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6

The Governance of the International
Monetary System

6.1 Introduction

The governance of international financial institutions has been subject to a
heated debate for decades. Themajor issues in this regard have been the legacy
of control of existing institutions by the major developed countries, the
exclusion of developing countries from some of them (notably from the
financial regulatory bodies), and the tendency of major decisions to be taken
in ad hoc groupings of major developed countries—the ‘Gs’ and particularly
the G7—outside the framework of treaty-based organizations that they, in any
case, control. The strongest statement in this regard was made by the United
Nations Conference on Financing for Development that took place in Mon-
terrey in 2002, which underscored ‘the need to broaden and strengthen the
participation of developing countries and countries with economies in tran-
sition in international economic decision-making and norm-setting’ (United
Nations 2002: paragraph 62).1 This has also led to the decisions of emerging
powers, particularly the BRICS countries, to create parallel institutions that
they, in turn, control.

Good but incomplete steps have been taken in this area since the 2007–9
North Atlantic financial crisis, in some cases as a follow-up to steps taken after
the sequence of crises in emerging economies that started in East Asia in 1997.
They include the stronger participation of emerging and developing countries
in the Bretton Woods institutions—a process that had started on a small scale
before the crisis. The 2010 quota reform should be taken only as a first step in
the desired direction, though it only became effective in January 2016, due to
the significant lag in approval by the major shareholder (the United States).
The G20, an ad hoc institution created after the crises in emerging economies

1 See also paragraphs 53, 57, and 63 of the Monterrey Consensus (United Nations 2002).



in the late twentieth century as a forum for ministers of finance and central
bank governors of major developed and emerging countries, was transformed
into a leaders’ forum and designated itself in its September 2009 summit in
Pittsburgh as ‘the premier forum for our international economic cooperation’
(G20 2009b: paragraphs 19 and 50). As steps forward we should also include the
decision to extend membership of global financial regulatory institutions to
major emerging economies and the strengthening of the regional financial safety
nets, notably in Western Europe and East Asia, in the latter case through the
expansion of the Chiang Mai Initiative launched after the 1997 East Asia crisis.

More substantive reforms should involve action in three different areas—
the three pillars of a reformed architecture. The first one is the design of a
representative apex organization. Given the existing institutional framework,
this could take place as a transformation of the G20 into a representative
international institution. The second is the continuous reform of ‘voice and
participation’ of developing countries in the Bretton Woods institutions and
global regulatory bodies. The third pillar is the design of a ‘dense’, multi-
layered architecture, with the active contribution of regional, sub-regional,
and inter-regional institutions; as we shall see, this is an area where the
international monetary architecture should copy the denser architecture in
place in the system of multilateral development banks.

6.2 The Apex Organization

The broadest issues on global financial governance relate to the apex organiza-
tion, now the G20. The creation of this ‘G’ at a leaders’ level was, of course, a step
forward compared to the G7, in terms of representation of developing countries.
But this ‘elite multilateralism’, to use the term I have proposed to characterize it
(Ocampo 2011), has also created problems, as ad hoc self-appointed bodies
cannot replace representative institutions in a well-structured international
institutional architecture. The problems are also associated with the ad hoc
way in which the membership was defined, which implies the exclusion of
some large countries (Nigeria being the most prominent case), the lack of
representation of small- and medium-sized countries, and (once again) the
over-representation of Western Europe. This preference for ‘Gs’ over representa-
tive international institutions has deep historical roots in the case of major
industrial countries, and reflects a revealed predilection of these countries for
mechanisms over which they can exercise large and direct influence.

The G20 can and has been evaluated in different ways. One way is to
analyse the evolution and consistency of its agenda and compliance with
the commitments made in different fora. In this regard, the G20 Research
Group organized by the University of Toronto’s Munk School of Global Affairs
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provides the most useful independent follow-up process.2 Figure 6.1 shows
the evolution of commitments in the G20 summits, according to this group,
and mapped by issues of concern. It could be said that there were four core
issues addressed in its character of a ‘crisis committee’ in the early phase of the
North Atlantic financial crisis: macroeconomic policy cooperation, financial
sector regulation, reform of the international financial institutions, and trade.
These issues concentrated most of the commitments during the first two
summits (Washington 2008 and London 2009) and continued to dominate
the agenda until Los Cabos (2012). Development has also been an important
and relatively stable issue since the second summit. However, since at least the
third summit (Pittsburgh 2009), new issues have come onto the agenda in a
very unstable manner, reflecting mainly the priorities of the host nation (a
typical problem of ‘Gs’) but also mission creep without a clear direction. This
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Figure 6.1 Composition of commitments made in G20 Summits, 2008–15, by area
Source: Author’s elaboration based on data from the G20 Information Centre (Available at: http://
www.g20.utoronto.ca/analysis).

2 See G20 Research Group (several years). The G20 Research Group defines itself as ‘a global
network of scholars, students and professionals in the academic, research, business, non-
governmental and other communities who follow the work of the G20 leaders, finance ministers
and central bank governors, and other G20 institutions’.
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has been particularly noticeable since the 2013 St. Petersburg summit. If we
take those issues that represent more than a tenth of commitments at indi-
vidual summits, these were: energy and accountability (Pittsburgh 2009),
food, agriculture, and nutrition (Cannes 2011), employment and labour (Los
Cabos 2012 and St. Petersburg 2013), crime and corruption (St. Petersburg
2013), health and infrastructure (Brisbane 2014), and terrorism (Antalya
2015). But the list is much longer, as Figure 6.1 indicates.

According to these evaluations, compliance has been relatively good in
several areas. Among the core ‘crisis issues’, it has been highest in macroeco-
nomic policy (81 per cent) and lowest in trade (63 per cent). In other issues
evaluated by the group, compliance is highest in employment and labour (86
per cent), intermediate in development (67 per cent), and lowest in crime and
corruption (57 per cent). In turn, compliance has varied significantly across
countries: highest for the United Kingdom (88 per cent) and Australia and
Germany (83 per cent), and lowest for Argentina (52 per cent) and Saudi
Arabia (53 per cent). In general, developed countries have performed at or
above the average, whereas emerging economies have performed under the
average (with the exception of the Republic of Korea). Some of the positive
evaluations look, in any case, surprising, given the poor record of the devel-
oped economies in terms of economic growth and employment.

An alternative way to evaluate the G20 is to analyse in a substantive way its
ability to meet the major commitments it set for itself after the eruption of the
crisis. The four core emergency issues are a good starting point for this ana-
lysis. The most important commitment was, no doubt, to ‘act together to
generate strong, sustainable and balanced global growth’ (G20 2009a: para-
graph 13). In this regard, G20 macroeconomic cooperation worked relatively
well in the early stages of the crisis, when it assumed the form of a ‘Keynesian
consensus’. The peak level of cooperation was reached at the London April
2009 meeting and continued in the September 2009 Pittsburgh meeting.
Informal coordination among leading developed countries’ central banks
had already been in place since 2007, but was enhanced by G20 decisions.
Pittsburgh also marked the launch of the Mutual Assessment Process (MAP) as
the instrument of macroeconomic cooperation among major economies.
However, the June 2010 G20 summit in Toronto represented the end of the
‘Keynesian consensus’, because several developed countries decided to priori-
tize public sector debt sustainability over their support for recovery; this also
reflected deep ideological differences among G20members. Themain result of
this was not only a new recession in Europe but, even more important from
the point of view of global cooperation, the fact that the eurozone became the
major source of global payments imbalances. In contrast to weakening fiscal
policy coordination, a related area that has been strengthened by the G20 in
recent years is international tax cooperation, through the Base Erosion and
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Profits Shifting initiative, giving the leadership in this field to the OECD
(http://www.oecd.org/tax/beps/).

