
CHAPTER 2 

BROKEN PROMISES 

O N MY FIRST day, February 13,1997, as chief economist 
and senior vice president of the World Bank, as I walked 
into its gigantic, modern, gleaming main building on 19th 

Street in Washington, DC, the institution's motto was the first thing 
that caught my eye: Gllr dream is a world withollt poverty. In the center 
of the thirteen-story atrium there is a statue of a young boy leading 
an old blind man, a memorial to the eradication of river blindness 
(onchocerciasis). Before the World Bank, the World Health Organiza­
tion, and others pooled their efforts, thousands were blinded annually 
in Africa from this preventable disease. Across the street stands 
another gleaming monument to public wealth, the headquarters of 
the International Monetary Fund. The marble atrium inside, graced 
with abundant flora, serves to remind visiting finance ministers from 
countries around the world that the IMF representli the centers of 
wealth and power. 

These two institutions, often confused in the public mind, present 
marked contrasts that underline the differences in their cultures, 
styles, and missions: one is devoted to eradicating poverty, one to 
maintaining global stability. While both have teams of economistli fly­
ing into developing countries for three-week missions, the World 
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U.llIk Ius workl'd h~rd [0 make surl' [hat a substantial Iraction of its 
'[.llnin.' pl'rm,llIt'ndy in tht' couIHry they are trying to assist; the IMF 
~enl'r.illv Ius l'nlv .1 single "resident representative," whose powers are 
limi[ed. Ii\!F pro~rams art' typically dictated fwm Washington, and 
sl1.lpe'd lw [ht' short missions during which its staff members pore 
owr numbas in [ht' finance ministries and central banks and make 
[helllse'h-es comfortable in five-star hotels in the capitals. There is 
more dun svmbolism in this difference: one cannot come to learn 

.Ibout. and love" a n.Hion unless one gets out to the countryside. One 
should no[ see unemployment as just a statistic, an economic "body 
LOUIH:' [he unintended casualties in the fight against inflation or to 

t'nsure [hat Western banks get repaid. The unemployed are people, 
with families, whose lives are affected-sometimes devastated-by 

rhe economic policies that outsiders recommend, and, in the case of 

the [ME etfectively impose. Modern high-tech warfare is designed to 

remove physical contact: dropping bombs from 50,000 feet ensures 
that one does not "feel" what one does. Modern economic manage­

ment is similar: from one's luxury hotel, one can callously impose 

policies about which one would think twice if one knew the people 

whose lives one was destroying. 

Statistics bear out what those who travel outside the capital see in 

the villages of At rica, Nepal, Mindanao, or Ethiopia; the gap between 

the poor and the rich has been growing, and even the number in 

absolutely poverry-living on less than a dollar a day-has increased. 

Even where river blindness has been eliminated, poverry endures­

this despite all the good intentions and promises made by the devel­

oped nations to the developing nations, most of which were once the 

colonial possessions of the developed nations. 
Mind-sets are not changed overnight, and this is as true in the 

developed as in the developing countries. Giving developing coun­
tries their freedom (generally after little preparation for autonomy) 

often did not change the view of their former colonial masters, who 
continued to feel that they knew best. The colonial mentality-the 
"white man's burden" and the presumption that they knew what was 

best for the developing countries-persisted. America, which came 
to dominate the global economic scene, had much less of a colonial 
heritage, yet America's credentials too had been tarred, not so much 
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by its "Manifest Destiny" expansionism as by the cold war, in which 
principles of democracy were compromised or ignored, in the all­
encompassing struggle against communism. 

THE NIGHT BEFORE I started at the Bank, I held my last press con­
ference as chairman of the President's Council of Economic Advis­
ers. With the domestic economy so well under control, I felt that the 
greatest challenges for an economist now lay in the growing problem 
of world poverty. What could we do about the 1.2 billion people 
around the world living on less than a dollar a day, or the 2.8 billion 
people living on less than 52 a day-more than 45 percent of the 
world's population? What could I do to bring to reality the dream of 
a world without poverty? How could I embark on the more modest 
dream of a world with less poverty? I saw my task as threefold: think­
ing through what strategies might be most effective in promoting 
growth and reducing poverty; working with governments in the 
developing countries to put these strategies in place; and doing 
everything I could within the developed countries to advance the 
interests and concerns of the developing world, whether it was push­
ing for opening up their markets or providing more effective assis­
tance. I knew the tasks were difficult, but I never dreamed that one of 
the major obstacles the developing countries faced was man-made, 
totally unnecessary, and lay right across the street--at my "sister" 
institution, the IME I had expected that not everyone in the interna­
tional financial institutions or in the governments that supported 
them was committed to the goal of eliminating poverty; but I 
thought there would be an open debate about strategies--strategies 
which in so many areas seem to be failing, and especially failing the 
poor. In this, I was to be disappointed. 

Ethiopia and the Struggle Between Power Politics and Poverty 

After four years in Washington, I had become used to the strange 
world of bureaucracies and politicians. But it wa.~ not until I traYeled 
to Ethiopia, one of the poorest countries in the world, in March 
1997, barely a month into the World Bank job, that I became fully 
immersed in the astonishing world of IMF politics and arithmetic. 
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Ethiopi.I's p<'r c.lpitJ incl'lIIe was $ I I () a year and the country had 
mtkr<'d trlllll succ<'ssiw dmughts and talllines that had killed 2 mil­
lion pcopl<" I \Wllt to 1IIt't't Prillle Minister Mdes Zenawi, a man 
wllll Iud !c'd .1 s<'wlltt't'n-year guerrilla war ag.linst the bloody Marx­
ist rt'g i lilt' of Mengistu Haile Mariam. Mdes's forces won in 1991 
.lIId then the gowrnlllent began the hard work of rebuilding the 
country. A doctor by training, Mdes had formally studied economics 
bt'c.llIse he knew that to bring his country out of centuries of 
pO\'t'fty would require nothing less than economic transformation, 
Jnd he delllonstrated a knowledge of economics-and indeed a cre­
Jri\'ity-that would have put him at the head of any of my university 
d.lsses. He showed a deeper understanding of economic principles­
Jnd cercainly a greater knowledge of the circumstances in his coun­
try-than many of the international economic bureaucrats that I had 
to deJI with in the succeeding three years. 

Mdes combined these intellectual attributes with personal integrity: 
no one doubted his honesty and there were few accusations of cor­
ruption within his government. His political opponents came mostly 
from the long-dominant groups around the capital who had lost 
political power with his accession, and they raised questions about his 
commitment to democratic principles. However, he was not an old­
iashioned autocrat. Both he and the government were generally 
committed to a process of decentralization, bringing government 
closer to the people and ensuring that the center did not lose touch 
\vith the separate regions. The new constitution even gave each 
region the right to vote democratically to secede, ensuring that the 
political elites in the capital city, whoever they might be, could not 
risk ignoring the concerns of ordinary citizens in every part of the 
country, or that one parr of the country could not impose its views 
on the rest. The government actually lived up to its commitment, 
when Eritrea declared its independence in 1993. (Subsequent 
events--such as the government's occupation of the university in 
Addis Ababa in the spring of 2000, with the imprisonment of some 
students and professors-show the precariousness, in Ethiopia as else­
where, of basic democratic rights.) 

When I arrived in 1997, Meles was engaged in a heated dispute 
with the IMF, and the Fund had suspended its lending program. 



