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The International Monetary Fund (IMF) plays many roles in the global
economy, and appears to be playing a significant—and controversial—
role in influencing the global prospects of political democracy as well.
Created as a financial cooperative by the Bretton Woods' agreement in
July 1944 and made a specialized UN agency three years later, the IMF
was conceived as a major element in a battery of organizations (the World
Bank was another) that would help to prevent a postwar recurrence of
worldwide economic depression and its associated evils by giving nu-
merous countries a stake in the stability and sound basic management of
the whole system of international payments, finance, and trade.

The Fund acts as a financial and informational go-between, a bulwark
against global financial chaos, and a source of restraint on governments
prone to dangerously heavy borrowing. In the eyes of some, the Fund
also functions as a debt collector for lenders of international capital and
a foreign policy instrument for certain nation-states that are among the
largest IMF shareholders. At the same time, the Fund serves as a conve-
nient scapegoat and punching bag for unhappy member states as well as
antiglobalization activists from the left and “small-government” funda-
mentalists from the right. Finally, there are observers for whom the Fund,
with its capital of roughly US$300 billion, represents the institutional
possibilities—and unfulfilled hopes—of global governance.

In recent years, the IMF’s scale and scope have expanded enormously.
Its member countries have grown from 29 at its inception to 184 today.
But even more importantly, world trade expanded rapidly and global
capital flows grew exponentially—total foreign assets of banks rose from
$775 billion in mid-1984 to $17.1 trillion in mid-2004, an increase of
more than twenty-fold.? This changed international economic landscape
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has created new demands upon the IMF as well as new problems for
which answers are neither obvious nor simple. Not surprisingly, the added
complexity of the issues and the institution has sparked a number of
intense controversies. Politicians often accuse the Fund of mismanage-
ment while leading economists argue vehemently both for and against
the IMF stance.? Debate has swirled around the potential alternatives to
IMF programs, the conditions that the Fund typically attaches to its
loans, and the consequences—especially in the form of painful and po-
litically sensitive “austerity” measures—for the countries whose
governments do the borrowing, and in whose macroeconomic stability
the IMF has a stake. Everyone agrees that these consequences reach well
beyond the economic realm and can have massive, all-too-concrete so-
cial and political effects, not least on the processes and institutions that
make up the nerves and sinews of democracy.

The Fund’s original purpose, “the promotion and maintenance of
high levels of employment and real income,” has an indirect bearing on
democracy: Countries with higher incomes tend to be more hospitable
to consent-based methods of resolving political issues. A lending stance
favoring (or disfavoring) democracies can have a more direct effect on
democratic institutions in the country. What is more, the economic re-
forms that the Fund often mandates as a condition for its loans inevitably
create winners and losers who may opt for political action to guard
gains or make up their losses. Finally, since few events can threaten
democratic order as badly as a full-blown economic or financial crisis,
the Fund’s efforts to avert or contain these can be of great help in pre-
serving democratic rule.

Studies of the results associated with the Fund’s programs present a
mixed picture, and often must rely on problematic methods such as the
attempted simulation of counterfactual situations. Most analyses of the
IMF’s impact on democratic governance focus on the conditions that
the Fund imposes on borrowers. Conditionality, historically the most
central and contentious aspect of Fund programs, has direct effects on
democracy.* The Fund’s original design as a financial cooperative meant
that industrialized countries were also potential borrowers, which kept
the scope of conditionalities in check. By the mid-1970s, however,
Fund programs in industrialized countries had ceased. This left two
groups of members: “structural creditors” (or the industrialized coun-
tries) on the one hand, and developing countries as borrowers or potential
borrowers on the other. The industrialized countries’ dominance within
the IMF and the unlikelihood of their ever having to be on the receiving
end of IMF loan conditions created more room for rigor in the Fund’s
typical conditionality regime. New guidelines came out in 1979; the
next two decades would see conditionality mount steadily.