In another major area, financial regulation, performance has been very
good. Coordination in this area was given to the Financial Stability Board
(FSB),3 which was created at the April 2009 London summit. Banking regula-
tion was strengthened under what came to be known as Basel III (Basel
Committee 2010; Caruana 2010). The ‘regulatory perimeter’ was expanded
to include some agents and transactions that were inadequately regulated
before the crisis. The principle of counter-cyclical prudential regulations—
and, more broadly, of ‘macroprudential regulations’—was introduced, follow-
ing proposals that had beenmade before the crisis (Griffith-Jones andOcampo
2010). The regular evaluations of the state of implementation indicate that
rule-making has generally gone faster than implementation at the national
level, and that major gaps remain.4 Some norms have also weakened under
pressure from large private financial institutions.5

A third major area of initiatives in the early period was the reform of the
major international financial institutions. This sped up the approval of
the 2010 IMF and World Bank quota reforms but, as already indicated, that
for the IMF reform only became effective with a significant lag. As we shall see,
the commitment to a more open system of selection for these two organiza-
tions has had questionable results. Furthermore, the major initiatives on
international monetary reform announced by France for Cannes 2011 were
swamped by the eurozone crisis, which became the focus of attention during
that summit. So, the major advance was possibly the approval, in 2009, of the
largest issue of IMF’s Special Drawing Rights in history.

In the area of trade, a major commitment was to ‘promote global trade and
investment and reject protectionism, to underpin prosperity’ (G20 2009b:
paragraph 4; see also paragraph 22). This decision had been at the centre of
the initial Washington summit in November 2008, where members commit-
ted to restraining from imposing new trade barriers or creating export incen-
tives inconsistent with World Trade Organization norms (G20 2008:
paragraph 13). Although there have been, no doubt, violations of these com-
mitments, as reflected in the low compliance ratio in this area estimated by

3 This was a transformation of the former Financial Stability Forum, which had been created by
the Ministerial G7, which was launched after the East Asian crisis.

4 See the different reports to the leaders and the ministerial meetings in http://www.
financialstabilityboard.org/, or for example FSB (2016). According to these evaluations, the major
challenges that persist include: resolution mechanisms for ‘too-big-to-fail’ institutions, still
inadequate regulation of shadow banking, the insufficient expansion of derivatives exchanges,
how to reduce dependence on credit rating agencies, the limited advance of supervisory colleges,
and the lack of agreement on unique accounting standards.

5 For example, liquidity requirements were significantly reduced in early 2013 and their
implementation delayed.

Governance of the International Monetary System

185

http://www.oecd.org/tax/beps/
http://www.financialstabilityboard.org/
http://www.financialstabilityboard.org/


the G20 Research Group, it can be argued in broad terms that the world
economy avoided until 2016 the spectre of renewed protectionism, which
most analysts regard as a major cause of the severity of the Great Depression of
the 1930s; however, there are significant doubts regarding this area in 2017
due to the views of the new US administration. The launching of trade credit
facilities by multilateral development banks to support trade in the midst of
the crisis was also a success in this regard (Griffith-Jones and Ocampo 2012).
An element of this commitment, the conclusion of the Doha Development
Round, has proved more slippery, except for the agreements on trade facilita-
tion and the elimination of agricultural export subsidies reached at the WTO
ministerial meetings in 2013 and 2015, respectively.

In broader terms, Ocampo and Stiglitz (2011) have suggested that the G20
should be evaluated as a mechanism of global economic governance on the
basis of five criteria. On leadership, it has shown a positive record, notably, as
we have seen, in terms of steering change in financial regulation, putting in
place a new mechanism of macroeconomic cooperation (the Mutual Assess-
ment Progress), and avoiding (so far) a new wave of protectionism. On effect-
iveness, after a good start, it deteriorated, as we have seen. In particular, in the
light of the outcomes of the global economy in recent years, it is clear that
macroeconomic cooperation within the G20 was unable to generate a strong
recovery and to avoid the generation of new global imbalances (see, in this
regard, Chapter 3 in this volume). On a third criterion, the contribution to the
coherence of the global system of governance, it was able to coordinate
institutional reforms and actions (see also in this regard, Woods 2013), but
some of these reforms were left unfulfilled.

According to two other criteria, representation and lack of an effective
independent secretariat, performance has been rather poor. Representation
will be subject to more discussion later in this section. Independent secretar-
iats play a fundamental role in the international system by providing neutral
technical support detached from the interests of the most powerful countries,
as well as independent monitoring of decisions, advancing initiatives, helping
mediate disputes, and identifying common ground for agreements. The rotat-
ing secretariats of ad hoc groupings are incapable of fulfilling these tasks and
may generatemission creep or, evenmore so, a lack of clear orientation, which
is reflected in the agenda that has characterized recent summits. So the
expectation that it could shift from a ‘crisis committee’ to a ‘steering commit-
tee’ of the global economy (Derviş and Drysdale 2014) has remained, so far, an
unfulfilled promise.

An additional and fundamental element in the analysis is understanding
that the interactions between formal and informal processes do play an
important role in global governance (Derviş 2011; Woods 2013). This is also
true, of course, in national politics and in regional agreements. However,
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agreements must then be brought to the formal governance structures. In
this sense, informal interactions should be conceived as elements of the
consensus-building efforts that lead to decisions within formal international
institutions. The ‘Gs’ do have a further advantage in this regard: the capacity
to cross boundaries created by the mandates of different organizations.

To achieve desirable results, it is critical, however, that the informal
process should avoid delegitimizing the governance structures of treaty-
based organizations. In relation to the international monetary system, a
major risk is that G20 decisions may at the end be eroding the IMF’s
governance structures. We must recall, in this regard, that the Fund’s gov-
ernance is based on a system of constituencies. Most Executive Directors
represent constituencies on the Executive Board. However, in the case of
those decisions taken by the G20, the Board has become merely a mechan-
ism to rubber-stamp those prior resolutions. The other side of the coin is
that the Board has ended up legitimizing the decisions of powerful members
(including now large emerging economies) while escaping the institutional
constraints of having to take into account the views of less powerful Fund
members. As a result, there is also an obvious tension between interests
of individual nations which are members of the G20 and their role as
representatives of groups of countries on the Executive Board, with the
first overriding the second.

In this sense, a better mechanism could be to incorporate smaller group-
ings of countries within the formal structure of treaty-based organizations.
The advantage of such a mechanism is that the interactions of those coun-
tries would be embedded and accountable to the full membership. One such
attempt in this regard was the 2006 IMF initiative, supported by the Inter-
national Monetary and Financial Committee, to hold a series of discussions
about global macroeconomic imbalances among systemically important
members. The advantage of this mechanism was that it engaged a smaller
set of countries—indeed, in this regard, it was better than the G20’s MAP,
which involves many countries that are not systemically important. How-
ever, this initiative utterly failed because several members of the G20 (which
was already functioning at the ministerial level) were not fully committed to
it and it thus became an irrelevant exercise. It has now been replaced by the
MAP, which the IMF supports, but the process is not fully accountable to the
full Fund membership.

