clearly, these proposals may reduce the 
incidence of fi nancial crises. Indeed, if private lenders do not fear 
being left holding the bag while others “bail out” during a crisis, 
large-scale capital fl ight might never occur and many major fi nancial 
crises may be averted. Second, in the event that matters escalate to the 
point that a country does require IMF assistance, these institutions 
may allow the Fund to generate a catalytic effect   on market fi nancing 
with smaller loans and less extensive conditionality  . Since individ-
ual private creditors would know that others are less likely to “cut 
and run” with such institutions in place, they might be more will-
ing to recommit to the borrowing country even if the IMF provides 
only limited fi nancing. Finally, although the need for large-scale IMF 
lending may never be eliminated entirely, enhanced mechanisms for 
“bailing in” the private sector can mitigate the moral hazard prob-
lems associated with these programs by ensuring that private credit-
ors share the burden of managing and resolving fi nancial crises more 
equitably with the IMF. 

  37     In the absence of such clauses, changes to existing bond contracts generally 
require unanimity. This leads to the “holdout creditor” problem, in which 
even a single bondholder can delay the workout of debt problems and pursue 
litigation. See Roubini and Setser ( 2004 ).  

  38     Roubini and Setser ( 2004 ). See, in particular, the authors’ analysis in chapter 8.  

B7 D7B C 8 C7 3 3 34 7 3D :DD C  53 4B 97 B9 5 B7 D7B C :DD C  B9  ,1  
. 3 7 8B :DD C  53 4B 97 B9 5 B7 3 4B 97 2 7BC D 03 /3 3D C 4 75D D D:7 3 4B 97

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.007
https://www.cambridge.org/core


Conclusions 313

 In summary, these “burden-sharing” reforms hold substantial prom-
ise for actually enhancing global fi nancial stability and for increas-
ing the effectiveness of crisis management and resolution. While the 
use of collective action clauses   in new international bond issues has 
become increasingly commonplace, however, substantial questions 
exist about formal sovereign bankruptcy   measures, and these road-
blocks have thus far prevented further reform. First, there are signifi -
cant moral hazard concerns. On the borrower side, countries facing 
an imminent fi nancial crisis might “rush to default” if they know 
that a formal workout mechanism exists for restructuring defaulted 
debt.  39   On the lender side, we might see either a “rush to the exit,” as 
creditors seek to get paid before a country declares default, or a “rush 
to the courthouse,” in which creditors pursue litigation in response to 
countries’ non-payment of sovereign bonds.  40   For these reasons, the 
existence of clear, institutionalized procedures for restructuring sov-
ereign debt might, paradoxically, actually  increase  the probability of 
debt crises and defaults. 

 Second, it is not clear that a formal sovereign bankruptcy institution 
would actually prevent more fi nancial crises, let alone leave developing 
countries better off in welfare terms. Indeed, most recent fi nancial cri-
ses have been caused by the sharp reversal of short-term capital fl ows – 
whether interbank lending, as in the 1997 South Korean crisis  , or bond 
fi nancing, as in the 1995 Mexican crisis   – rather than by movements 
in long-term bond fi nancing. Therefore, an improved mechanism for 
restructuring long-term sovereign bonds, such as the IMF’s proposed 
SDRM, would not necessarily leave developing countries less prone to 
crises, since the most problematic varieties of debt would not be covered 
by the new institution. Moreover, because a formal sovereign bank-
ruptcy mechanism could encourage governments to engage in oppor-
tunistic default, such an institution might discourage international 
creditors from lending to developing countries, leading to a renewed 
shortage of capital and investment in many emerging markets. 

 Finally, progress toward more extensive “burden-sharing” arrange-
ments has been stymied by the resolution of Argentina’s external debt   

  39     See Roubini and Setser ( 2004 , ch. 8), and Sturzenegger   and Zettelmeyer   
(2006, ch. 3). This problem lies at the root of private creditors’ substantial 
opposition to an SDRM.  

