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Exploraciones/Explorations

The Future of the IMF: A Latin American Perspective

Maritza Cabezas'’

If we closely follow the debate that is taking place in international fora and on the
IMF premises, we could say that the IMF is currently under construction. The Fund
is seeking renewed legitimacy in a world that has changed significantly since it
was created during the 1944 Bretton Woods Conference. The past years of strong
performance of the world’s economy and apparent monetary stability have given
more significance to the discussions around the future role of the IMF. In 2007,
however, the turbulence in financial markets has again reminded us that the large
disruptions which threaten the global economy cannot be discarded, and that the
IMF’s role in supporting the stability of the international financial system is still
relevant. In this context, it may be interesting to take stock of the IMF’s relation
with Latin America in order to contribute to the debate on the IMF’s future strategy
from a regional perspective.

For the past 25 years, Latin America has been a recurrent user of IMF lending
facilities. Debt and financial crises in Latin America have marked both the devel-
opments of the region and of the IMF itself. More recently, Latin America’s rela-
tion with the IMF has entered a new phase. At the beginning of 2006, which was
earlier than expected, Brazil and Argentina repaid their obligations to the IMF. As
a consequence, the Institution lost two of its biggest borrowers. Uruguay later fol-
lowed the same steps. Bolivia, a low-income country, has recently suspended its
stand-by arrangement with the IMF as a result of higher commodity prices and an
improved external position. The president of Venezuela, Hugo Chavez, has gone so
far as to say that he wants to formally take Venezuela out of the IMF. These deci-
sions and initiatives, as explained by the countries themselves, have been triggered
by a desire to follow more autonomous economic policies. This leads us to the fol-
lowing three-part question: Is a ‘mild’ reform of the IMF sufficient, are more radi-
cal reforms required to meet Latin America’s future challenges, or is the IMF no
longer relevant to the region?

This article focuses on one of the most recent initiatives to reform the IMF: the
Medium Term-Strategy launched by the IMF. Latin America’s experience with
IMF lending facilities and the unique characteristics of the region provide the basis
for the evaluation of the strategy and the role of the IMF.

The current stance of the IMF

The IMF has evolved considerably since it was founded to administer the interna-
tional monetary system. It has broadened its tasks to exercise surveillance, periodic
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consultations to its member countries, economic analysis, research, policy advice,
technical assistance and lending subject to conditionality (Vines and Gilbert 2006,
p- 13). It appears that this evolution has not been sufficient, since recent calls for
reforms have been numerous (Meltzer 2000, Stiglitz 2003, Woods 2006, King
2006). A common observation of these critics is that the IMF should move away
from development finance and focus more on crisis prevention. They suggest that
the structure of representation (governance) could be an impediment to exercising its
function as international coordinator and promoter of international monetary stability.

At the moment, the debate about the IMF reform is taking place against a back-
ground of economic growth that has been beneficial to most countries, in particular
to the emerging economies. Many emerging countries have paid off their debts to
the IMF and have accumulated foreign exchange reserves as protection against
future difficulties. Consequently, the IMF has had to redefine its income strategy,
since it can no longer rely for its income on its role as international lender (Crock-
ett 2007). The debate about the future of the IMF is also taking place in an interna-
tional context where global imbalances are expanding. On the one side, the United
States has a large current account deficit (6.5 per cent of GDP in 2006), high fiscal
liabilities and low savings (IMF March 2007). The U.S. has been acting as an ex-
port market for emerging economies that have been strengthening their foreign
exchange reserve position with additional export revenues. On the other side,
China and the oil-producing countries have been financing the U.S.’s current ac-
count deficit with the reserves they have accumulated. The risk lies in the sustain-
ability of the financing of the U.S.’s current account deficit, as the surplus coun-
tries could move abruptly away from the dollar as their investment currency (Ei-
chengreen 2006, Roubini and Sester 2005). These developments suggest that risks
have not disappeared despite overall improvements in economic conditions and
that global imbalances should be corrected in a coordinated way.

The IMF recently initiated multilateral consultations on global imbalances
where countries have started to show signs of commitment to correct this situation
(IMF April 2007). Preventing a disorderly adjustment of the global imbalances is
seen as a new role for the IMF (Rogoff 2006, Tanzi 2006). A limitation to these
multilateral consultations is that only five important players are taking part (the
U.S., China, the Euro area, Saudi Arabia and Japan). Obviously, success in this
coordination will depend on the moral suasion that the Fund can exert on the U.S.
(who has a central role in this process), on large oil exporters and on countries like
China, whose decisions are crucial in unwinding the imbalances.