In broader terms, it can be argued that the basic challenge that any inter-
national arrangement faces to guarantee its adequate functioning is overcom-
ing the tension between representativeness and the legitimacy associated with
it, on the one hand, and power structures, on the other. This has been
expressed by Bradford and Lim (2011) as a ‘trade-off between legitimacy as a
representative body and as an effective body’. However, posing it as a pure
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tension between inclusiveness and effectiveness is clearly wrong, as national
democracies have shown that representative institutions can be effective. It
is, of course, true that some decision-making processes may require small
bodies, but this is not inconsistent with the principle of representation, as
those small bodies can be embedded in larger representative institutions that
elect their members according to agreed criteria. In the words of Manuel’s
report on IMF governance, to which I refer more extensively in Section 6.3,
preference for informal groupings implies ‘a de facto delegation of core
financial sector work to a range of narrower and specialized agency, net-
works and working groups—all of which can claim expertise on selected
issues, but no recognized responsibility for the overall stability of the global
system’ (IMF 2009b: 5).

Therefore, although ‘Gs’, including now notably the G20, can play an
important role in placing new issues on the agenda and facilitating consensus
among major powers, and in general in steering changes that generate a
consensus among the most influential countries, no structure of governance
can generate legitimacy as long as decision-making processes are not inclusive.

In this regard, the best proposal on the table is that to create a Global
Economic Coordination Council (GECC) proposed by the UN Commission
of Experts on Reforms of the International Monetary and Financial System,
best known as the Stiglitz Commission (United Nations 2009: ch. 4). This idea
belongs, of course, to the long history of proposals to create an Economic
Security Council and similar institutions, such as an L-27 that could evolve
out of the current UN Economic and Social Council (ECOSOC) (Rosenthal
2007; Derviş 2005: ch. 3). But it has three essential differences: (i) its central
focus would be to coordinate the UN system (broadly understood to include all
specialized agencies, among them the IMF and theWorld Bank Group, as well
as the WTO, which should formally become part of the UN system); (ii) it
would be based on representation based on constituencies; and (iii) it would
be a new Council at the leaders’ level.

The first of these features is, in a sense, the most obvious and essential to
guarantee the coherence of the system of global economic cooperation, which
should be understood as encompassing the economic, social, and environ-
mental areas. It would also help to identify the interactions in themandates of
different organizations (for instance, environmental effects of trade policies,
or social effects of budgetary policies) and propose ways by which they might
be addressed, as well as to identify gaps in the current system of cooperation. It
would, in any case, leave to the more specialized bodies the specific decisions
in their area of work, but it could convene ministerial meetings of its own.

The second feature, weighted vote, wouldmix three ingredients: basic votes,
economic weight, and, eventually, population. It would be difficult to be
accepted by those countries that defend the UN principle of ‘one country,
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one vote’. However, this recognizes the fact that the system of global eco-
nomic government cannot operate without the voice of the most important
actors being given strong consideration and, furthermore, without their being
seated at the table. Otherwise, they would tend to simply ignore the decisions
of that body. Of course, the specific weighting mechanism would have to
overcome the problems of representation that those institutions using con-
stituencies (the Bretton Woods institutions) currently face.

The last feature makes this proposal different from those aimed at simply
transforming ECOSOC into such a global cooperation organ. ECOSOC could
continue to function as the coordinator of the UN organization (the UN
Secretariat, Funds, and Programmes), though not the UN system, a function
that it has never really exercised (Ocampo 2015a).

It is interesting to underscore that the Palais Royal Initiative has made some
proposals which are similar to those of the Stiglitz Commission in some ways.
This Initiative was convened by former IMF Managing Director Michel Cam-
dessus together with Alexandre Lamfalussy, and Tommaso Padoa-Schioppa,
and presented its reform proposals in February 2011 (Boorman and Icard
2011). Those proposals include a three-level governance structure for the
global economy—though, in this case, centred on the international monetary
system, and thus with less reach than the proposed GECC—whichwould have
at its top a reformed G20 based on a constituency system (Palais Royal
Initiative 2011: 24).

The UN organization can, of course, continue to play an important role in
global economic governance. The UN General Assembly, the summits it
convenes, and ECOSOC have proved to be effective mechanisms for
consensus-building. In the realm of global finance, this includes the Monter-
rey Consensus, one of the best documents of its kind in global financial
cooperation. The UN organization has also been central to the generation
of new ideas and frameworks for international cooperation—notably the
Millennium Development Goals, and now the Sustainable Development
Goals. Furthermore, in retrospect it should be underscored that some of the
analytical contributions of the UN Secretariat on global economic and finan-
cial issues6 have been, if anything, as or more sound than those of the Bretton
Woods institutions, despite the much more limited amount of resources that
these institutions manage. The UN organization has also made important
contributions to these debates through the convening of high-level technical
groups, such as, in the area of global finance, the Zedillo and Stiglitz Comm-
issions (United Nations 2001 and 2009, respectively).

6 I refer, in particular, to analyses made by the UN Department of Economic and Social Affairs
(UN-DESA), the UN Commission on Trade and Development (UNCTAD), and the UN Economic
Commission for Latin America and the Caribbean (ECLAC).
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6.3 Reforming the Governance of the IMF and Other
International Financial Institutions

Despite their growing importance, due to the high integration of financial
markets, international financial institutions have been and continue to be
perceived as undemocratic. A central issue in this regard has been the inad-
equate representation of emerging and developing countries. The representa-
tion of different members in the governance of an institution is translated, of
course, into decision-making. That has been extremely well discussed in
relation to the IMF, in which voting rights in the Board have significantly
influenced the decisions of the institution—on top of the more direct influ-
ence that powerful members have over these institutions.7 There have also
been other debates about the governance of the IMF that relate to the relations
between the IMF Board, the Board of Governors, and the major ministerial
body that meets twice a year, the IMFC,8 as well as about how decisions are
made and the accountability mechanisms in place.

As pointed out in the introduction to this chapter, the reforms of ‘voice and
representation’ of developing countries in the Bretton Woods institutions
were launched at the UN Conference on Financing for Development that
took place in Monterrey in 2002 (United Nations 2002). They pre-date, there-
fore, the creation of the G20 at the leaders’ level, but the endorsement of the
G20 was critical for the reforms adopted in 2010.

In 2006 and 2008modest agreements were adopted on reforming quotas and
votes in the IMF Board, which entailed a redistribution of the quotas and a
tripling of the basic votes—the element of ‘one country, one vote’ in the govern-
ance of the Fund—the first such increase since the Fund’s inception. In the 2010
spring meetings of the Bretton Woods institutions, the ministers from the
developing countries demanded a more ambitious additional realignment of
the quotas, which would have increased those of developing countries by 7
percentage points. The proposed reforms required giving greater weight in the
quota allocation topurchasingpowerparityGDPs, and introducingmoreprecise
measures to determine the borrowing needs of countries through an adequate
assessment of the macroeconomic volatility that different countries face.