  40     Roubini and Setser ( 2004 , 294–6).  
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problems   in 2005. After defaulting on $82 billion in private external 
debt in 2001, Argentina found itself mired in protracted negotiations 
with its hundreds of thousands of international bondholders   over the 
terms of a debt restructuring. As these negotiations dragged on, debates 
within the IMF and elsewhere about the need for a formal SDRM 
accelerated  . In June 2005, however, Argentina succeeded in convin-
cing the vast majority of its creditors (76 percent) to accept a massive 
“haircut”: these bondholders exchanged $62 billion in defaulted debt 
for $35 billion in new bonds.  41   Although this deal left Argentina with 
substantial foreign debt obligations, it was generally seen as a victory 
for the Argentine government, and it cast doubt on the need for more 
formal, institutionalized debt restructuring mechanisms. Whether or 
not this view holds for all countries – or whether Argentina is a one-
time outlier – remains to be seen in the future. At least for the time 
being, however, the move toward a formal international institution for 
resolving sovereign debt problems has stalled. 

   Conclusions 

 As stated at the outset, this book has sought to understand and explain 
the connections between fi nancial globalization   and global governance  . 
In studying the politics of IMF lending, and the ways in which Fund 
decisions have been infl uenced and altered by changes in the compos-
ition of international capital fl ows, I have attempted to enhance our 
understanding of one of the most prominent and oft-criticized inter-
national organizations  . Moving beyond common stereotypes and gen-
eralizations about the IMF, I have sought a more rigorous and more 
accurate explanation of how and why the Fund does what it does, 
and why this varies over time and across cases. At the same time, this 
book demonstrates that the IMF is a dynamic institution whose role 
continues to evolve in response to changes in the composition of glo-
bal fi nancial markets. Indeed, maintaining global fi nancial stability 
is very much like shooting at a moving target: markets continue to 
become increasingly complex, the causes and consequences of fi nan-
cial crises continue to change, and the already unprecedented magni-
tude of private international capital fl ows continues to grow. 

  41     See Gelpern   ( 2005 ) for a detailed discussion of the negotiations and process 
by which this outcome was reached.  
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 Despite its critics, the IMF will continue to play a critical role in this 
environment, although the interests of and pressures on its staff and 
its principals will invariably shift over time and across cases. Nouriel 
Roubini and Brad Setser, two of the foremost authorities on policies 
for managing international fi nancial crises, perhaps summarize mat-
ters best: “Different countries, different crises, different     solutions.”  42   
The argument and evidence presented in this book illustrate that this 
is true not only because countries borrowing from the IMF face dif-
ferent economic and fi nancial problems, but also for political rea-
sons: changes in the composition of private international capital fl ows 
directly affect the preferences of those actors involved in IMF deci-
sion-making over the size and terms of Fund lending. In highlighting 
this intersection between global fi nance and IMF policies, this book 
hopes to encourage further study of the complex and evolving rela-
tionship between international economics and international politics.        

  42     Roubini and Setser ( 2004 , 16).  
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Table A1.1     Non-concessional IMF loans, 1984–2003 

Country Program date Program 
length 
(months)

Amount 
(SDR millions)

 Amount  
(share of 
IMF quota) 