What has the IMF meant for Latin America? A funding point of view

The Fund’s relation with Latin America can be studied from different perspectives.
One approach is to study its financial arrangements through its coordinating role in
stimulating additional financing from other creditors and as first line crisis man-
ager in providing extraordinary amounts of financing to avoid the spillover effects
of a crisis to other countries. Another approach is to assess the choices of policies
and reforms in IMF sponsored programmes and their redistribution outcomes. The
former approach brings new insights into the debate and the literature, because the
latter approach that focuses on the policy outcome has already been extensively
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evaluated by the literature (Vreeland 2007; Hutchison and Noy 2004; IMF Inde-
pendent Evaluation Office 2002, 2003, 2004; ISS 2004, 2005, 2006; Stiglitz 2003;
Mussa 2002). The first approach is also more relevant in the present context where
the IMF Medium-Term Strategy and new lending facilities are being discussed.

Latin America has been a frequent and long-term user of Fund facilities, and
due to the diversity of the countries in the region, its experience with IMF funding
is broad. Indeed, the co-existence of low and middle-income countries in Latin
America with IMF supported programmes provides an interesting opportunity to
observe how the IMF has responded to the changing needs of the region. More-
over, Latin American countries have been recurrently accessing IMF facilities, and
at certain times they have been prime users of these resources (Graph 1), account-
ing for more than 40 per cent of total Fund credit (IMF March 2007). This is not
surprising, since between 1995 and 2003, crises erupted in Mexico, Brazil, Ecua-
dor, Argentina, Uruguay, Paraguay and Venezuela.

Latin America has primarily used two IMF lending facilities: Stand-by ar-
rangements and the Poverty Reduction and Growth Facility (PRGF) (see Annex at
end). The IMF has commonly provided Stand-by Arrangements to support Latin
American countries with balance of payments problems. Such arrangements have a
short to medium-term duration (up to three years). Although longer-term facilities
are available, Latin American countries and other regions have been less inclined
to access Extended Fund facilities, since these imply more fundamental economic
restructuring as part of the conditionality. The question that can be raised is
whether the recurrent use of Stand-by Arrangements by some Latin American
countries is an indication that this may not have been the most appropriate choice
of lending facility to face the problems of the region. The PRGF remains the IMF’s
main instrument for assisting low-income countries. PRGF supported programmes
are framed around a comprehensive Poverty Reduction Strategy. Latin American
low-income countries have made very modest use of the PRGF facility, although
Bolivia, Dominican Republic, Guyana, Haiti, Honduras and Nicaragua are eligible
for PRGF (IMF April 2006). Until recently, only Nicaragua and Honduras had on-
going PRGF programmes. PRGFs were thought to be a more suitable way of ‘doing
business’ with low-income countries, because in principle they offer more support in
enforcing social goals. However, they have been somewhat less of a success.
PRGFs must be embedded in an overall poverty reduction and growth strategy.
This has made more evident the limited clarity regarding the coordination between
the World Bank, the IMF and donors and what each should be delivering and has
raised questions regarding the cross-conditionality that is attached to poverty re-
duction programmes (Institute of Social Studies 2003, 2005, 2006).

Besides its lending arrangements, the IMF has developed different strategies to
support countries in their external debt management and crisis management. The
IMF has been active in supporting debt reduction initiatives and it has coordinated
large packages of financing that would restore the credibility of countries in a crisis
or on the verge of a crisis. In fact, after the debt moratorium of Mexico in 1982, the
IMF and World Bank supported debt reduction initiatives, such as the Baker and
Brady Plans, by making more financial support available for countries that en-
rolled in these Plans. Creditors were willing to enrol in these debt reduction ini-
tiatives since the IMF gave the seal of approval to programmes that included policy
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Graph 1: IMF total fund credit and loans
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reforms and structural measures to stabilize the economy (Tanzi 2006). There is a
general consensus that the IMF played a pivotal role in avoiding a breakdown of
public debt payments. However, there is less consensus on the effectiveness and
timing of the adjustment policies that accompanied the IMF financial facilities at
that time (Vreeland 2007, 107-134; Theberge 1999).

Later in 1994 with the so called ‘peso crisis’ in Mexico, the IMF coordinated
financial support that was different from the traditional arrangements. Mexico was
requested to undertake a strong adjustment programme designed in consultation
with the IMF. What was exceptional about the IMF strategy was that Mexico ob-
tained a large international financial package to support the programme, which
included new credit lines from the IMF, the Bank for International Settlements, the
U.S. and Canada. The financing package needed to be large enough to save the
financial system and to give a clear message to capital markets that there was
enough liquidity to avoid a crisis. The IMF’s arrangement for Mexico was the larg-
est ever approved for any member country until that date, both in absolute amount
and in relation to the member’s quota in the Fund (IMF March 2006). However,
the macroeconomic developments proved that the IMF had limited insight into
Mexico despite its surveillance. Mexico was under IMF surveillance in the fore-
front of the crisis. The IMF responded by requesting more transparency through
the introduction of standards that allowed a more systematic dissemination of in-
formation from IMF member countries. There is consensus that the IMF has an
important task in publishing statistics of its member countries, which is an impor-



European Review of Latin American and Caribbean Studies 84, April 2008 | 65

tant input in its surveillance activities (Vreeland 2007).