InOctober 2010, theministers of theG20 agreed to amore ambitious reform,
which was endorsed by the heads of state meeting in Seoul in November, and

7 Among many contributions made before the North Atlantic financial crisis, see Rustomjee
(2004) and Woods and Lombardi (2006).

8 The IMFC is the successor, after 1999, of the Interim Committee. As the name of this old
Committee suggests, it was an ad hoc advisory body with no formal powers, which in turn
succeeded the Committee of 20 that had been created in 1972 to undertake a major reform of
the international monetary system, and which proposed the creation of a formal ministerial
Council. The Interim Committee was its transitional form, which lasted for over a quarter of a
century. For an analysis of the role of the IMFC, see Shakow (2009).
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approved by the IMF Board soon after. It included: doubling the quotas; revis-
ing the allocation of quotas and voting power of developing countries while
protecting those of the poorest countries through the weight given to basic
votes; reducing by two the number of European representatives on the IMF
Board; and electing all of its members. Relative to the pre-2006 situation (i.e.
prior to the Singapore 2006 annual meeting), the increase in the quotas (3.9
percentage points) and voting power (5.3 points) of developing and transition
economies was less than expected by these countries (see Figure 6.2). Further-
more, the large gains by some of them (China, Republic of Korea, Brazil, India,
Mexico, and Turkey, in that order), which added up as a group to 7.3 and 6.7
percentagepoints in termsofquota andvotingpower, respectively, camepartly
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at the expense of other emerging and developing countries. This was less so in
the caseof votingpower thanks to the significant increase in thebasic votes that
hadbeenagreed in2008and that represent today5.5per centof the total voting
power. Furthermore, although the quotas and voting power of European coun-
tries were reduced, their over-representation continued to be a fundamental
problem, aswas theunder-representationof someemerging economies relative
to their actual share in the world economy, notably that of the Asian econ-
omies. Given recent and expected dynamics, this problem has already wors-
ened and will continue to do so over time if there are no further reforms.

For this reform to be effective, it needed to be approved by 112 members
representing at least 85 per cent of total votes. While the first of these thresh-
olds was rapidly reached, the second was not until the very lagged approval by
the US Congress of the additional capital contribution in December 2015. This
delay blocked the next steps in the process, which were the review of the
quota formula by January 2013 to better reflect the economic weights of
countries in the world economy, and a new general review of quotas, which
was supposed to be completed by January 2015.

After the previous reforms, the quota formula is a weighted average of GDP
(weight of 50 per cent), of indicators of openness and economic variability (30
per cent and 15 per cent, respectively), and international reserves (5 per cent).
The GDP in the formula is, in turn, a blend of estimates of that indicator at
market exchange rates and purchasing power parities (PPP) (with a weight of
60 per cent and 40 per cent, respectively). The formula also includes a ‘com-
pression factor’ that reduces the dispersion in calculated quota shares across
members.

Although the inclusion of the PPP GDPs in the formula was a victory for
emerging and developing countries, the current formula is still a long way
from capturing the relative economic weight of countries, leading in particu-
lar to an over-representation of Europe, and particularly of some of its small
countries. Indeed, as Table 6.1 indicates, if we just used PPP GDPs or even
blended GDPs as the basic indicator of the weight of countries in the global
economy, the share of emerging and developing countries would significantly
increase and that of the European Union would significantly decrease.

The major controversies9 relate, however, to the use of economic variability
and openness,10 both of which are supposed to reflect the potential need for

9 For these controversies, see IMF (2012d and 2014a) and the website of the New Rules for
Global Finance, http://www.new-rules.org/what-we-do/imf-governance-reform/imf-quota-reform.
A very useful analysis of the quota formula prior to the adoption of the current one, which is critical
of the openness index, is Cooper and Truman (2007).

10 Openness is defined as the annual average of current receipts and payments (goods, services,
income, and transfers) during the previous five years, and variability of current receipts and net
capital flows over a thirteen-year period (IMF 2008).
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IMF resources. These two indicators favour, indeed, the smaller European
economies (see also Table 6.1), and a few of them in particular.11 In this
regard, there seems to be a broad agreement, including among IMF staff,
that the measure of economic variability is flawed and should be dropped.
There continue to be controversies on the potential deficiencies of the open-
ness indicators, including the use of gross measures of trade and finance that
overestimate the relative openness of economies. The growing trade in inter-
mediate goods would favour the use of export value added rather than gross
trade. In turn, the indicators of financial openness tend to favour a few
international financial centres and even tax and regulatory havens. For these
reasons, there are disagreements on increasing the weight of the openness
variable. Controversies also rage about the possible inclusion of other vari-
ables, particularly lending by countries to the Fund, which would also favour
developed countries and would even amount ‘to putting up quotas for sale’
(Nogueira Batista 2012).

Table 6.1 Distribution of quota according to different criteria (% of total quota)

14th
Review

GDP
blend

GDP
PPP

Openness Variability Reserves
quota1

Calculated
change

Projected

Advanced economies 57.6 53.0 41.9 59.2 56.8 24.3 52.6 –5.0
United States 17.4 20.5 17.2 12.9 14.8 1.5 14.9 –2.5
Japan 6.5 7.0 4.9 4.3 5.7 11.9 6.0 –0.5
European G10 22.4 16.5 13.0 28.3 22.1 6.9 20.2 –2.2

Germany 5.6 4.5 3.7 7.8 5.9 0.7 5.3 –0.3
France 4.2 3.3 2.6 4.4 2.4 0.5 3.3 –0.9
United Kingdom 4.2 3.1 2.4 4.7 4.2 0.8 3.5 –0.7
Italy 3.2 2.7 2.2 3.1 3.0 0.5 2.7 –0.5
Smaller G102 5.2 2.9 2.1 8.3 6.6 4.4 5.4 0.2

Canada 2.3 2.1 1.6 2.5 2.0 0.6 2.2 –0.1
Other 9.0 6.9 5.2 11.2 12.2 3.4 9.3 0.3

Emerging and Developing 42.4 47.0 58.1 40.8 43.2 75.7 47.4 5.0
China 6.4 12.6 15.2 8.7 5.8 31.5 10.5 4.1
India 2.7 4.2 6.5 2.0 1.6 2.6 3.0 0.3
Korea, Republic of 1.8 1.6 1.6 2.5 1.1 3.0 1.9 0.1
Saudi Arabia 2.1 1.2 1.5 1.2 2.7 5.8 1.7 –0.4
Turkey 1.0 1.2 1.4 0.9 1.2 0.8 1.1 0.1
Russia 2.7 3.0 3.5 2.2 2.7 4.5 2.8 0.1
Brazil 2.3 3.2 3.1 1.2 1.6 3.5 2.4 0.1
Mexico 1.9 1.8 2.1 1.6 1.7 1.5 1.7 –0.2
Other 21.5 18.2 23.2 20.5 24.8 22.5 22.3 0.8

Memo
EU 30.4 22.1 18.5 38.2 33.8 7.4 28.4 –2.0
LICs 4.1 2.5 3.5 2.3 3.1 1.9 3.0 –1.1

Note: 1 Based on existing quota and 2011 PPP GDPs. 2 Belgium, Netherlands, Switzerland, and Sweden.

Source: IMF (2014a).