Performance 
criteria

Total 
conditions

Algeria 5/31/89 12 155.70 0.25 0 0
Algeria 6/3/91 10 300.00 0.48 n/a n/a
Algeria 5/27/94 12 457.20 0.50 n/a n/a
Algeria 5/22/95 36 1,169.28 1.28 7 27
Argentina 12/28/84 15 1,182.50 1.06 10 10
Argentina 7/23/87 14.25 947.50 0.85 8 8
Argentina 11/10/89 16 736.00 0.66 7 7
Argentina 7/29/91 11 780.00 0.70 7 11
Argentina 3/31/92 48 4,020.25 2.62 8 8
Argentina 4/12/96 21 720.00 0.47 6 6
Argentina 2/4/98 36 2,080.00 1.35 4 8
Argentina 3/10/00 36 10,850.14 5.13 6 7
Argentina 1/12/01 12 6,086.66 2.87 6 25
Argentina 1/24/03 8.25 11,155.50 5.27 6 11
Belize 12/3/84 16 7.13 0.75 4 4
Bosnia and Herzegovina 3/29/98 36 94.42 0.78 n/a n/a
Bosnia and Herzegovina 8/2/02 15 67.60 0.40 5 22
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 Brazil 8/23/88 18 1,096.00 0.75 n/a n/a
Brazil 1/29/92 19 1,500.00 0.69 6 6
Brazil 12/2/98 36 13,024.80 6.00 5 11
Brazil 9/14/01 15 12,144.40 4.00 7 15
Brazil 9/6/02 12 22,821.12 7.52 7 21
Bulgaria 3/15/91 12 279.00 0.90 5 14
Bulgaria 4/17/92 12 155.00 0.33 5 8
Bulgaria 4/11/94 11.5 139.48 0.30 5 5
Bulgaria 7/19/96 11 400.00 0.86 7 21
Bulgaria 4/11/97 14 371.90 0.80 10 40
Bulgaria 9/25/98 36 627.62 1.35 15 44
Bulgaria 2/27/02 24 240.00 0.37 7 21
Chile 8/15/85 36 750.00 1.70 8 8
Chile 11/8/89 12 64.00 0.15 0 5
China 11/12/86 12 597.73 0.25 0 5
Colombia 12/20/99 36 1,957.00 2.53 5 16
Colombia 1/15/03 24 1,548.00 2.00 6 13
Costa Rica 3/13/85 13 54.00 0.64 6 6
Costa Rica 10/28/87 17 40.00 0.48 6 6
Costa Rica 5/23/89 12 42.00 0.50 5 6
Costa Rica 4/8/91 12 33.64 0.40 5 12
Costa Rica 4/19/93 10 21.04 0.18 6 8
Costa Rica 11/29/95 15 52.00 0.44 6 18
Croatia 10/14/94 18 65.40 0.25 9 n/a
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Table A1.1    (cont.) 

Country Program 
date

Program 
length 
(months)

Amount 
(SDR millions)

 Amount  
(share of 
IMF quota) 

Performance 
criteria

Total 
conditions

Croatia 3/12/97 36 353.16 1.35 6 n/a
Croatia 3/19/01 14 200.00 0.55 7 13
Croatia 2/3/03 14 105.88 0.29 7 18
Czech Republic 3/17/93 12 177.00 0.30 4 4
Dominican Republic 4/15/85 12 78.50 0.70 5 5
Dominican Republic 8/28/91 19 39.24 0.35 6 6
Dominican Republic 7/9/93 9 31.80 0.20 5 5
Dominican Republic 8/29/03 24 437.80 2.00 10 29
Ecuador 3/11/85 12 105.50 0.70 4 4
Ecuador 8/15/86 12 75.40 0.50 5 5
Ecuador 1/4/88 14 75.35 0.50 8 8
Ecuador 9/15/89 17.5 109.90 0.73 8 9
Ecuador 12/11/91 12 75.00 0.50 6 6
Ecuador 5/11/94 18 173.90 0.79 5 5
Ecuador 4/19/00 20 226.73 0.75 13 36
Ecuador 3/12/03 13 151.00 0.50 16 30
Egypt 5/15/87 18.5 250.00 0.54 10 13
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 Egypt 5/17/91 24 234.40 0.51 9 12
Egypt 9/20/93 36 400.00 0.59 7 27
Egypt 10/11/96 23.5 271.40 0.40 7 31
El Salvador 8/27/90 12 35.60 0.40 6 6
El Salvador 1/6/92 14 41.50 0.33 5 5
El Salvador 5/10/93 19 47.11 0.38 6 6
El Salvador 7/21/95 14 37.68 0.30 5 5
El Salvador 2/28/97 15 37.68 0.30 6 6
El Salvador 9/23/98 17 37.68 0.30 6 6
Estonia 9/16/92 12 27.90 0.60 6 17
Estonia 10/27/93 17 11.63 0.25 6 6
Estonia 4/11/95 17 13.95 0.30 6 7
Estonia 7/29/96 13 13.95 0.30 5 24
Estonia 12/17/97 15 16.10 0.35 5 15
Estonia 3/1/00 18 29.34 0.45 5 18
Gabon 12/22/86 24.25 98.69 1.35 4 7
Gabon 9/15/89 16 43.00 0.59 7 10
Gabon 9/30/91 18 28.00 0.38 7 10
Gabon 3/30/94 12 38.60 0.35 5 7
Gabon 11/8/95 36 110.30 1.00 13 17
Gabon 10/23/00 18 92.58 0.60 11 44
Guatemala 10/26/88 16 54.00 0.50 5 5
Guatemala 12/18/92 15 54.00 0.35 6 6
Guatemala 4/1/02 12 84.00 0.40 6 13
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Table A1.1    (cont.) 