Finally, the IMF in its role as lender of last resort has consequently been tested
by the region as a result of the subsequent crises. The IMF’s role in Argentina be-
tween 2000 and 2003 was a clear stress test for the Fund’s flexibility in managing a
country in crisis and its role remains controversial until today. The financial pack-
age, or ‘shield’ as it was called in Argentina, provided access to financing well
above the established limits. The role of the IMF in Argentina merited special at-
tention because, compared to other countries, Argentina had been engaged in an
IMF supported programme for a longer time span. The Argentinean crisis ulti-
mately proved to be an isolated event, but the question remains whether this out-
come was due to the role of the IMF, the government’s policy, or to a conscious
response from the markets (IMF March 2006).

Is the IMF still relevant for the region?

Currently no Latin American country has an IMF supported programme. Further-
more, the region is proposing initiatives that could move it still further from the
scope of the IMF, such as the creation of a regional financial institution, Banco del
Sur, to which several Latin American countries have already adhered. Another new
player, China, has recently been funding projects in developing countries, mainly
energy related, without pre-conditions as has been the rule between multilateral
financial institutions. The question is whether funding alternatives between coun-
tries in the region would be stable enough to be a substitute for the IMF lending
facilities, particularly in a downturn of the economic cycle. This may not be the
case, since export revenues are commodity related, and they have been tradition-
ally volatile. Furthermore, several countries in the region are dependent on the
same commodity — oil — for their revenues, and a commodity shock could affect
several countries simultaneously (Cabezas 2006), bringing more instability to the
funding. Therefore, it seems fundamental that in this context the region should
make the necessary decisions to sustain its economic expansion. This would imply
that these countries should give more attention to income distribution and growth
sustainability.

In any case, Latin America could benefit from the role of the IMF as interna-
tional coordinator in a context of global imbalances and eventually from the Fund
as lender of last resort should these imbalances come with abrupt adjustments.
However, it may be important to emphasize that the changes that are taking place
in the region could effectively require a different surveillance framework for the
IMF to fulfil these tasks:

o Firstly, surplus countries in the region have been able to build up their own
‘insurance’ by accumulating international reserves. In 2006, Latin America
managed to accumulate more than 300 per cent of their short term debt in for-
eign exchange reserves and more than six times its imports (IMF April 2007b).
All things constant, the reliance on IMF financing for balance of payments
needs could become an issue of the past.

o Secondly, the IMF was the seal of approval for official and private lending to
governments. The IMF orchestrated loans to countries with balance of pay-
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ments problems by conditioning the financing to policy outcomes, making
creditors and donors more confident to lend when an IMF sponsored pro-
gramme was in place. However, governments have gradually been losing their
role as net borrowers of foreign funding. There has been an increase in foreign
capital flows to finance investments in the private sector. Net foreign direct in-
vestment to the region was almost 2 per cent of GDP in 2006, while net official
borrowing was almost inexistent in that same year (IMF April 2007). This limits
the IMF’s coordinating role for funding to governments, subject to conditionality.

o Thirdly, crises in the past have been closely associated with public debt prob-
lems where the IMF has had an active role. In general, most countries in the re-
gion have been actively restructuring and reducing their debt levels. If countries
continue to take advantage of the stronger balance of payments position to reduce
their debt, the IMF will have less need to head debt sustainability strategies.

o Finally, remittances have become a major source of funding for several coun-
tries in the region. In Central America, remittances amount to 10 per cent of
GDP and constitute the main source of capital flows. This type of transfer is
difficult to coordinate as it responds to a wide range of policies in the sending
and receiving countries. A thorough surveillance should not neglect the impact
of remittances in the economy.

The Medium-Term Strategy of the IMF: Is it sufficient for Latin America
or are more radical changes in the IMF required?

The future of the IMF is still open to debate. A difference from past discussions is
that on this occasion the calls for reform are coming from countries that have not
been debtors to the IMF. The Medium Term Strategy of the IMF was launched by
the Managing Director in September 2005. It comprises relevant issues for devel-
oping countries such as: 1) planning new directions and focus in surveillance; 2)
proposing a credit line that provides ample liquidity for emerging countries with
sound macroeconomic performance and a good track record; 3) establishing a con-
sistent approach when exiting from Fund support; 4) framing surveillance respon-
sibilities and policy toward countries under debt restructuring; 5) providing a new
quota formula to enhance the representation of developing countries; and, 6) orga-
nizing a more effective engagement in low-income countries.