11 Notably four G10 members included in the table (Belgium, Netherlands, Switzerland, and
Sweden), but also Austria and some other Scandinavian countries.
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In any case, even with the current formula, emerging and developing
countries would continue to gain shares in IMF quotas, due both to their
much faster economic growth since the North Atlantic financial crisis, as
well as the 2011 revision of the International Comparison Programme,
which increased the share of emerging and developing countries in world
GDP at PPP from 52.8 per cent to 58.1 per cent—the former figure being
that used in the 2010 quota review. Indeed, as Table 6.1 shows, most esti-
mates indicate an additional quota gain of 5 percentage points for emerging
and developing countries, with them getting much closer to those using just
blended GDP. They would, of course, further gain if the variability indicator
were dropped and the weight of PPP estimates in the blended GDP further
increased. However, most gains would go to a few emerging economies,
notably China, whereas many other developing countries, including the
low-income countries, would actually lose. This underscores the importance
of maintaining and, even better, increasing the share of basic votes in the
next review. In turn, the US would fall slightly below the 15 per cent
threshold it needs to exercise a veto, a fact that by itself would complicate
the negotiations.

TheWorld Bank reforms that took place simultaneously had similar features
but also some important differences. These reforms came in two steps (World
Bank 2010). If we concentrate on the International Bank for Reconstruction
and Development (IBRD), there was a 1.46 percentage point increase in the
share of voting power for developing and transition countries in 2008, thanks
to an increase in basic votes. During that reform, a new Executive Director
from sub-Saharan Africa was also added to the Board. During the 2010 spring
meetings a further 3.13 percentage points were added, for a total increase of
4.59 percentage points. This was the result of an ad hoc (rather than a formula-
based) increase in capital but also of several adjustments to avoid individual
developing countries losing voting power in the reform process. As a result of
these reforms, the voting power of developing and transition countries
increased to 47.19 per cent (with a lower proportion in the International
Development Association and International Finance Corporation). As in the
IMF, the greatest increase went to a few emerging economies, in particular
China, which gained 1.65 percentage points to become the Bank’s third
largest shareholder, and five other emerging economies (Republic of Korea,
Turkey, Mexico, Brazil, and India, in that order) which, as a group, gained 1.92
percentage points. However, in contrast to the IMF, the rest of the developing
and transition economies also gained 1.02 percentage points of voting power.
In the case of the developed countries, the European Union and Japan saw
their voting power reduced but not the United States.

Equally interestingly, there was a decision to adopt IBRD shareholding
principles, which are now explicitly different from those that rule IMF quotas
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and voting power.12 They include economic weight (somewhat different to
the formula used in the IMF), financial contributions to IDA (both historical
and pledged), and a small recognition of the development contributions of
clients (the developing and transition economies). The latter two are con-
sidered as ‘development contributions’ to the World Bank mission. The
Board also approved the principle that IBRD should move towards equitable
voting parity in the near future, which should include the adoption of a
formula to estimate capital shares. There was agreement that these steps
would be taken in the new shareholding review that started to be discussed
in 2015.

Both reforms should be considered as part of an ongoing process that must
continue in the near future. In particular, these changes only go part of the
way to reducing the quota and voting power of European countries, which are
over-represented in both institutions relative to their current economic
weight in the world economy, and to correct the under-representation of
some emerging economies, particularly of Asia.

Another crucial issue in both cases is the selection of the heads and senior
management of these organizations on the basis of transparent and open
processes, based on the merit of the candidates, and regardless of nationality.
This is, of course, part of all proposals for governance reforms of the Bretton
Woods institutions (e.g. the two major proposals on IMF reform mentioned
later in this section). Although these principles were formally endorsed by the
G20 at the leaders’ level, the election of the IMF Managing Director in 2011
and the World Bank President in 2012 represented at best a marginal change
relative to the past and ended up with the traditional election of a Western
European to the first institution and a US citizen to the second. In turn, the
re-election of both of them in 2016 was not a competitive process. It would
also be useful for the staff of these institutions to be more diverse, not just
in terms of nationality but also in terms of educational background and
professional experience, as well as gender.

In relation to other international financial institutions, while the Bank for
International Settlements has selectively increased its members, the Financial
Stability Forum and the Basel Committee continued to exclude developing
countries prior to the North Atlantic financial crisis. An exception to this rule
was the International Organization of Securities Commissions (IOSCO), the
organization of stock exchange regulators, which had a wide representation
from developing countries. The lack of representation of emerging and
developing countries from the Basel Committee had been the target of most
criticism, as it had doubtlessly distorted the policies designed, which proved

12 Differences had already been created over the past two decades by recognition in the World
Bank of special contributions from countries to World Bank resources, particularly to IDA.
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ineffective in guaranteeing financial stability in major developed countries,
but were also biased against the interests of the developing world (Griffith-
Jones and Persaud 2008).

The decisions of the G20 in its first two summits were critical for increasing
the participation of major emerging economies in these institutions. The FSF
was transformed into the FSB, to reflect the additional powers given to it as the
coordinator of global financial regulation, and its membership was increased
to include all the members of the G20 and thus the largest developing coun-
tries. In turn, in March and June 2009, membership of the Basel Committee
was broadened to include all G20 countries, as well as Hong Kong and Singa-
pore. As a result of this process, the representativeness of these institutions
was significantly increased, as reflected in the share of world foreign exchange
reserves in the hands of FSB members, as well as the countries that are
members of the Basel Committee that supervises the fifty largest banks in
the world (Griffith-Jones and Ocampo 2012). However, small- and medium-
sized countries are still excluded from decision-making in the regulatory
bodies. This contrasts, of course, with the fact that they are forced to adopt
the regulatory standards that FSB and Basel Committeemembers agree on, as a
result of a mix of pressure from both international financial institutions and
markets. This may also bias those standards against their interests and needs.13

Accountability is also an issue in all international regulatory institutions, in
open contrast to national bodies which are accountable to parliaments. This
means that regulatory institutions should evolve into universal treaty-based
organizations and that they should be accountable to multilateral representa-
tive institutions (United Nations 2009).

There are, of course, many other issues of governance that have been on the
table, in particular those proposed by the two major reports on IMF govern-
ance: the study undertaken by the IMF’s Independent Evaluation Office (IEO)
just prior to the North Atlantic financial crisis (IMF-IEO 2008)14 and the
Commission for IMF Governance Reform headed by Trevor Manuel that
presented its report at the peak of the crisis (IMF 2009b).

One issue underscored in Manuel’s report relates to the broadening of the
Fund’s surveillance mandate to cover macroeconomic policies, prudential
issues, and financial spillovers. This is an area where it can be said that
there has been significant advance since the North Atlantic financial crisis,

13 As Griffith-Jones and Ocampo (2012) argue, this means that their concerns may not be taken
into account—for instance, the preference for simpler regulation, which may be more appropriate
for smaller nationally-focused banks—and enhances the power of small- and medium-sized
countries to regulate the large international banks active in their countries (see also Warwick
Commission 2009, in this regard).

14 See the more detailed studies for this report in Lamdany and Martinez-Diaz (2009).
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including through the development of new instruments of multilateral sur-
veillance, stronger and more ‘candid’ assessments of systemically important
economies, and the renewed recognition of the positive role that macropru-
dential policies, affecting cross-border capital flows, can play in ensuring
financial stability.