Country Program 
date

Program 
length 
(months)

Amount 
(SDR millions)

 Amount  
(share of 
IMF quota) 

Performance 
criteria

Total 
conditions

Guatemala 6/18/03 12 84.00 0.40 n/a n/a
Hungary 1/13/84 12 425.00 0.80 6 6
Hungary 5/16/88 12 265.35 0.50 5 7
Hungary 3/14/90 13.5 159.21 0.30 5 8
Hungary 2/20/91 36 1,114.00 2.10 5 14
Hungary 9/15/93 15 340.00 0.45 4 4
Hungary 3/15/96 23 264.18 0.35 4 15
Indonesia 11/5/97 36 8,338.24 5.57 10 14
Indonesia 8/25/98 26.5 5,383.10 3.59 9 21
Indonesia 2/4/00 46 3,638.00 1.75 8 12
Jamaica 6/22/84 12 64.00 0.44 5 5
Jamaica 7/15/85 22.5 115.00 0.79 7 8
Jamaica 3/2/87 15 85.00 0.58 7 9
Jamaica 9/19/88 18 82.00 0.56 5 5
Jamaica 3/23/90 20.5 82.00 0.56 6 6
Jamaica 6/28/91 15 43.65 0.30 5 5
Jamaica 12/11/92 36 109.13 0.54 5 5
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Jordan 7/14/89 18 60.00 0.81 3 3
Jordan 2/26/92 18 44.40 0.36 4 7
Jordan 3/25/94 24 189.30 1.56 4 6
Jordan 2/9/96 36 238.04 1.96 5 9
Jordan 4/15/99 37 127.88 0.75 8 17
Jordan 7/3/02 24 85.28 0.50 7 13
Kazakhstan 1/26/94 16 123.75 0.50 6 30
Kazakhstan 6/5/95 12 185.60 0.75 6 23
Kazakhstan 6/17/96 36 309.40 1.25 6 21
Kazakhstan 12/13/99 36 329.10 0.90 7 26
Latvia 9/14/92 12 54.90 0.60 5 17
Latvia 12/15/93 15 22.88 0.25 6 8
Latvia 4/21/95 15 27.45 0.30 6 8
Latvia 3/24/96 13 30.00 0.33 7 14
Latvia 10/10/97 15 33.00 0.36 7 14
Latvia 10/10/99 16 33.00 0.26 5 28
Latvia 4/20/01 20 33.00 0.26 6 15
Lithuania 10/21/92 11 56.93 0.55 5 24
Lithuania 10/22/93 17 25.88 0.25 6 7
Lithuania 10/24/94 36 134.55 1.30 9 20
Lithuania 3/8/00 15 61.80 0.43 10 18
Lithuania 8/30/01 19 86.52 0.60 8 17
Macedonia FYR 5/5/95 13 22.30 0.45 5 19
Macedonia FYR 11/29/00 36 24.12 0.35 8 16
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Table A1.1    (cont.) 