UIIOKloN I'I{()MI~E~ 

Ethiopia's macroeconomic "results"-upon which the Fund was 
supposed to focus-could not have been better. There was no infla­
tion; in fact, prices were falling. Output had been growing steadily 
since he had succeeded in ousting Mengistu. 1 Mele~ showed that, 
with the right policies in place, even a poor African country could 
experience sustained economic growth. After years of war and 
rebuilding, international assistance was beginning to return to the 
country. But Meles was having problems with the IME What was at 

stake was not just $127 million of IMF money provided through its 

so-called Enhanced Structural Adjustment Facility (ESAF) program 
(a lending program at highly subsidized rates to help very poor coun­

tries), but World Bank monies as well. 
The IMF has a distinct role in international assistance. It is sup­

posed to review each recipient's macroeconomic situation and make 
sure that the country is living within its means. If it is not, there is 

inevitably trouble down the road. In the short run, a country can live 

beyond its means by borrowing, but eventually a day of reckoning 
comes, and there is a crisis. The IMF is particularly concerned about 

inRation. Countries whose government~ spend more than they take 
in in taxes and foreign aid often will f.1ce inRation, especially if they 

finance their deficits by printing money. Of course, there arc other 
dimensions to good macroeconomic policy besides inRation. The 

term macro refers to the a.~regatc behavior, the overall levels of 
growth, unemployment, and inRation, and a country can ha\'e low 
inRation but no growth and high unemployment. To most econo­
mists, such a country would rate as having a disastrous macroeco­
nomic framework. To most economists, inRation is not so much an 
end in itself, but a means to an end: it is because l'.wl'ssil'c1), high infla­
tion often leads to low growth, and low growth lead~ to high unel11-
ployment, that inRation is so frowned upon. But the IMF often seel11s 
to confuse means with ends, thereby losing sight of what is ultimately 
of concern. A country like Argentina can get an "A" grade, e\'en if it 
has double-digit unemployment for years, so long as it~ budgl,t seems 
in balance and its inRation seems in control! 

If a country does not come up to certain minimum standani~. me 
IMF suspends assistance; and typically, when it docs, so do mhl'r 
donors. Understandably, the World Bank and thl' IMF don't lend to 



,'llulltrit's ulll~ss dlt'y hl\'~ l good macrotram~work in place. If coun­
tric's h.ln' hugt' ,it-ti,its llld soaring inflation, there is a risk that 
mOlll'Y will Illlt ht' wdl Sp~l1r. Governments that fail to manage their 
,l\w.11I l',onomy gt'n~rall)' typically do a poor job managing foreign 
.Iid. Uur if thl' macro~col1omic indicators-inflation and growth­
.Ir~ solid .. IS tht'Y w~re in Ethiopia, surely the underlying macroeco­
nomic tram~\\'ork must be good. Not only did Ethiopia have a sound 
l1\Jcro~col1omic tram~work but the World Bank had direct evidence 
of tht' cOl11p~tence of the government and its commitment to the 
poor. Ethiopia had formulated a rural development strategy, focusing 
its Jttt'ntion on the poor, and especially the 85 percent of the popula­
tion living in the rural sector. It had dramatically cut back on military 
expenditures-remarkable for a government which had corne to 
power through military means-because it knew that funds spent on 
weapons were funds that could not be spent on fighting poverty. 
Surely. this was precisely the kind of government to which the inter­
national community should have been giving assistance. But the IMF 
had suspended its program with Ethiopia, in spite of the good 
macroeconomic performance, saying it was worried about Ethiopia'S 
budgetary position. 

Tht' Ethiopian government had two revenue sources, taxes and 
ton:ign assistance. A government's budget is in balance so long as its 
revenue 'Iources equal its expenditures. Ethiopia, like many devel­
oping countries, derived much of its revenues from foreign assistance. 
The IMF worried that if this aid dried up, Ethiopia would be in 
trouble. Hence it argued that Ethiopia's budgetary position could 
only be judged solid if expenditures were limited to the taxes it 
collected. 

The obvious problem with the IMF's logic is that it implies no 
poor country can ever spend money on anything it gets aid for. If 
Sweden, say, gives money to Ethiopia to build schools, this logic dic­
tates that Ethiopia should instead put the money into its reserves. (All 
countries have, or should have, reserve accounts that hold funds for 
the proverbial rainy day. Gold is the traditional reserve, but today it 
has been replaced by hard currency and its interest-bearing relatives. 
The most common way to hold reserves is in U.S. Treasury bills.) But 
this is not why international donors give aid. In Ethiopia, the donors, 
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who we:re working inde:pendently and not beholden to the IMF, 
wanted to see new schools and health clinics built, and so did 
Ethiopia. Meles put the matter more forcefully: He: told me that he 
had not fought so hard for seventeen ye:ars to be instructed by some 
international bureaucrat that he could not build schools and clinics 
for his people once he had succeeded in convincing donors to pay 
for them. 

The IMF view was not rooted in a long-held concern about pro­
ject sustainability. Sometimes countries had used aid dollars to con­
struct schools or clinics. When the aid money ran out, there was no 
money to maintain these facilities. The donors had recognized this 
problem and built it into their assistance programs in Ethiopia and 
elsewhere. But what the IMF alleged in the case of Ethiopia went 
beyond that concern. The Fund contended that international assis­
tance was too unstable to be relied upon. To me, the IMf's position 
made no sense, and not just because of its absurd implications. I knew 
that assistance was often far more stable than taX revenues, which can 
vary markedly with economic conditions. When I got back to Wash­
ington, I asked my staff to check the statistics, and they confinned 
that international assistance was more stable than taX revenues. Using 
the IMF reasoning about stable sources of revenue, Ethiopia, and 
other developing countries, should have counted foreign aid but not 
included tax revenues in their budgets. And if neither taxes nor for­
eign assistance were to be included in the revenue side of budgets. 
every country would be considered to be in bad shape. 

But the IMf's reasoning was even more flawed. There are a num­
ber of appropriate responses to instability of revenues, such as setting 
aside additional reserves and maintaining flexibility of expenditures. 
I f revenues, from any source, decline, and there are not reSl'rves to 

draw upon, then the government ha~ to be prepared to cut back 
expenditures. But for the kind~ of assistance that constitute so much 
of what a poor country like Ethiopia receives. there is a built-in flex­
ibility; if the country does not receive money to build an additional 
school, it simply docs not build the school. Ethiopia's government 
officials understood what was at issue, they understood the concern 
about what might happen if eitller tax revenues or foreign as.~i5tan(T 
should fall, and they had desigllt'd policies to deal with thest' contin-
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gc",·,,·,. \Vh.1t tht·\· CllLddll't ullderstand-and I couldn't under­
'(.lIhl-I' wl1\ tht' 1M!' couldn't Sl't' the logic of their position. And 
llIuch \\.IS .It ,(.Ike: ,clwl)ls ,lIld health clinics tor some of the poorest 
pt,,)pk III tht' \'"<)rld. 

III .I,I,litWII to the disa~reelllent over how to treat foreign aid, I 
,!I'll beC,llIIt' illllllediately entangled in another IMF-Ethiopia dispute 
ll\t'[ <'.Irk 10,111 repJYlllent. Ethiopia had repaid an American bank 

ltun e,lr"·. using some of its reserves. The transaction made perfect 
«.'II"lIli,· St'llSt'. III spite of the quality of the collateral (an airplane), 
EthiopiJ \\·JS PJyillg J far higher interest rate on its loan than it was 
recei\-ing on its reserves. I, too, would have advised them to repay, 

p,micul.Jr"· since in the event that tunds would later be required, the 

gowrnI11ent could presumably readily obtain funds using the plane as 

(oUJterJl. The United States and the IMF objected to the early 
repJymellt. They objected not to the logic of the strategy, but to the 

tJct that Ethiopia had undertaken this course without IMF approval. 
Bur why should a sovereign country ask permission of the IMF for 

ewrY action which it undertakes? One might have understood if 

Ethiopia's action threatened its ability to repay what was owed the 

1~IF; but quite the contrary, because it was a sensible financial deci­

,ion. it enhanced the country's ability to repay what was due. 