On the issues of governance, the IEO’s report indicated that the Fund had a
good record in terms of effectiveness, particularly as a ‘fire fighter’ during
crises, an area in which the Managing Director’s access to high policy officials
was essential. Nonetheless, it pointed out thatmost of this takes place through
informal channels of communication with powerful countries that lack trans-
parency and accountability. According to this evaluation, the major problems
of the Fund lie in improper accountability and the weak voice of many
countries as well as non-governmental actors.

To strengthen voice, the Manuel report endorsed quota reform (an issue not
dealt with in the IEO report) and both proposed that all chairs on the Board
should be elected. The latter has already been agreed, but its meaning is still
unclear, as a significant number of the most powerful countries can, in any
case, elect themselves. Both also proposed putting in place the Council of
Ministers envisaged in the Articles of Agreement (Article XII, section 1 and
Schedule D), with effective powers to coordinate policies, adopt the most
important strategic decisions, and exercise full supervision of the Fund activ-
ities, including those of the Board. This would replace the IMFC, which has
only advisory capacities, though it is generally agreed that it has exercised its
functions relatively well and the Board has implicitly understood that it is
mandated by this Committee.

According to both proposals, the Board would advise the Council on stra-
tegic decisions, exercise full supervision of management, thus strengthening
accountability, but leave aside the day-to-day operations to management. The
additional functions, according to Manuel’s report, would be to take decisions
on the use of Fund resources, including approving the credit facilities, and
other decisions with financial implication, such as medium-term budget and
staff compensation. Day-to-day decisions, as well as surveillance functions
over most members through Article IV consultations, would be in the hands
of management.

In terms of decision-making, Manuel’s report also proposed reducing the
threshold of votes needed to approve important IMF reforms from the current
85 per cent to 70–75 per cent, which would mean that the US could no longer
exercise a veto in the IMF on important policy decisions. Curiously, if this is
agreed, some powerful groups of emerging countries—notably the BRICS,
which with the fourteenth review of quotas would have close to the 15
per cent threshold—would also lose their effective veto power and would be
forced to generate broader coalitions.
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A major issue that none of these reports analyses is the representation of
small- and medium-sized countries, including how well the constituency
system works. Woods and Lombardi (2006) and Martinez-Diaz (2009), who
have looked at this issue, underscore the fact that constituencies vary in size,
shared interest, and voting power balance. They indicate that, with some
exceptions (e.g. the Canadian constituency with several Caribbean countries),
Directors from constituencies that are characterized by strong voting power
imbalances tend to consult other members of the constituencies much less
and, in contrast, that constituencies with better power balance and the advan-
tages of geographical proximity workmuch better (with the European Nordic–
Baltic constituency as the best example). In turn, in the case of those constitu-
encies that mix countries that use Fund resources and those that do not, there
is a high risk that the interests of the former may not be adequately repre-
sented. Countries can and have moved across constituencies, a fact that gives
them some leverage. The IEO report also underscores the fact that there are no
job descriptions or transparent merit-based processes for selecting Executive
Directors and their staff.

Beyond that, however, it is important to think of special mechanisms to
support small- and medium-sized countries. This could include double major-
ity voting for certain purposes—e.g. for the conditions that characterize credit
lines for low-income countries. It could also include special ways tomake their
voices heard, particularly an institutional mechanism that would allow weak
IMF members to express what they perceive are abuses by Fund staff in
programmes or in Article IV consultations.

It should finally be said that one of the clear advances of the IMF has been in
the area of transparency and the adequate functioning of its IEO. In the first
case, transparency has been facilitated by the access to official IMF documents
over the past two decades. It includes also the publication of staff views on
certain topics that may in some ways express differences or caveats vis-à-vis
the official position. This also allows external analysts to get to know internal
controversies among staff members, and participate in those debates. This was
an advantage that external analysts had in relation to the World Bank and
other multilateral development banks, but the very hierarchical structure of
the Fund blocked this in the past.

The IEO was created in 2001 to respond to the criticism of the Fund by
some members and outside analysts over the way it dealt with the emer-
ging countries’ crisis of the late twentieth century. Its success has been due
to the generally good topic selection and the quality of its reports, which
have mainly dealt with long-term cross-cutting issues. The most recent
institutional evaluation of its activities (Ocampo, Pickford, and Rustomjee
2013) indicates that it is widely considered to be the most independent of
offices of its kind among international financial institutions, and that it has
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played an important role in improving the accountability and transparency
of the IMF and in helping develop a learning culture within the organiza-
tion. Through all of this, it has strengthened the institution’s external
credibility. It has also had full access to internal information, overcoming
in this regard an issue raised by the previous 2006 evaluation (Lissakers,
Husain, and Woods 2006). Both evaluations indicate, however, that Board-
endorsed IEO recommendations have lacked an adequate follow-up process
and even strong ownership by the Board. Its engagement with the IMFC
was also much better in the early years of operation, and should therefore
be strengthened.

6.4 Regional Arrangements

The third pillar of reform of international financial cooperation is the devel-
opment of a multi-layered global architecture that relies more broadly on
regional, sub-regional, and even inter-regional institutions. Indeed, in a het-
erogeneous international community, the creation of networks of global,
regional, and national institutions can provide a better system of governance
than arrangements based on single global organizations. This reflects the basic
fact that the globalization process that the world has experienced in recent
decades is also a process of open regionalism. But this concept is also based on
old federalist principles, which when applied to the international system
imply that regional and sub-regional institutions give stronger voice to smaller
countries, and therefore these countries develop a stronger sense of ownership
of them. Furthermore, given the incomplete nature of the existing global
financial architecture, regional and inter-regional institutions can also con-
tribute in many ways to fill the gaps of the existing architecture. So, what can
be called a ‘dense’ international financial architecture can contribute not only
to improving the structure of the global economy and the international
political power balances, but can also be more effective than an architecture
based on single world organizations.

The best argument in favour of regional and sub-regional institutions is thus
of a political economy character: the strong sense of ownership of these
institutions by member countries, and especially by small- and medium-
sized ones. This creates a special relationship with countries, which is
expressed in the harmony between the financing facilities and the demands
by its members, and in the strong preferred creditor status that these institu-
tions enjoy.

These arrangements also face, nonetheless, major challenges. The most
important ones relate to the limited capacity of developing countries to
handle certain financial risks, the institutional challenges that they face, and
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the need to distribute their benefits equitably.15 In the first case, possibly the
main challenge—particularly in terms of monetary arrangements—is the dif-
ficulty in exercising a large-scale counter-cyclical role, due to the pro-cyclical
access that emerging and developing countries have to private capital markets
and the contagion effects generated by the sudden interruption in the access
to external financing during crises. In institutional terms, the key challenge is
to build solid technical institutions, characterized, therefore, by the lack of
political interference in their everyday operation. In relation to the equitable
distribution of benefits, due to the inability to fully respond to the demands of
the large-sized member countries, these institutions should necessarily have
regional or sub-regional redistributive objectives. However, they must prevent
their governance structure from being characterized by the excessive power of
large countries, as this would defeat the basic political economy argument in
favour of these institutions: the greater voice that is granted to small- and
medium-sized countries.