Country Program 
date

Program 
length 
(months)

Amount 
(SDR millions)

 Amount  
(share of 
IMF quota) 

Performance 
criteria

Total 
conditions

Macedonia FYR 4/30/03 13.5 20.00 0.29 10 17
Mauritius 3/1/85 18 49.00 0.91 4 4
Mexico 11/19/86 17.5 1,400.00 1.20 7 7
Mexico 5/26/89 48 3,729.60 3.20 7 7
Mexico 2/1/95 18.5 12,070.20 6.88 7 7
Mexico 7/7/99 17 3,103.00 1.20 4 5
Morocco 9/12/85 17.5 200.00 0.65 6 7
Morocco 12/16/86 15.5 230.00 0.75 6 11
Morocco 8/30/88 16 210.00 0.68 6 9
Morocco 7/20/90 18 100.00 0.33 8 11
Morocco 1/31/92 14 91.98 0.22 7 15
Panama 7/15/85 19.5 90.00 0.88 5 5
Panama 2/24/92 31 74.17 0.50 5 5
Panama 11/29/95 16 84.30 0.56 4 4
Panama 12/10/97 36 120.00 0.80 4 4
Panama 6/30/00 21 64.00 0.31 7 14
Paraguay 12/15/03 15.5 50.00 0.50 16 30
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Peru 4/26/84 15 250.00 0.76 5 5
Peru 3/18/93 36 1,018.10 2.18 6 6
Peru 7/1/96 33 300.20 0.64 6 6
Peru 6/24/99 35 383.00 0.60 6 18
Peru 3/12/01 12 128.00 0.20 6 6
Peru 2/1/02 25 255.00 0.40 8 20
Philippines 12/14/84 18 615.00 1.40 14 16
Philippines 10/24/86 18 198.00 0.45 7 7
Philippines 5/23/89 36 660.60 1.50 10 17
Philippines 2/20/91 18 334.20 0.76 6 6
Philippines 6/24/94 42 791.20 1.25 6 6
Philippines 4/1/98 24 1,020.79 1.61 6 6
Poland 2/5/90 12 545.00 0.80 6 6
Poland 4/18/91 13 1,224.00 1.80 6 6
Poland 3/8/93 12 476.00 0.48 5 5
Poland 8/5/94 18 333.30 0.34 5 10
Romania 4/11/91 12 380.50 0.73 5 16
Romania 5/29/92 12 314.04 0.42 5 7
Romania 5/11/94 19 320.50 0.43 9 20
Romania 4/22/97 13 301.50 0.40 8 38
Romania 8/5/99 10 400.00 0.39 9 28
Romania 10/31/01 18 300.00 0.29 12 30
Russia 8/5/92 17 719.00 0.17 0 0
Russia 4/11/95 12 4,313.10 1.00 10 22
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Table A1.1    (cont.) 

Country Program 
date

Program 
length 
(months)

Amount 
(SDR millions)

 Amount  
(share of 
IMF quota) 

Performance 
criteria

Total 
conditions

Russia 3/26/96 36 9,214.13 2.14 10 17
Russia 7/20/98 20 3,992.47 0.93 11 11
Russia 7/28/99 17 3,300.00 0.56 8 44
Serbia and Montenegro 6/11/01 11.5 200.00 0.43 8 32
Serbia and Montenegro 5/14/02 36 650.00 1.39 9 26
Slovakia 7/22/94 20 115.80 0.45 6 8
South Korea 7/12/85 20 280.00 0.61 3 4
South Korea 12/4/97 36 15,500.00 19.38 3 10
Thailand 6/14/85 21.5 400.00 1.03 6 6
Thailand 8/20/97 34 2,900.00 5.05 6 9
Trinidad and Tobago 1/13/89 13.5 99.00 0.58 7 7
Trinidad and Tobago 4/20/90 13.5 85.00 0.50 6 6
Tunisia 11/4/86 18 103.65 0.75 4 8
Tunisia 7/25/88 36 207.30 1.50 5 10
Turkey 4/4/84 12 225.00 0.52 5 5
Turkey 7/8/94 20 610.50 0.95 6 6
Turkey 12/22/99 36 9,254.40 9.60 8 28
Turkey 12/22/00 36 5,784.00 6.00 5 22
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Turkey 2/4/02 35 12,821.20 13.30 8 46
Ukraine 4/7/95 12 997.30 1.00 5 40
Ukraine 5/10/96 9.5 598.20 0.60 4 14
Ukraine 8/25/97 12 398.92 0.40 6 58
Ukraine 9/4/98 36 1,919.95 1.93 6 53
Uruguay 9/27/85 17 122.85 0.75 5 5
Uruguay 12/12/90 15 94.80 0.58 6 6
Uruguay 7/1/92 15 50.00 0.22 6 7
Uruguay 3/1/96 13 100.00 0.44 5 7
Uruguay 6/20/97 21 125.00 0.55 5 9
Uruguay 3/29/99 12 70.00 0.23 0 10
Uruguay 5/31/00 22 150.00 0.49 5 17
Uruguay 4/1/02 24 2,128.30 6.94 11 22
Venezuela 6/23/89 36 3,857.10 2.81 6 6
Venezuela 7/12/96 12 975.65 0.50 7 25
 Average  –  20.02  1,222.78   1.21  6.40  13.40 
   