For years, the mantra at the 19th Street headquarters of the IMF in 

Washington had been accountability and judgment by results. The 

results of Ethiopia's largely self-determined policies should have 

demonstrated convincingly that it was a capable master of its own 

destiny. But the IMF felt countries receiving money from it had an 

obligation [0 report everything that might be germane; not to do so 
was grounds for suspension of the program, regardless of the reason­
ableness of the action. To Ethiopia, such intrusiveness smacked of a 
new form of colonialism; to the IMF, it was just standard operating 
procedure_ 

There were other sticking points in IMF-Ethiopia relations, con­
cerning Ethiopian financial market liberalization. Good capital mar­
kets are the hallmark of capitalism, but nowhere is the disparity 
between developed and less developed countries greater than in their 
capital markets. Ethiopia's entire banking system (measured, for 
instance. by the size of its assets) is somewhat smaller than that of 
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Bethesda, Maryland, a suburb on the outskirts of Washington with a 
population of55,277.The IMF wanted Ethiopia not only to open up 
its financial markets to Western I competition but also to divide its 
largest bank into several pieces. In a world in which U.S. megafman­
cial institutions like Citibank and Travelers, or Manufacturers Hanover 
and Chemical, say they have to merge to compete effectively, a bank 
the size of North East Bethesda National Bank really has no way to 

compete against a global giant like Citibank. When global financial 
institutions enter a country, they can squelch the domestic competi­
tion. And as they attract depositors away from the local banks in a 
country like Ethiopia, they may be far more attentive and generous 
when it comes to making loans to large multinational corporations 
than they will to providing credit to small businesses and farmers. 

The IMF wanted to do more than just open up the banking sys­
tem to foreign competition. It wanted to "strengthen" the financial 
system by creating an auction market for Ethiopia's government 
Treasury bills-a reform, as desirable as it might be in many coun­
tries, which was completely out of tune with that country:s state of 
development. It also wanted Ethiopia to "liberalize" its financial mar­
ket, that is, allow interest rates to be freely determined by market 
forces--something the United States and Western Europe did not do 
until after 1970, when their markets, and the requisite regulatory 
apparatus, were far more developed. The IMF was confusing ends 
with means. One of the prime objectives of a good banking system is 
to provide credit at good terms to those who will repay. In a largely 
rural country like Ethiopia, it is especially important for farmers to 
be able to obtain credit at reasonable terms to buy seed and fertilizer. 
The task of providing such credit is not easy; even in the United 
States, at critical stages of its development when agriculture was 
more important, the government took a crucial role in pro\oiding 
needed credit. The Ethiopian banking system was at least seemingly 
quite efficient, the difference between borrowing and lending rates 
being far lower than those in other developing countries that had 
followed the IMF's advice. Still, the Fund was unhappy, simply 
because it believed interest rates should be freely determined by 
international market forces, whether those markets were or were not 
competitive. To the Fund, a liheralized financial system was an end in 
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ilsdf. lIS n.lin· tJllh m lll,lrkt'ls lIlade it contident that a liberalized 
tin,mci,tl syslt'm would lower intt'rest rates paid on loans and thereby 
lIuke lIlllrl' timds ,I\·ail.tbk. The IMF was so certain about the cor­
rt'Ctllt'SS llf its dllglll,ltic position that it had little interest in looking at 
,\ltu.!1 t'''pt'rit'nct's. ~ 

Etlllllpi.l rt'sisted tht' IMf's demand that it "open" its banking sys­
tt'lIl. tl)r good rt',ISOIl. It had seen what happened when one of its 
E,lst i\tric,m neighbors g.lVt' in to IMF demands. The IMF had 
insisted on tiruncial market liberalization, believing that competition 

.llllOllg bJllks would lead to lower interest rates. The results were dis­
,lstrouS: the move was followed by the very rapid growth oflocal and 
indigenous commercial banks, at a time when the banking legislation 

Jnd bank supervision were inadequate, with the predictable results­
tourteen banking tailures in Kenya in 1993 and 1994 alone. In the 

end, interest rates increased, not decreased. Understandably, the gov­

ernment of Ethiopia was wary. Committed to improving the living 

standards of its citizens in the rural sector, it feared that liberalization 

would have a devastating effect on its economy. Those farmers who 
had previously managed to obtain credit would find themselves 

umble to buy seed or fertilizer because they would be unable to get 

cheap credit or would be forced to pay higher interest rates which 

thev could ill afford. This is a country wracked by droughts which 

result ill massive starvation. Its leaders did not want to make matters 

worse. The Ethiopians worried that the IMf's advice would cause 

tarmers' incomes to fall. exacerbating an already dismal situation. 
Faced with Ethiopian reluctance to accede to its demands, the 

IMF suggested the government was not serious about reform and, as 
I have said, suspended its program. Happily, other economists in the 

World Bank and I managed to persuade the Bank management that 
lending more money to Ethiopia made good sense: it was a country 
desperately in need, with a first-rate economic framework and a gov­

ernment committed to improving the plight of its poor. World Bank 
lending tripled. eYen though it took months before the IMF finally 
relented on its position. In order to turn the situation around I had, 
with the invaluable help and support of colleagues, mounted a deter­
mined campaign of "intellectual lobbying." In Washington. my col­
leagues and I held conferences to encourage people at both the IMF 
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and the World Bank to look again at i~sues of fmancial sector liberal­
ization in very underdeveloped nations, and the consequence!> of 
unnecessarily imposed budgetary austerity in foreign aid-dependent 
poor countries, as in Ethiopia. I attempted to reach ~enior managen 
at the Fund, both directly and through colleagues at the World Bank, 
and those at the Bank working in Ethiopia made similar efforts 10 

persuade their counterparts at the Fund. I used what influence I 
could through my connections with the Clinton administration, 
including talking to America's representative on the Fund. In short, I 
did everything I could to get the IMF program reinstated. 

Assistance was restored, and I would like to think that my efforts 
helped Ethiopia. I learned, however, that immense time and effort are 
required to effect change, even from the inside, in an international 
bureaucracy. Such organizations are opaque rather than transparent, 
and not only does far too little information radiate from inside to the 
outside world, perhaps even less information from outside is able to 
penetrate the organization. The opaqueness also means that it is hard 
for information from the bottom of the organization to percolate to 
the top. )t .: A',,,; ,,\ "I','! ·/,~r'" 

The {ussle over lending to Ethiopia taught me a lot about how the 
IMF works. There was clear evidence the IMF was wrong about 
financial market liberalization and Ethiopia's macroeconomic posi­
tion, but the IMF had to have its way. It seemingly would not listen 
to others, no matter how well informed, no matter how disinterested. 
Matters of substance became subsidiary to matters of process. 
Whether it made sense for Ethiopia to repay the loan was less impor­
tant than the f.1ct that it failed to consult the 1M E Financial market 
liberalization-how best this should be done in a country at 
Ethiopia's stage of development-was a matter of substance and 
expert~ could have been asked for their opinion. The fact that outside 
experts were not called in to help arbitrate what wa~ clearly a con­
tentious issue is consonant with the style of the IMF. in which the 
Fund casts itself as the monopoly supplier of "so lind" advice. Even 
matters like the repayment of the loan-though properly not some­
thing on which the IMF should have taken a position at all, so long 
as Ethiopia's action enhann'd rather than subtracted from its ability 
to repay what was owcd--could have been referred to olltsiders. to 
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b,"'n :1II.l[hcm.1 t" rill' 11\11-'. Lk(.IUS,· so much of its decision making 

\\".1' ,1"11,· b,'hilld d,'s,'d doors-thae was virtually no public discus­
,i"11 llf th,' is'lI''s just r.list·d-the IMF Idt itself open to suspicions 
rh.u [',,,n-r f'"liti(s. sp,,(ial interests, or other hidden reasons not 

fcl.ut'd tl' th" IMF's mandate and stated objectives were influencing 
its ills[I[mioll.1I poli(ies and conduct. 

It is lurd ,'wn tor a moderate-sized institution like the IMF to 

kn,'w .1 ~rt',lt dt'al about ewry economy in the world. Some of the 

b .. ,t IMF e(onomists were assigned to work on the United States, 

!:>m when I sen'ed as chairman of the Council of Economic Advisers, 

I,.ttt'n ti:lt that the IMF's limited understanding of the U.S. economy 

Iud led it to make misguided policy recommendations for America. 