The best example of a dense architecture is the system of MDBs, where the
World Bank coexists with several regional and sub-regional banks and one
inter-regional bank (two if we now add the NewDevelopment Bank created by
the BRICS countries). In contrast, the international monetary architecture is
particularly hollow. What this means is that the IMF of the future should be
conceived of as the apex of a network of regional reserve funds rather than a
mere global fund (Ocampo 2002, 2006b). This would make it look closer in
design to the European Central Bank and the Federal Reserve System than to
the current IMF. Aside from its benefits in terms of fuller participation by all
countries, this design would be much better for promoting macroeconomic
policy dialogue and crisis prevention and management at the world level or,
in the terminology in fashion, a stronger global financial safety net. A similar
structure should be adopted for global financial regulation and supervision.

The system of MDBs was born with IBRD but has been enriched with the
creation of the regional development banks, a series of sub-regional banks,
and an inter-regional one (the Islamic Development Bank) since the late
1950s. Regional integration and the call to reduce regional inequalities were
behind the early creation of the largest regional development bank (and,
indeed, largest MDB)—the European Investment Bank. In turn, political
motivations were behind the creation of many of the MDBs that serve emer-
ging and developing countries. The Inter-American and Asian development
banks were the result of Cold War politics, the African Development Bank the
daughter of decolonization, and the later European Bank for Reconstruction
and Development the result of the West’s interest in the success of market

15 On these constraints, see in particular Culpeper (2006).
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reforms in transition economies after the fall of the Berlin Wall. In turn, the
origin of the Arab and Islamic institutions lies in the regional solidarity
generated by the Arab–Israeli war of 1967. This process has not ceased and
now includes the creation in 2015 of a new inter-regional bank, the New
Development Bank, and a new regional bank, the Asian Infrastructure Invest-
ment Bank. Both of these new institutions will largely focus on financing
infrastructure. National development banks are also involved to some extent
in international development functions, including now some from emerging
economies (China being the most remarkable case).

As Figure 6.3makes clear, this network of institutions provides quite a useful
supply of services to most parts of the world, including Western Europe.
However, the coverage of services by MDBs varies across regions, mixing in
variable ways its different layers.16 The Middle East and North Africa is the
region best covered by the services of MDBs, with a strong share by regional
institutions and the Islamic Development Bank, followed by South Asia and
sub-Saharan Africa, where, in contrast, the World Bank group is the major
player. They are followed by Latin America and the Caribbean (excluding its
three largest economies), Central Asia, and, interestingly, Western Europe.
The three largest economies of Latin America and East Asia are the two regions
where coverage of the services of MDBs is more limited.
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region)
Source: Author estimates based on information from each bank and GDP data from theWorld Bank.

16 See, in this regard, the contributions to Ocampo (2006a).
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With the exception of the European Investment Bank, which is made up
entirely of industrial countries, all of which can borrow from the institution—
and is thus a ‘cooperative’—most regional development banks include a div-
ision between developing country borrowers and non-borrowing industrial-
ized country members. This structure was adopted late (in 1982) by the
African Development Bank, which was initially a strictly African institution
but was forced to converge towards this structure because of its financial
difficulties. This capital structure allows developing countries to benefit from
the excellent credit rating of the industrialized country members. It is ampli-
fied by the practice of maintaining a large ratio of subscribed to paid-in capital,
which may be understood as a guarantee to the lending operations of these
institutions.

The most elaborate system of MDBs owned by regional members is that of
the Arab and Islamic world, which essentially operates as a mechanism for
transferring resources from the oil-rich countries of the region to poorer
regional members, as well as to other countries in the Islamic world and Africa.
In other regions of the world, the best example of a sub-regional bank is the
Development Bank of Latin America, the new name recently adopted by the
Andean Development Corporation (CAF according to its Spanish acronym), a
transformation that reflects the fact that its gradual expansion has made it a
truly regional development bank, and one that is owned by developing coun-
tries. (Spain and Portugal joined in recent years, but they are also potential
borrowers.) This dynamic institution is, indeed, the best example of an inter-
national financial ‘cooperative’ in the developing world, as all members can
borrow from the institution.

In contrast to the dense architecture that characterizes the system of MDBs,
that of the international monetary system is fragmented and rather hollow.17

Regional arrangements in this area have taken different forms—common
central banks, payment agreements, reserve pools, and swap credit lines—
and different degrees of multilateralization.

The architecture includes, first of all, a small group of monetary unions (the
European Central Bank, two additional ones in West and Central Africa, and
that of the small islands of the Eastern Caribbean, in particular). Among the
projects to create new monetary unions, the Gulf Cooperation Council is
worth highlighting, but it has been delayed several times and will come into
operation only with part of its members. In turn, the idea to create a central
bank among members of the Caribbean Community (CARICOM) has been
essentially abandoned.

17 See, in this regard, the contributions to Volz and Caliari (2010) and the evaluation of the IMF
(2013b) of its relations with regional financial arrangements.
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A second group includes reciprocal payments mechanisms created in the
context of regional trade integration processes. Europe provided an early and
very successful model with the European Payments Union, which was created
shortly after the SecondWorld War (see Chapter 1). These mechanisms imply
savings in the use of foreign exchange in commercial transactions and may
therefore be particularly useful in periods of foreign exchange scarcity. In the
developing world, the Agreement for Reciprocal Payments and Credits of
the Latin American Integration Association (LAIA or ALADI according to its
Spanish acronym) is worth highlighting, but after its peak utilization during
the Latin American debt crisis of the 1980s, its use has significantly declined.
Payment mechanisms in national currencies can be added, as well as a few
experiments with a limited use of notional regional currencies.18

A third set includes an equally small balance of payments financing agree-
ments, either in the form of reserve pools or swap arrangements.19 The oldest
are the Latin American Reserve Fund (FLAR, according to its Spanish acro-
nym), currently made up of the Andean countries, Costa Rica, Uruguay, and
Paraguay, and the swap currency agreement between the central banks of
the Association of Southeast Asian Nations (ASEAN). The Arab Monetary
Fund, which has been in operation since 1977, can be added to the list,
though it has essentially financed trade, and therefore could be said to belong
more to the family of development banks than to monetary agreements. The
North American Framework Agreement, established in 1994 as part of the North
American Free Trade Agreement, is another small arrangement. The epicentre of
the emerging economies of the late twentieth century, East Asia, also gave birth
to the most ambitious proposals in this area at the time: the Chiang Mai Initia-
tive, created in 2000 as a system of bilateral swap arrangements among the
central banks of the ASEAN countries, China, Japan, and the Republic of Korea
(ASEAN+3), which engulfed the former ASEAN swap arrangement.

There have been significant advances in this area since the North Atlantic
financial crisis. Indeed, a significant difference between this crisis and that
faced by emerging economies in the late twentieth century has been the
recognition of the role of these regional arrangements in the global financial
safety net. At that time, the Japanese initiative to create an Asian Monetary
Fund faced the opposition of the United States, and the Managing Director of

18 There was also a payments mechanism among Central American countries that collapsed
during the debt crisis of the 1980s. A notional regional currency was created by the Andean
Community in the 1980s, the Andean peso, but soon ceased to be actively used. For a full
inventory of Latin American initiatives in this area, including recent ones mentioned later in
this section, see Ocampo (2013a: section III).