It is obvious that Latin American countries have specific interests in all these
points. Moreover, since global imbalances persist and their disorderly adjustment
cannot be ruled out, the role of the IMF in crisis prevention and management con-
tinues to be relevant. However, the changes in the world economy and the devel-
opments in the region call for more than a ‘mild’ approach towards reforming the
Institution:

o Firstly, approaching country surveillance through a broader perspective seems
relevant by complementing it with regional and multilateral surveillance. At the
regional level, Latin America could benefit considerably if surveillance was
complemented with regional evaluations, focusing on identifying common and
cross-border vulnerabilities. This could bring to the surface the bottlenecks and
spillover effects from intraregional trade and capital flows, which could be par-
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ticularly interesting for the region. Latin America has a lower trade integration
than other regions. Around 17 per cent of total trade is intraregional, compared
to 30 per cent in Asia and 60 per cent in Europe (IMF March 2007).

Secondly, on country representation, in September 2006 the initiative to intro-
duce an ad hoc increase in quotas (each country’s quota determines its voting
rights) for China, Korea, Mexico and Turkey from a country perspective has
been considered positive and is in fact supported by more than 90 per cent of
IMF members. However, the opposition to the proposal led by Brazil and Ar-
gentina indicates that this ad hoc increase in quotas is not necessarily seen as an
improvement in terms of representation from a regional perspective. Further-
more, the proposal to increase the number of basic votes and to avoid the ero-
sion of voting power of low-income countries is of interest to the Fund as a
multilateral institution as well as for the countries in question, since appropriate
representation could be a way to enhance programme ownership. Another com-
plex issue is the nomination of the managing director, the leading representa-
tive of the IMF. There is an informal agreement that the IMF Managing Direc-
tor should be a European nomination. However, as developing countries gain
more economic weight there has been a growing discussion around the possibil-
ity of nominating a representative from a developing country. This is an issue
to include in the debate about the governance of the IMF.

Thirdly, another issue that has not been included in the current agenda is the
role of the IMF to ensure that protectionist pressures do not expand. There are
strong indications that a protectionist backslash has emerged because of the
global imbalances. The U.S. congress has proposed a global anti-dumping ac-
tion against China for maintaining what is seen as a fundamentally appreciated
exchange rate (U.S. Senate 2007). This is clearly not a trade dispute, but a global
issue since the current account surpluses are spread more widely across countries
(developing countries) than being centred solely on China, whereas the deficit is
increasingly concentrated on the U.S.

Fourthly, the IMF as supporter of international financial stability has to enforce
its role in reducing vulnerabilities in financial sectors and capital markets. The
recent problems in international financial markets, which find their origin in the
U.S. mortgage market, have made evident that in a globalized economy, the
improvement in fundamentals of developing countries does not isolate them
from spill-over effects that arise from disruptions in mature markets.

Finally, the IMF’s involvement in poverty reduction strategies implies estab-
lishing clearer responsibilities between the IMF and the World Bank. A report
from an expert committee led by the former Minister of Finance from Brazil
(Malan 2007) suggests that the collaboration between the World Bank and the
IMF has been seriously wanting and the IMF has become too involved in de-
velopment issues without defining clearly the role of the IMF in low-income
countries. Evidence from Latin America with the PRGF, the financing facility
for low-income countries in the context of Poverty Reductions Strategies,
shows that they did not produce the expected results (Cabezas and Vos 2006).
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Conclusions

Both Latin America’s past experiences and future challenges call for a radical re-
form of the IMF. The IMF’s lending facilities extended to the region were not able
to support macroeconomic programmes that could avoid countries falling into a
crisis, but they appear to have contributed to shortening the duration of the crisis
and in some cases avoiding further contagion. In the case of low-income countries
in the region, there is evidence that IMF’s lending for poverty reduction has not
had the desired outcome. Consequently, in defining the priorities of the IMF’s Me-
dium-Term Strategy, the Fund has a role to play as crisis manager and lender of
last resort. However, more clarity about how to support low-income countries is
welcome. The role of the IMF as liquidity provider is not exclusive to any regional
initiative to create a fund. On the contrary, during difficult times more diversifica-
tion in the sources of funding is desirable.

Global imbalances give renewed legitimacy to the role of the IMF as interna-
tional coordinator, but there is evidence that representation or voice of its member
countries should be revised to give the institution more strength as a multilateral
surveillance institution. The Latin American experience also demonstrates that the
IMF surveillance framework should be adapted to include the changes that have
taken place in the region. Governments are no longer the main borrowers, and pri-
vate capital flows and remittances have become more dominant. Additionally, sur-
veillance should not only point to domestic vulnerabilities, but should also focus
on the systemic and spillover effects of risks at regional and global levels. This has
become more relevant with the growing inter-linkages in the world economy and
the surge of protectionist pressures and larger global imbalances, which place high
demands on an institution such as the IMF capable of leading an international co-
ordination process.
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