The IMF economists felt, for instance, that inflation would start ris­

in~ in rhe United Stares as soon as unemployment fell below 6 per­

cenr. Ar rhe Council, our models said they were wrong, but they 
were nor terribly interested in our input. We were right, and the IMF 

was wrong: unemployment in the United States fell to below 4 per­

cel\[ Jnd still inflation did not increase. Based on their faulty analysis 

ot the! U.S. economy, the IMF economists came up with a misguided 

policy prescription: raise interest rates. Fortunately, the Fed paid no 
memion [0 the IMF recommendation. Other countries could not 

Ignore it so easily. 
Bur [0 the 1M F the lack of detailed knowledge is of less moment, 

bt'clus,: it te!nds to take a "one-size-fits-all" approach. The problems 

ot" this approach become particularly acute when facing the chal­
knges ot" the de!vdoping and transition economies. The institution 
does not rt:ally claim expertise in development-its original mandate 
is supporting global economic stability, as I have said, not reducing 
poverty in devdoping countries-yet it does not hesitate to weigh 
in. and weigh in ht:avily. on development issues. Development issues 
are complicated; in many ways developing countries present far 
greatt:r difficulties than more dcvdopcd countries. This is because in 
dcvdoping nations, markets are often absent, and when present, often 
work imperfecrly. Information problems abound, and cultural mores 
may significantly affect economic behavior. 

Unfortunately, [00 often the training of the macroeconomists does 
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not prepare them well for the problems that they haw to confront in 
devdoping countries. In some of the universities from which the 
IMF hires regularly, the core curricula involw lI10dds in which there 
is never any unemployment. After all, in the standard competitive 
model-the model that underlies the IMF's market fundamental­
ism-demand always equals supply. If the demand for labor equals 
supply, there is never any involJltrlary unemployment. Someone who 
is not working has evidently chosen not to work. In this interpreta­
tion, unemployment in the Great Depression, when one out of four 
people was out of work, would be the result of a sudden increase in 
the desire for more leisure. It might be of some interest to psycholo­
gists why there was this sudden change in the desire for leisure, or 
why those who were supposed to be enjoying this leisure seemed so 
unhappy, but according to the standard model these questions go 

beyond the scope of economics. While these models might provide 
some amusement within academia, they seemed particularly ill suited 
to understanding the problems of a country like South Africa, which 
has been plagued with unemployment rates in excess of 25 percent 
since apartheid was dismantled. 

The IMF economists could not, of course, ignore the existence of 
unemployment. Because under market fundamentalism-in which, 
by assumptioll, markets work perfectly and demand must equal supply 
for labor as for every other good or factor--there cannot be unem­
ployment, the problem cannot lie with markets. It must lie e1se­
where--with greedy unions and politicians interfering with the 
workings of free markets, by demanding--and getting---exces.~ively 
high wages. There is an obvious policy implication-if there is 
unemployment, wages should be reduced. 

But even if the training of the typical IMF macroeconomist had 
been better suited to the problems of developing countries, it's 
unlikely that an IMF mission, on a three-week trip to Addis Abaha, 
Ethiopia's capital, or the capital of any other developing countr}\ 
could really develop policies appropriate tor that country. Such poli­
cies are far more likely to be crafted by highly educated, first-rate 
economists already in the country, deeply knowledgeable about it 
and working daily on solving that country's problems. Outsiders can 
play a role, in sharing the expl'riencl"s of other countries, and in 
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otlt'rilL~ .lltt"rII,ltiw illtt·rprt·tatiolLs of the ecolLomic forces at play. 
But thl' 11\11' did ILl>t \V,lIlt to takt" OIL the mere role of an adviser, 
compl,tilL~ with l>thas who mi~ht be otTering their ideas. It wanted 
.1 mOrt' cl'lItral mit' ill shJpilL~ policy. And it could do this because its 
positiolL WJS b;lsed OIL aIL ideology-market fundamentalism-that 
requirt'd little. if JILY, cOlLsideration of a country's particular circum­
stalLces ;lIld ilLllllediate problellls. lMF economists could ignore the 
short-term etl~cts their policies might haw on the country, content 
ill the bdief that ill tile I""~I! nlll the country would be better off; any 
adverse short-run impacts would be merely pain that was necessary 
JS part of the process. Soaring interest fdtes might, today, lead to star­
vation. but market efficiency requires free markets, and eventually, 
efficiency leads to growth, and growth benefits all. Suffering and pain 
became part of the process of redemption, evidence that a country 
was on the right track. To me, sometimes pain is necessary, but it is 
not a virtue in its own right. Well-designed policies can often avoid 
much of the pain; and some forms of pain-the misery caused by 
abrupt cuts in food subsidies, for example, which leads to rioting, 
urban violence, and the dissolution of the social fabric-are counter­

productive. 
The IMF has done a good job of persuading many that its ideo­

logically driven policies were necessary if countries are to succeed in 
tht" long run. Economist~ always focus on the importance of scarcity 
and the IMF otten says it is simply the messenger of scarcity: coun­
tries cannot persistently live beyond their means. One doesn't, of 
course, need a sophisticated financial institution staffed by Ph.D. 
economists to tdl a country to limit expenditures to revenues. But 
IMF retorm programs go well beyond simply ensuring that countries 
live within their means. 

THERE ARE ALTERNATIVES to IMF-style programs, other pro­
grams that may involve a reasonable level of sacrifice, which are not 
based on market fundamentalism, programs that have had positive 
outcomes. A good example is Botswana, 2,300 miles south of 
Ethiopia, a small country of t.5 million, which has managed a stable 
democracy since independence. 

At the time Botswana became fully independent in t 966 it was a 
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desperately poor country, like Ethiopia and mon of the other coun­
tries in Africa, with a per capita annual income of StoO. It 100 was 
largely agricultural, lacked water, and had a rudimentary infrastruc­
ture. But Botswana is one of the success stories of development. 
Although the country is now suffering from the ravages of AIDS, it 
averaged a growth rate of more than 7.5 percent from 1961 to 1997. 

Botswana was helped by having diamonds, but countries like 
Congo Republic (formerly Zaire), Nigeria, and Sierra Leone were 
also rich in resources. In those countries, the wealth from this 
abundance fueled corruption and spawned privileged elites that 
engaged in internecine struggles for control of each country's wealth. 
Botswana's success rested on its ability to maintain a political consensus, 
based on a broader sense of national unity.That political consensus, nec­
essary to any workable social contract between government and the 
governed, had been carefully forged by the government, in collabora­
tion with outside advisers, from a variety of public institutions and 
private foundations, including the Ford Foundation. The ad\1sers 
helped Botswana map out a program for the country's future, Unlike 
the IMF, which largely deals with the finance ministry and central 
banks, the advisers openly and candidly explained their policies as 
they worked with the government to obtain popular support for the 
programs and policies. They discussed the program with senior 
Botswana officials, including cabinet ministers and members of Par­
liament, with open seminars as well as one-to-one meeting;. 

Part of the reason tor this success was that the senior people in 
Botswana's government took great care in selecting their advisers. 
When the IMF offered to supply the Bank of Botswana \vith a 
deputy governor, the Bank of Botswana did not automatically accept 
him. The bank's governor flew to Wa~hington to interview him. He 
turned out to do a splendid job. Of course, no success is without 
blemishes. On another occasion, the Bank of Botswana allowed the 
IMF to pick somebody to be director of research, and that turned 
out, at least in the view of some, to he far less successful. 