19 I exclude from this list the swap arrangements among developed countries’ central banks,
which has the US Federal Reserve at its centre. Four emerging economies (Brazil, Republic of Korea,
Mexico, and Singapore) were given temporary access to Fed swap facilities at the beginning of the
North Atlantic financial crisis. See the analysis of these arrangements in Chapter 5.

Governance of the International Monetary System

203



the IMF,Michel Camdessus, thought it led to the launching of the ChiangMai
Initiative in 2000.

Actions in recent years have been particularly striking in the region that
became the epicentre of the North Atlantic financial crisis in 2010–13: the
European Union and, in particular, the euro area. They included the creation
of two stability funds: first the temporary European Financial Stability Facility
set up in 2010, and later the permanent European Stability Mechanism that
began to operate in 2012. They also included the interventions of the Euro-
pean Central Bank to ensure the functioning of the regional payment system
(through the TARGET2 arrangement), provide liquidity to the commercial
banks, and in a more sporadic (or, one might say, even inconsistent) manner,
prevent disorders in the functioning of public debt markets.20 The European
Financial Stabilization Mechanism was also set up in 2010 and is available to
all European Union members, but it is a smaller mechanism relative to the
eurozone facilities.21

In relation to emerging and developing economies, the most important
actions have been the expansion and multilateralization of the Chiang Mai
Initiative in 2009, its expansion to US$240 billion in 2012, and the creation in
2011 of its surveillance unit in Singapore (the ASEAN+3 Macroeconomic
Research Office, AMRO). Other initiatives include the creation of the Eco-
nomic Stimulus Fund of the Eurasian Economic Community, the 40 per
cent expansion of FLAR agreed in 2012, and some initiatives in the field
of payments in Latin America. The most recent is the launch, in 2014, of a
US $100 billion BRICS Contingency Reserve Arrangement (CRA).22

As Figure 6.4 indicates, the relative size of these different arrangements
relative to the regions’ GDPs is quite diverse. The European Stability Mechan-
ism is by far the largest, followed by the Chiang Mai Initiative and the BRICS’s
CRA. The other arrangements are smaller in magnitude. However, size may
not be a good guide to the effectiveness of these institutions, particularly
when they focus on the smaller countries. Notably, despite its modest size,
FLAR has disbursed throughout its history (since 1978) the equivalent of 70
per cent of the funds disbursed by the IMF to member countries, and indeed
more funds than the IMF if we exclude Venezuela (Ocampo 2014b).

20 The literature on this topic is extensive. See, among many others, Wyplosz (2013). The roots
of balance of payments facilities for EU countries go back to 1971.

21 There is also an older but small mechanism of balance of payments support to non-euro area
countries but provided by the European Union, the Balance of Payments Assistance Facility,
created in 2002, that has in a sense been superseded by later arrangements.

22 See Grabel (2012) for a detailed review of the initiatives that have been adopted in the
developing world and IMF (2013b) for an inventory of regional initiatives and an analysis
of the relationship of the IMF with the various agreements. The recent Latin American
initiatives include the payments in national currencies between Argentina and Brazil, and the
SUCRE (Spanish acronym for Unified System for Regional Compensation) among ALBA members
(Spanish acronym for Bolivarian Alliance of the Peoples of Our America).
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One way to understand how regional monetary arrangements function is to
differentiate three basic functions: (i) the dialogue onmacroeconomic policies
and the possible monitoring and coordination of these policies; (ii) balance
of payments support; and (iii) coordination and eventual exchange rate
unification (Ocampo 2006b). Given the frequency and rigour of the disturb-
ances coming from the capital account, the third of these objectives has
been generally absent in monetary arrangements among emerging and devel-
oping countries. In contrast, it has been central in the history of European
monetary cooperation, even before the creation of the European Central Bank
(Wyplosz 2006).

A particular issue in the case of developing countries is the limited effect-
iveness that regional monetary arrangements can have in protecting against
systemic events due to likely contagion effects among its members. However,
as the experience of FLAR indicates, even in a narrowly defined region, conta-
gion does not eliminate the fact that demands for liquidity by members have
different intensities and variable lags, making a reserve fund viable and desir-
able. This also reflects the fact that correlation among some relevantmacroeco-
nomic variables among Latin American countries (foreign exchange reserves
and terms of trade) is not necessarily veryhigh, and correlations in capitalflows
is high but not close to unity. Furthermore, lending at the onset of a crisis can
actually serve as a preventivemechanism that reduces contagion, and thus, as a
powerful mechanism of collective insurance. In narrower terms, reserve pool-
ing is useful if the variability of the reserve pool is lower than that of each of the
members’ foreign exchange reserves (Machinea and Titelman 2007; Ocampo
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Figure 6.4 Size of regional balance of payments facilities (% of regions’ GDPs in 2013)
Source: International Monetary Fund. The data for the Eurasian Anti-Crisis Fund and the North-
American Framework Agreement refers to 2011 and is taken from IMF (2013b). That for FLAR
includes the 40% increase in the reserve pool agreed in 2012.

Governance of the International Monetary System

205



and Titelman 2009). In any case, these constraints indicate that regional insti-
tutions cannot substitute the role that the IMF plays during systemic crises.

There are, in any case, different ways in which these arrangements can relate
to the IMF. In this regard, during the recent crisis, Europeans chose rescue
packages in which the IMF was a partner of the European institutions and
involved programmes with heavy conditionality. In contrast, the strong
‘stigma’ associated with IMF programmes in East Asia explains why Chiang
Mai has not been used, because beyond a certain limit (initially 10 per cent of
the agreed swap lines, which was later raised to 20 per cent and most recently,
in 2012, to 30 per cent), the use of its facilities requires an IMF programme. As
a result, countries that may have used the initiative during the North Atlantic
crisis (possibly Indonesia and the Republic of Korea) did not do so as they were
unwilling to agree to any such programme. Eliminating the link with IMF
programmes is thus essential in this case. Given this experience, it is surprising
that the link to an IMF programme beyond 30 per cent of the credit lines was
also the rule adopted by the BRICS’s CRA. In contrast, the use of FLAR facilities
has traditionally been delinked from any IMF programme, and in fact has no
conditionality attached to it. The links between the IMF and regional arrange-
ments will continue to be subject, therefore, to flexible designs and a ‘variable
geometry’.

Regional monetary arrangements should, therefore, be actively promoted
as essential components of the global financial safety net. There are, in fact,
many ways in which their creation could be encouraged. A major incentive
would be the access of these arrangements to rediscount facilities that could
be created in the IMF, or even that in the case of developing countries SDR
allocations would be proportional, not only to IMF quotas, but also to
the reserves that these countries have placed in common reserve funds—
thus making pooled reserves equivalent to IMF quotas for this purpose23

(United Nations 1999; Ocampo 2002)—and, perhaps with a discount, to
swap credit lines that they extend among themselves. They can also be the
building blocks to broader reforms. The Stiglitz Commission has proposed a
bottom up process, through which the new global monetary system would be
strengthened by a series of agreements among regional arrangements (United
Nations 2009: ch. V).

23 Indeed, it is essential that pooled reserves be counted as part of foreign exchange reserves of
countries, a practice that the IMF has not yet adopted.
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