Notes:  Non-concessional loans are stand-by arrangements, extended arrangements, and borrowings under the Supplemental Reserve 
Facility. The countries listed in this table include all IMF borrowers not eligible for concessional loans, as of August 2005 (www.imf.org/
external/np/exr/facts/prgf.htm). n/a = documents unavailable.   
Sources: IMF archives (letters of intent, memoranda of economic policies, staff reports) and www.imf.org. 
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   The IMF’s main non-concessional lending instruments are the 
stand-by arrangement and the extended arrangement (the name given 
to loans made under the EFF). The SBA is designed to assist countries 
facing short-term (one- to two-year) balance of payments problems, 
while the extended arrangement is designed to assist countries facing 
slightly longer-term diffi culties (around three years) whose resolution 
requires more extensive structural reforms. In addition to its short-
term lending, the IMF also provides long-term loans to very low-
income countries under the Poverty Reduction and Growth Facility, 
which replaced the Structural Adjustment Facility and the Enhanced 
Structural Adjustment Facility in 1999. These loans are extended at 
a very low (concessional) interest rate of 0.5 percent and are based 
on a “poverty reduction strategy” prepared jointly by the country, 
the IMF, the World Bank, and various private sector partners. These 
latter facilities are longer-term (fi ve- to ten-year) loans more akin to 
development lending than the shorter-term IMF arrangements. The 
Fund also provides emergency assistance to countries facing natural 
disasters or recovering from military confl ict (www.imf.org/external/
np/exr/facts/confl ict.htm). 

 Over the last ten years the Fund has modifi ed its non-concessional 
lending arrangements several times. In response to the Asian fi nancial 
crisis, the IMF established an additional short-term lending facility, 
the Supplemental Reserve Facility. Loans under the SRF, which were 
available in the form of additional resources under a stand-by or an 
extended arrangement, were intended for countries facing “severe 
balance of payments diffi culties arising from a sudden loss of mar-
ket confi dence accompanied by capital fl ight and a sharp drain in 
international reserves”; the loans were made for one year and car-
ried an additional penalty rate over and above the market rate for 
stand-by and extended arrangements. The Fund also established the 
Contingent Credit Lines in 1999, as a crisis prevention measure. The 

       Appendix 2   
IMF lending: background and overview 
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CCL was intended to assist countries with strong fundamentals  that 
might nonetheless be vulnerable to contagion effects from other coun-
tries. From 1999 to 2003, however, no member borrowed from the 
Fund under this new lending facility, because of concerns that such 
borrowing would trigger (rather than stem) private capital outfl ows 
by signaling a country’s potential debt problems. The IMF abolished 
the CCL facility in November 2003. 