The differences in how the two organizations approachl·d devel­
opment were reflected not just in performance. While tht' IMF is vil­
ified almost everywhere in the developing world, the warm 
relationship that was created lwtween Botswana and its advisers wa~ 
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SI'lIlbl,!tlt',1 bv tht' ,l\\"'lrding of that l"(Hlntry's highest medal to Steve 
Ll'wis, wlw ,It th,' tilllc h,' advised 130tswana was a professor of devel­
llPIllt'llt "l'lllllllllics at \Villiams, (He later became president of Car­
kton e,llkg,',) 

Th,lt \'lui consensus was threatened two decades ago when 
13 0 tS\\,;1 n,l h,ld .ll1 economic crisis, A drought threatened the liveli­

hood of the many people engaged in raising cattle and problems in 
the diamond industry had put a strain on the country's budget and its 
foreign exchange position, Botswana was suffering exactly the kind 
of liquidity crisis the IMF had originally been created to deal with­

a crisis that could be eased by financing a deficit to forestall recession 
and hardship. However, while that may have been Keynes's intent 

when he pushed tor the establishment of the IMF, the institution 

does not now conceive of itself as a deficit financier, committed to 

maintaining economies at full employment. Rather, it has taken on 

the pre-Keynesian position of fiscal austerity in the face of a down­

turn. doling out funds only if the borrowing country conforms to 

the iJv!f's views about appropriate economic policy, which almost 

lh\'ays entail conrractionary policies leading to recessions or worse. 

Bmswana. recognizing the volatility of its two main sectors, cattle and 

di.lIllonds. had prudently set aside reserve funds for just such a crisis. 

:\5 it saw its reserves dwindling, it knew that it would have to take 

further measures. Botswana tightened its belt, pulled together, and 

got through the crisis, But because of the broad understanding of 

economic policies that had been developed over the years and the 
consensus-based approach to policy making, the austerity did not 

ClUSe the kinds of cleavages in society that have occurred so fre­

quentlv elsewhere under IMF programs. Presumably, if the IMF had 

done what it should have been doing-providing funds quickly to 

countries with good economic policies in times of crisis, without 

searching around for conditionalities to impose-the country would 
have been able to wend its way through the crisis with even less pain. 

(The IMF mission that came in 1981, quite amusingly, found it very 
difficult to impose new conditions, because Botswana had already 
done so many of the things that they would have insisted upon.) 
Since then. Botswana has not turned to the IMF for help. 

The assistance of outside advisers-independent of the interna-
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tional financial institutions-had playc:d a role in Botswana's success 
c:vc:n earlier. Botswana would not have fared as well as it did if its 
original contract with the South African diamond cartel had been 
maintained. Shortly after independence, the cartel paid Botswana $20 
million for a diamond concession in 1969, which reportedly 
returned $60 million in profits a year. In other words, the payback 
period was four months! A brilliant and dedicated lawyer seconded 
to the Botswana government from the World Bank argued forcefully 
for a renegotiation of the contract at a higher price, much to the 

consternation of the mining interests. De Beers (the South African 
diamond cartel) tried to tell people that Botswana was being greedy. 

They used what political muscle they could, through the World 
Bank, to stop him. In the end, they managed to extract a letter from 

the World Bank making it clear that the lawyer did not speak for the 
Bank. Botswana's response: That is precisely why we are listening to 

him. In the end, the discovery of the second large diamond mine 

gave Botswana the opporrunity to renegotiate the whole relation­
ship. The new agreement has so far served Botswana's interests well, 

and enabled Botswana and De Beers to maintain good relations. 
Ethiopia and Botswana are emblematic of the challenges facing 

the more successful countries of Africa today: countries with leaders 
dedicated to the well-being of their people, fragile and in some cases 
imperfect democracies, attempting to create new lives for their peo­

ples from the wreckage of a colonial heritage that left them without 
institutions or human resources. The two countries are also emblem­
atic of the contrasts that mark the developing world: conrrast~ 

between success and failure, between rich and poor, between hopes 
and reality, between what is and what might have been. 

I IlECAME AWARE of this contrast when I first went to Kenya, in the 
late 1960s. Here was a rich and fertile country, with some of the mos: 
valuable land still owned by old colonial settlers. When I arrived, the 
colonial civil servants were also still there; now they were called 
advisers. 

As I watched developll1ent~ in East Africa over the ensuing years, 
and returned for several visit~ after becoming chief economist of the 
World Bank, the contrast bct\wl'n the aspirations in the 19605 and 
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tht' sUbst'quel!f llt'Wll)PlIlt'l!fS were striking. When I first went, the 
spirit of IIi","" thl' Sw,lhili word tor freedom, and Iyallla, the word for 
sdt:'hdp. Wt'rt' in till' air. When I returned, the ~,'overnment offices were 
starii:d by wdl-spokt'n and well-trained Kenyans; but the economy 
11.1.1 bl'l'n sinking tor years. Some of the problems-the seemingly 
r.llupal!f corruption-were of Kenya's own making. But the high inter­
est rates which had resulted from its following IMF advice, as well as 
L)ther problems. could rightly be blamed at least in part on outsiders. 

Ug.ll1d.1 had begun the transition in perhaps better shape than any 
of [he others. a relatively rich cotfee-growing country, but it lacked 

trained native administrJtors and leaders. The British had allowed 
only [WO Africans to rise to the level of a master sergeant in their 

own army. One of them, unfortunately, was a Ugandan named Idi 

Amin. who ultimately became General Amin in Uganda's army and 

o\'erchrew Prime Minister Milton Obote in 1971. (Amin enjoyed a 
certain measure of British confidence thanks to his service in the 

King's African Rifles in World War II and in Britain's struggle to sup­

press [he Mau-Mau revolt in Kenya.) Amin turned the country into a 

~lJughterhouse; as many as 300,000 people were killed because they 

wae considered opponents of the "President for Life" -as Amin 
proclaimed himself in 1976. The reign of terror by an arguably psy­

chopathic dictator ended only in 1979 when he was toppled by 

Ugandan exiles and forces from neighboring Tanzania. Today, the 
country is on the way to recovery, led by a charismatic leader,Yoweri 

Museveni, who has instituted major reforms with remarkable success, 

reducing illiteracy and AIDS. And he is as interesting in talking about 

political philosophy as he is in talking about development strategies. 

B 1.: T THE 1M F is not particularly interested in hearing the thoughts 
of its "c1ient countries" on such topics as development strategy or fis­
cal austerity. All too often, the Fund's approach to developing coun­

tries has had the feel of a colonial ruler. A. picture-can-be-wor.th....a. 
thollsand words, and a single picture snapped in 1998, shown 
throughout the world, has engraved itself in the minds of millions, 
particularly those in the former colonies. The IMP's managing direc­
tor, Michel Camdessus (the head of the IMF is referred to as its 
"Managing Director"), a short, neatly dressed former French Trea-
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sury bureaucrat, who once claimed to be a Socialist, is ~tanding with 
a stern face and crossed arms over the seated and humiliated presi­
dent of Indonesia. The haplefs president was being forced, in effect. 
to turn over economic sove'teignty of his country to the IMF in 
return for the aid his country needed. In the end, ironically, much of 
the money went not to help Indonesia but to bailout the "colonial 
power's" private sector creditors. (Officially, the "ceremony" was the 
signing of a letter of agreement, an agreement effectively dictated by 
the lMF, though it often still keeps up the pretense that the letter of 
intent comes from the country's government!) 

Defenders of Camdessus claim the photograph was unfair, that he 
did not realize that it was being taken and that it was viewed out of 
context. But that is the point-in day-to-day interactions, away from 
cameras and reporters, this is precisely the stance that the IMF 
bureaucrats take, from the leader of the organization on down. To 
those in the developing countries, the picture raised a very disturbing 
question: Had things really changed since the "official" ending of 
colonialism a half cenrury ago? When I saw the picrure, images of 
other signings of "agreements" came to mind. I wondered how'simi­
lar this scene was to those marking the "opening up of Japan" with 
Admiral Perry's gunboat diplomacy or the end ofthe Opium Wars or 
the surrender of maharajas in India. 

The stance of the IMF, like the stance of its leader, was clear: it w.iS 

the font of wisdom, the purveyor of an orthodoxy too subtle to be 
grasped by those in the developing world. The message conveyed was 
all too often clear: in the best of cases there was a member of an 

elite-a minister of finance or the head of a central bank-with 
whom the Fund might have a meaningful dialogue. Outsid" of this 
circle, there was little point in even trying to talk. 

A quarter of a cenrury ago, those in the developing counrries 
might rightly have given some deference to the "experts" from the 
IMF. But just as there has been a shift in the military balance of 
power, there has been an even more dramatic shift in the intellC'ctual 
balance of power. The developing world now has its own econo­
mists-many of them trained at the world's best academic institu­
tions. These economists have the significant advantage of lifelong 

familiarity with local politics. conditions. and trends. Th" IMF is likC' 
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SO 111.111\' blll't',llIlTJ,il'S; i[ has n:pcatcdly sought to extend what it 
dlll's, bt'\'llnd til<' Pllllllds of [he oPjeniVt's originally assigned to it, As 
1/\' F's lIIissi,lll l'rt't'p gradually proug~[ it outside its core area of 
,OIllPl'[l'lIn' in 1II,Il'rOl'l"lmlllUics, into structural issues, such as priva­
[iza[ioll. l.abor lIIarkt'[s, pt'nsion rdorms, and so forth, and into 

bro,llkr ,lrt',lS of dl'wlopment strategies, the intellectual balance of 
pO\\'t'r bt'c.lml' l'ven morc tilte:d, 

Thl' lME ot course, claims that it newr dictates but always negoti­

,Ut'S [ht' [l'rmS ot any loan agreeme:nt with the borrowing country, 

Btl[ [ht'st' are: ont'-sided negotiations in which all the power is in the 

h,lIIds ot [he IMF. largdy because many countries seeking IMF help 

.Ire in de:spe:r.ue ne:ed of ti.ll1ds. Although I had seen this so clearly in 

EthiopiJ and the: other devdoping countries with which I was 

ill\'Lllwd. it was brought home: again to me during my visit to South 

Kore:a ill Dcce:mbe:r 1997, as the East Asia crisis was unfolding, South 

Kore:a's e:collomists knew that the policies being pushed on their 

country by the IMF would be disastrous. While, in retrospect, even 

the IMF agre:e:d that it impose:d excessive: fiscal stringency, in 

prospe:ct. fi:w economists (outside the IMF) thought the policy made 

S<.'IIS<.',2 V<.'t Korea's economic officials remained silent. I wondered 

why th<.'y had kept this silence, but did not get an answer from offi­

cials inside the gowrnment until a subsequent visit two years later, 

wh<.'n the Korean economy had recovered, The answer was what, 

giVt~n past experience, I had suspected all along. Korean officials 

reluctantly explained that they had been scared to disagree openly. 

The IMF could not only cut offits own fund~, but could use its bully 

pulpit to discourage investments from private market funds by telling 

pri\'ate sector tinancial institutions of the doubts the IMF had about 
Korea __ <.'conom),. So Korea had no choice. Even implied criticism by 

Korea oithe IMF program could have a disastrous effect: to the IMF, 

it would suggest that the government didn't fully understand "IMF 

economic"" that it had reservations, making it less Iikdy that it would 

actually carry Ollt the program, (The: IMF has a special phrase for 

describing slich situations: the country has gone "off track." There is 

one "right" way, and any deviation is a sign of an impending derail­

ment.) A public announcement by thc IMF that negotiations had 

broken otT. or even been postponed, would send a highly negative 
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signal to the markets. This signal would at best lead to higher interest 
rates and at worst a total cutoff from private funds. Even more seriou~ 
for some of the poorest countries, which have in any case little access 
to private funds, is that other donors (the World Uallk, the European 
Union, and many other countries) make access to their funds contin­
gent on [MF approval. Recent initiatives for debt rdief have effec­
tively given the [MF even more power, because unless the [MF 
approves the country's economic policy, there will be no debt relief. 
This gives the [MF enormous leverage, as the lMF well knows. 

The imbalance of power between the lMF and the "client" coun­
tries inevitably creates tension between the two, but the [MF's own 

behavior in negotiations exacerbates an already difficult situation. In 
dictating the terms of the agreements, the IMF effectively stifles any 

discussions within a client government-let alone more broadly 

within the country-about alternative economic policies. [n times of 
crises, the [MF would defend its stance by saying there simply wasn't 

time. But its behavior was little different in or out of crisis. The [MF's 

view was simple: questions, particularly when raised vociferously and 
openly, would be viewed as a challenge to the inviolate orthodoxy. [f 

accepted, they might even undermine its authority and credibility. 

Government leaders knew this and took the cue: they might argue in 
private, but not in public. The chance of modifying the Fund's views 

was tiny, while the chance of annoying Fund leaders and provoking 
them to take a tougher position on other issues was far greater. And if 
they were angry or annoyed, the [MF could postpone it~ loans-a 

scary prospect for a country facing a crisis. But the fact that the gov­
ernment officials seemed to go along with the IMF's recommendation 
did not mean that they really agreed. And the [MF kill.,,\\, it. 

Even a casual reading of the terms of the typical agrel'men~ 

between the [MF and the developing countries showed the lack of 
trust between the Fund and its recipient~. The [MF stafr monitored 
progress, not just on the relevant indicators for sound macmmanagt'­
ment-inflation, growth, and unemployment-but on intermediate 
variables, such as the money supply, often only loosely connected to 
the variables of ultimate concern. Countries were put on strict tar­
gets-what would be accol1lplished in thirty days. in sixty days. in 
ninety days. [n some cases tht, agreements stipulated what laws tht' 
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,'oumrv', l'arli,llllt'm would IlJw to pass to meet IMF requirements 
,'r "t.lr~ets"-.Illd bv when. 

1'h,'se rt'quireIllents are rdt-rred to as "conditions," and "condi­
tillllJlitv" is J hod\" dt'b;lted topic in the development world. Every 

loan d"dIIllt'nt specitit's basic conditions, of course. At a minimum, a 
il',1II J~ret'IlIt'm says tht' loan goes out on the condition that it will be 
repid, usually with a schedule attached. Many loans impose condi­
tions designed to increase the likelihood that they will be repaid. 
"Conditionality" refers to more forceful conditions, ones that often 

[Urn the loan into a policy tool. If the IMF wanted a nation to liber­

liizt' its tllUncial markets, for instance, it might payout the loan in 

installments, tying subsequent installments to verifiable steps toward 

liberalization. I personally believe that conditionality, at least in the 

manner and extent to which it has been used by the IMF, is a bad 

idea; there is little evidence that it leads to improved economic pol­

icy. but it does have adverse political effects because countries resent 

having conditions imposed on them. Some defend conditionality by 

;aying that any banker imposes conditions on borrowers, to make it 

more likely that the loan will be repaid. But the conditionality 

Imposed by the IMF and the World Bank was very different. In some 

cases, it eYen reduced the likelihood of repayment. 

For instance. conditions that might weaken the economy in the 
short run, whatever their merits in the long, run the risk of exacer­

bating the downturn and thus making it more difficult for the coun­

tr,;. to repay the short-term IMF loans. Eliminating trade barriers, 
monopolies. and tax distortions may enhance long-run growth, but 

the disturbances to the economy, as it strives to adjust, may only 
deepen its downturn. 

While the conditionalities could not be justified in terms of the 
Fund's fiduciary responsibility, they might be justified in terms of 
what it might have perceived as its moral responsibility, its obligation 
to do everything it could to strengthen the economy of the countries 
that had turned to it for help. But the danger was that even when 
well intentioned. the myriad of conditions-in some cases over a 
hundred, each with its own rigid timetable-detracted from the 
country's ability to address the central pressing problems. 