 In 2008 the Fund made several further modifi cations to its lend-
ing policies, in response to the global credit crisis. First, it doubled 
countries’ access to stand-by and extended arrangements, from 100 
percent of a country’s quota on an annual basis, and 300 percent cu-
mulatively, to 200 percent and 600 percent, respectively (www.imf.
org/external/np/exr/facts/howlend.htm). Second, the IMF introduced 
a new loan type, the Short-term Liquidity Facility (www.imf.org/ex-
ternal/pubs/ft/survey/so/2008/POL102908A.htm), which it further 
modifi ed and renamed the Flexible Credit Line in March 2009. Like 
both the CCL and SLF, the FCL is intended explicitly for crisis pre-
vention: it is designed “for countries with very strong fundamentals, 
policies, and track records of policy implementation and is particu-
larly useful for crisis prevention purposes. FCL arrangements are 
approved for countries meeting pre-set qualifi cation criteria.” Finally, 
with the FCL in place, the IMF eliminated the SRF (http://www.imf.
org/external/np/pp/eng/2009/040909.pdf). 

  

   Table A2.1     Terms of IMF lending facilities 

Lending 
facility Charges  1  

Lending 
period

Repayment 
schedule 
(expected)

Limit on size 
of loan

Stand-by 
arrange-
ment

Basic rate + 
100–200 
basis 
points

1 – 2 
years

3¼ – 5 
years

200% of quota 
 annually, 
600% 
cumulatively

Extended 
 arrangement 
(EFF)

Basic rate + 
100–200 
basis 
points

3 years 4½ –7 years 200% of quota 
 annually, 
600% 
cumulatively
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   Table A2.1     (cont.) 

Lending 
facility Charges  1  

Lending 
period

Repayment 
schedule 
(expected)

Limit on size 
of loan

Flexible 
Credit 
Line

Basic rate + 
100–200 
basis 
points

6 months – 
1 year

3¼ – 5 
years

No set limit; 
lending 
determined 
on a case-
by-case 
basis

Poverty 
Reduction 
and Growth 
Facility

0.5% 5½ – 10 
years

n/a n/a

     Note:   1  The SDR basic interest rate, as of December 29, 2009, was 0.23 percent 
(www.imf.org/external/fi n.htm).  
 Source:  www.imf.org/external/np/exr/facts/howlend.htm.
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 Figure A2.1      Total amount pledged under IMF lending arrangements, 
1983–2003
 Source:  IMF, annual reports.  
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  Figure  A2.2       Total number of IMF lending arrangements, 1983–2003 
 Source:  IMF, annual reports.  
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Source: IMF, annual reports. 

, C B 7 DB 2 2: 2 2C 9CC B  42 :58  8 4 C B 9CC B 5 : 8  , 0  
25 5 7 9CC B  42 :58  8 4  ,2 :58 1 : B:C /2: .2 2C BD 4C C C9 ,2 :58

https://www.cambridge.org/core/terms
https://doi.org/10.1017/CBO9780511712029.008
https://www.cambridge.org/core


334

       Appendix 3
Statistical analysis                                           
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 Figure A3.1      Propensity score histogram by treatment status (treatment = 
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  Figure A3.2      Interactive effects: G-7 and G-10 model specifi cations, amount/
quota (G-7)  
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 Figure A3.3      Interactive effects: G-7 and G-10 model specifi cations, amount/
quota (G-10)  
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 Figure A3.4      Interactive effects: G-7 and G-10 model specifi cations, total 
conditions (G-7)  
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 Figure A3.5       Interactive effects: G-7 and G-10 model specifi cations, total 
conditions (G-10)  
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 Figure A3.6      Interactive effects: G-7 and G-10 model specifi cations, perform-
ance criteria (G-7)  
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 Figure A3.7      Interactive effects: G-7 and G-10 model specifi cations, perform-
ance criteria (G-10)  
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 Figure A3.8       Interactive effects: G-7 and G-10 model specifi cations, prior 
actions (G-7)  
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  Figure A3.9       Interactive effects: G-7 and G-10 model specifi cations, prior 
actions (G-10)  
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 Figure A3.10      Interactive effects: G-7 and G-10 model specifi cations, 
benchmarks/targets (G-7)  
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 Figure A3.11      Interactive effects: G-7 and G-10 model specifi cations, 
 benchmarks/targets (G-10)  
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