The conditions went beyond economics into areas that properly 
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belong in the realm of politics. In the case of Kon:a, for instance, the 
loans included a change in the charter of the Central Bank, to make 
it more independent of the political process, though there was scant 
evidence that countries with more independent central banks grow 

faster3 or have fewer or shallower fluctuations. There is a wide­
spread feeling that Europe's independent Central Bank exacerbated 
Europe's economic slowdown in 2001, as, like a child, it responded 
peevishly to the natural political concerns over the growing unem­
ployment. Just to show that it was independent, it refused to allow 
interest rates to fall, and there was nothing anyone could do about it. 
The problems partly arose because the European Central Bank has a 
mandate to focus on inflation, a policy which the IMF has advocated 
around the world but one that can stifle growth or exacerbate an 
economic downturn. In the midst of Korea's crisis, the Korean Cen­
tral Bank was told not only to be more independent but to focus 
exclusively on inflation, although Korea had not had a problem with 
inflation, and there was no reason to believe that mismanaged mone­
tary policy had anything to do with the crisis. The IMF simply used 
the opportunity that the crisis gave it to push its political agenda. 
When, in Seoul, I asked the IMF team why they were doing this, I 
found the answer shocking (though by then it should not have come 
as a surprise): We always insist that countries have an independent 
central bank focusing on inflation. This was an issue on which I felt 
strongly. When I had been the president's chief economic adviser, we 
beat back an attempt by Senator Connie Mack of Florida to change 
the charter of the U.S. Federal Reserve Bank to focus exclusively on 
inflation. The Fed,America's central bank, has a mandate to focus not 
just on inflation but also on employment and growth. The president 
opposed the change, and we knew that, if anything, the Americ.1n 
people thought the Fed already focused too muc/t on inflation. The 
president made it clear that this was an issue he would tight, and as 
soon as this was made clear, the proponents backed of[ Yet here was 
the IMF-partially under the influence of the U.S.Treasury-impos­
ing a political condition on Korea that most Americans would haVl' 
found unacceptable for themselves. 

Sometimes, the conditions sc('m('d little more than a simple exer­
cis(' of power: in its 1997 lending agreement to Korea, th(' IMF 



(;lllll.\III..UlllN AND ITS DISCONTENTS 

insistl'd llll 1Illl\'ing Up the datt' of opening Korea's markets to certain 
)JpJnl'Se goods ,llthough this could not possibly help Korea address 
the prllhlt'lIIs of the crisis. To SOllie, these actions represented "seizing 
the window of opportunity," using the crisis to leverage in changes 
that the IMF and World Bank had long been pushing; but to others, 
thest' were silllply Jets of pure political might, extracting a conces­
sion. of limited value, simply as a demonstration of who was running 
the show. 

While conditionality did engender resentment, it did not succeed 
in engendering development. Studies at the World Bank and else­
where showed not just that conditionality did not ensure that money 
was well spent and that countries would grow faster but that there 
was litde evidence it worked at all. Good policies cannot be bought. 

THERE ARE SEVERAL reasons for the failure of conditionality. The 
simplest has to do with the economists' basic notion of fungibility, 
which simply refers to the fact that money going in for one purpose 
frees up other money for another use; the net impact may have noth­
ing to do with the intended purpose. Even if conditions are imposed 
which ensure that this particular loan is used well, the loan frees up 
resources elsewhere, which mayor may not be used well. A country 
may have two road projects, one to make it easier for the president to 
get to his summer villa, the other to enable a large group of farmers 
to bring their goods to a neighboring port. The country may have 
funds for only one of the two projects. The Bank may insist that its 
money go for the project that increases the income of the rural poor; 
bur in providing that money, it enables the government to fund the 
other. 

There were other reasons why the Fund's conditionality did not 
enhance economic growth. In some cases, they were the wrong con­
ditions: financial market liberalization in Kenya and fiscal austerity in 
East Asia had adverse effects on the countries. In other cases, the way 
conditionality was imposed made the conditions politically unsus­
tainable; when a new government came into power, they would be 
abandoned. Such conditions were seen as the intrusion by the new 
colonial power on the country's own sovereignty. The policies could 
not withstand the vicissitudes of the political process. 
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There was a certain irony in the stance of the (MF. It tried to pre­
tend that it was above politics, yet it was clear that its lending pro­
gram was, in part, driven by politics. The IMF made an issue of 
corruption in Kenya and halted its relatively small lending program 
largely because of the corruption it witnessed there. Yet it maintained 
a flow of money, billions of dollars, to Russia and Indonesia. To some, 
it seemed that while the Fund was overlooking grand larceny, it was 

taking a strong stand on petty theft. It should not have been kinder to 
Kenya-the theft was indeed large relative to the economy; it should 
have been tougher on Russia. The issue is not just a matter offairness 

or consistency; the world is an unfair place, and no one really 

expected the IMF to treat a nuclear power the same way that it 
treated a poor African country of little strategic importance. The 

point was far simpler: the lending decisions were political-and 
political judgments often entered into IMF advice. The IMF pushed 

privatization in part because it believed governments could not, in 
managing enterprises, insulate themselves from political pressures. 

The very notion that one could separate economics from politics, or 
a broader understanding of society, illustrated a narrowness of per­

spective. If policies imposed by lenders induce riots, as has happened 
in country after country, then economic conditions worsen, as capital 

flees and businesses worry about investing more of their money. Such 
policies are not a recipe either for successful development or for eco­
nomic stability. 

The complaints against the IMF imposition of conditions extended 
beyond what conditions and how they were imposed, but were 
directed at how they were arrived at as well. The standard IMF pro­
cedure before visiting a client country is to write a draft report first. 
The visit is only intended to fine-tune the report and its recommen­
dations, and to catch any glaring mistakes. In practice, the draft report 
is often what is known as boilerplate, with whole paragraphs being 
borrowed from the report of one country and inserted into another. 
Word processors make this easier. A perhaps apocryphal story has it 
that on one occasion a word processor failed to do a "search and 
replace," and the name of the country from which a report had been 
borrowed almost in its entirety was left in a document that was circu­
lated. It is hard to know whether this was a one-off occurrence, dont' 
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1I11dt'r rimt' prt'SSlIn" bur rhe .lllegl'd toulup continued in the minds 
l,f nuny rht' illugc' l,f "lHll'-sizt'-tirs-all" reports. 

En'n eOllnrrit's nor borrowing money from the IMF can be 
Jtr"'ctt't! by irs ,·it'ws. Ir is nor jusr through conditionality that the 
Flind impost's irs pt'rspl'criws throughout the world. The. IMF has an 
.11II11I,1I ,:ollSlIlratioll with t:very countr.y in the world The consulta­
tions. rderrt'd to as "Article 4" consultations after the article in its 
eh.lna rh,lt .Juthorized them, are supposed to ensure that each coun­
try is ,Idht'ring to tht' articlt's of agreement under which the IMF was 
t'st.Jblisht'd (tundamt'ntaUy t'nsuring t'xchange rate convertibility for 

tracit' purpost's). Mission creep has affected this report as it has other 
JSpt'cts of lMF activity: the real Article 4 consultations are but a 

minor p,m of the entire surveillance process:.Ihe report is really the 

[("IFs grJding 9f the nation's economy 
Whilt' small countries often had to listen to the Article 4 evalua­

tions, the United States and other countries with developed econo­

mil'S could basically ignore them. For instance, the IMF suffered 

ti-om inflation paranoia, even when the United States was facing the 

lowest inflation rates in decades. Its prescription was therefore pre­

dictable: increase interest rates to slow down the economy. The IMF 

"mply had no understanding of the changes that were then occur­

ring. Jnd had been occurring over the preceding decade in the U.S. 
economy that allowed it to enjoy faster growth, lower unemploy­

ment. Jnd low inflation all at the same time. Had the IMF's advice 

been tollowed. the United States would not have experienced the 
boom in the American economy over the 1990s-a boom that 

brought unprecedented prosperity and enabled the country to turn 
around its massive fiscal deficit into a sizable surplus. The lower 
unemployment also had profound social consequences-issues to 
which the [MF paid little attention anywhere. Millions of workers 
who had been excluded ti-om the labor force were brought in, reduc­
ing poverty and welfare roles at an unprecedented pace. This in turn 

brought down the crime rate. All Americans benefited. The low 
unemployment rate, in turn, encouraged individuals to take risks, to 
accept jobs without job security; and that willingness to take risks has 
proven an essential ingredient in America's success in the so-called 
New Economy. 
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The United States ignored the IMF's advice. Neither the Clinton 
administration nor the Federal Reserve paid much attention to it. 
The United States could do so with impunity because it wa. not 
dependent on the IMF or other donors for assistance, and we knew 
that the market would pay almost as little attention to it as we did. 
The market would not punish us for ignoring its advice or reward us 
for following it. But poor countries around the world are not so 
lucky. They ignore the Fund's advice only at their peril. 

There are at least two reasons why the IMF should consult widely 
within a country as it makes its assessments and designs its programs. 
Those within the country are likely to know more about the econ­
omy than the IMF staffers-as I saw so clearly even in the case of the 
United States. And for the programs to be implemented in an effec­
tive and sustainable manner, there must be a commitment of the 
country behind the program, based on a broad consensus. Such a 
consensus can only be arrived at through discussion-the kind of 
open discussion that, in the past, the IMF shunned. To be fair to the 
IMF, in the midst of a crisis there is often little time for an open 
debate, the kind of broad consultation required to build a consensus. 
But the IMF has been in the African countries for years.lfit is a cri­
sis, it is a permanent ongoing crisis. There is time for consultations 
and consensus building-and in a few cases, such as Ghana, the World 
Bank (while my predecessor, Michael Bruno, was chief economist) 
succeeded in doing that, and these have been among the more suc­
cessful cases of macroeconomic stabilization. 

At the World Bank, during the time I was there, there wa~ an 
increasing conviction that participation mattered, that policies and 
programs could not be imposed on countries but to be successful had 
to be "owned" by them, that consensus building was essential, that 
policies and development strategies had to be adapted to the situa­
tion in the country, that there should be a shift from "conditionality" 
to "selectivity," rewarding countries that had proven track records fur 
using funds well with more timd~, trusting them to continue to make 
good use of their funds, and providing them with strong incentives. 
This was reflected in the new Bank rhetoric, articulated forcefully by 
the Bank's president,James n Wolfensohn: "The country should be 
put in the driver's seat." Even 50, many critics say this process has not 
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~lllll' t:lr ellllu~h .llhl th.lt the U.llIk still expects to remain in control. 
They WllIT\' [h.lt till" clHllItry llIay be in the driVt'r's seat of a dual­

c'llltmi c.lr. ill which thl' controls are really in the hands of the 

ill,[rUdllr. l 'h.lll~t"S ill .mitudes .md operating procedures in the 

L1.llIk will illt",·it.lbly be' slow. proceeding at different paces in its pro­

~r.llIlS ill ditl~'rellt countries. But there remains a large gap between 

whert" [ht' l3.mk is on these matters and where the IMF is, both in 

.mitudt"s .llld procedures. 

:\s much as it might like, the IMF, in its public rhetoric at least, 

L"ould not be' completdy oblivious to the widespread demands for 

~re.Ht"r p.trticipation by the poor countries in the formulation of 

dewlopmem strategies and for greater attention to be paid to 

pm"em"" As a result. the IMF and the World Bank have agreed to con­

duct "p.lrticip:ltory" poverty assessments in which client countries 

JOili the two institutions in measuring the size of the problem as a 

first step. This was potentially :l dramatic change in philosophy-but 

its ttlll import seemed to escape the IME On one recent occasion, 

recob'11izing that the Bank was supposed to be taking the lead on 

poverty projects, just before the initial and, theoretically, consultative 

IMF nllSsion to a certain client country prepared to depart, the IMF 

sent an imperious message to the Bank to have a draft of the client 

country"s "participatory" poverty assessment sent to IMF headquar­

ters .. asap." Some of us joked that the IMF was confused. It thought 

the big phtlosophical change was that in joint Bank-IMF missions, 

the Bank could actually participate by having a say in what was writ­

ten. The Idea that citizens in a borrowing country might also partici­

pate was simply too much! Stories of this kind would be amusing 

,vere they not so deeply worrying. 

Even if. however, the participatory poverty assessments are not 

perfectly implemented. they are a step in the right direction. Even if 

there remains a gap between the rhetoric and the reality, the recogni­

tion that those in the developing country ought to have a major voice 
in their programs is important. But if the gap persists for too long or 

remains too great. there will be a sense of disillusionment. Already, in 
some quarters, doubts are being raised, and increasingly loudly. While 
the participatory poverty assessments have engendered far more pub­
lic discussion. more participation, than had previously been the case, 
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in many countries expectations of participation and openneSlO have 
not been fully realized, and there is growing di~content. 

In the United States and other successful democracies citizens 

regard transparency, openness, knowing what government is doing. as 
an essential part of government accountability. Citizens regard these 

as rights, not favors conferred by the government. The freedom of 

Information Act of 1966 has become an important part of American 
democracy. By contrast, in the IMf style of operation, citizens (an 

annoyance because they all too often might be reluctant to go along 

with the agreements, let alone share in the perceptions of what is 

good economic policy) were not only barred from discussions of 

agreements; they were not even told what the agreements were. 

Indeed, the prevailing culture of secrecy was so strong that the IMf 

kept much of the negotiations and some of the agreements secret 
from World Bank members even in joint missions! The IMf staff 

provided information strictly on a "need to know" basis. The "need 

to know"list was limited to the head of the IMf mission, a few peo­

ple at IMF headquarters in Washington, and a few people .in the 
client country's government. My colleagues at the Bank frequently 

complained that even those participating in a mission had to go to 
the government of the country who "leaked" what was going on. On 

a few occasions, I met with executive directors (the title for represen­
tatives that nations post to the IMf and the World Bank) who had 
apparently been kept in the dark. 

One recent episode shows how far the consequences of lack of 
transparency can go. The notion that developing countries might 
have little voice in the international economic institutions is widdy 
recognized. There may be a debate about whether this is just a histor­
ical anachronism or a manifestation of realpolitik. But we should 
expect that thc U.S. government-including the U.S. Congress­
should have somc say, at least in how its executive director. the one 
who represents the United States at the IMF and the World Bank. 
votes. In 2001, Congress passed and the president signed a law 
requiring the United States to oppose proposals for the international 
financial institutions to charge fees for elementary school (a practicc 
that goes under the scemin~ innocuous namc of "cost recovery"). Vct 
the u.s. executive director simply ignored the law. and thc sccrecy of 
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the: instituciollS 1II,lde: it ditli .. ult for Congress-or anyone else-to 
st"t" wll.lt W.IS going on. Only be: .. ause: of a leak was the matter discov­
c:rt"d, g<'nt'rating outrage: e:\'t"n among congressmen and women 
.\l",·ustolllc:d to bUR',lIlerati.- lIIane:uve:ring. 

TOliJy, in spitt" of the: rc:pe:ate:d discussions of openness and trans­
p.lre:ncy, the: IMF still doe:s not formally recognize the citizen's basic 
"right to know": the:re: is no Freedom of Information Act to which 
.lI! Ame:ric.ln, or a citize:Jl of any other country, can appeal to find out 
what this inte:rnational public institution is doing. 

I should be: c1e:ar: all of these: criticisms of how the IMF operates 
do not me:an the IMF's money and time is always wasted. Sometimes 
mone:y has gone to governments with good policies in place-but 
not ne:ce:ssarily because the IMF recommended these policies. Then, 
the mone:y did make a difference for the good. Sometimes, condi­
tionality shifted the debate inside the country in ways that led to bet­
ter policie:s. The rigid timetables that the IMF imposed grew partly 
trom a multitude of experiences in which governments promised to 
make: certain reforms, but once they had the money, the reforms 
were not forthcoming; sometimes, the rigid timetables helped force 
tht" pace of change. But all too often, the conditionality did not 
ensure either that the money was well used or that meaningful, deep, 
and long-lasting policy changes occurred. Sometimes, conditionality 
was even counterproductive, either because the policies were not 
well suited to the country or because the way they were imposed 
engendered hostility to the reform process. Sometimes, the IMF pro­
gram left the country just as impoverished but with more debt and 
an even richer ruling elite. 

The international institutions have thus escaped the kind of direct 
accountability that we expect of public institutions in modern 
democracies. The time has come to "grade" the international eco­
nomic institution's performance and to look at some of those pro­
grams-and how well, or poorly, they did in promoting growth and 
reducing poverty. 