This has changed modestly in recent years, and especially since the
East Asian financial crisis of 1997-98. New guidelines issued in 2002
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stress that conditions should be applied “parsimoniously” and must be
sensitive to the administrative capacity of borrowers. The guidelines also
enjoin the Fund to focus on macroeconomic matters, leaving finer-gauged
programs to the World Bank and other multilateral development banks.
The guidelines also note that IMF programs toward which borrowers
feel a sense of “ownership” will be the most likely to succeed. Yet what
does this mean? In a country where democratic checks and balances are
weak, “ownership” may be little more than a sign of the stranglehold
that vested interests have on national policy. Then too, the difference
between inducing a government to “own” an IMF program and getting
a whole country to do so can leave the Fund with hard choices. Does
regard for “country-level” ownership mean that the IMF should let a
government use public funds to save private banks looted by politi-
cally influential shareholders? Should hospitals that cater to the powerful
get public subsidies for the sake of cultivating “government” owner-
ship even when health spending on the poor is being cut? Ownership,
finally, will not guarantee better policies: When the World Bank re-
cently announced that it would accept the environmental rules of certain
borrower nations rather than impose its own, many NGOs angrily ob-
served that these local rules would fail to safeguard the environment.
One could easily imagine a similar scenario involving the IMF.
Borrower governments, moreover, can find ways to observe the letter
of loan conditionalities while evading or manipulating some of them.
The availability of such stratagems, plus quirks in the IMF’s own sys-
tem of internal management, can point to ways of getting around
tough-looking paper prescriptions for poorly performing debtor coun-
tries.> The IMF is strongest when it is at the start of a lending cycle—when,
for instance, a nation is trying to recuperate after a conflict or an emerg-
ing market country is facing a financial crisis and does not already owe
the IMF a lot of money. As the case of Argentina illustrates, once the
Fund has made large loans to a country, the need to protect the IMF’s
own finances may dampen the ardor with which it enforces conditions.¢

Conditionality and Self-Government

Of greatest concern, perhaps, is the inherent tension between condi-
tions imposed by an outside lender and the cardinal democratic principle
of consent. By their very nature, IMF conditions arise not from debate
and discussion within a society, but come rather from unelected foreign
experts. Locally made decisions lose relevance as conditionality ties
the hands of domestic political actors. Does it matter what elected offi-
cials are choosing when the fate of the local economy is being decided
by technical specialists and managers in an IMF office somewhere?

In recent years, the IMF’s focus on “good governance” and corrup-
tion-fighting has led it into subjects with a deep and important
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connection to democracy and its prospects of spreading and deepening
across and within whole countries and regions of the world. Does the
IMF, of all the international organizations that might take on such a
task, have either the mandate or the best tools for tackling it? After all,
the Fund’s programs tend to be of a duration much shorter than that
which all prior experience suggests is needed for the slow and bumpy
work of building sounder institutions for the long term.’

Some argue, pointing to the European Union accession process, that
the international community can do much to create a reform-friendly
environment. The EU accession process is an exception, however. Most
outside efforts to speed up democratic development achieve little and
may even slow the rise of prodemocratic dynamics within a country.
One recent study finds no evidence, even since the end of the Cold War,
that foreign aid promotes democracy.® While external pressures for things
such as greater transparency in government spending may impede the
most extreme forms of public thievery, the IMF by and large lacks the
knowledge and other resources needed to fight corruption effectively
in borrower countries.

The IMF’s impact on democracy is amplified during international
economic and financial crises, especially the rapid and gravely conse-
quential sort that have become more common in recent years. Money
now flies across borders faster than ever, while governments struggle to
keep up. Crises always tend to direct more decision-making power to
the center: In borrower countries this means mostly the finance ministry
and central bank, while in the IMF it means the G-7 countries (espe-
cially the United States but also some European nations and Japan) and
the creditors (typically banks or large bondholding financial institu-
tions) domiciled therein. The more representative parts of the borrower
government drop into the shadows. In weak, resource-starved postconflict
societies such as East Timor, Mozambique, or Afghanistan, all these
concerns take on an even more intense form, since there institutions
such as the Fund and World Bank face so few checks on their actions.

The balance of influence (as reflected in “quotas™ and voting power)
between the few states that provide most of the dollars to the IMF and the
many states that are borrowing or would like to borrow from the Fund
also exposes a key dilemma facing the institution. Today, more than
four-fifths of the IMF’s member states are developing countries. Yet
despite the changes in the number and the nature of the member coun-
tries, the quotas and the overall vote share for which developing states
account have remained around 37.5 and 40 percent, respectively.!” To
provide a basis for comparison: The United States, which has the world’s
largest economy (worth roughly US$11 trillion per year) and is the IMF’s
largest single monetary stakeholder, had as of late 2002 a vote share just
slightly exceeding 17 percent.

Is the current “one dollar, one or more votes” principle acceptable?
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Should the Fund imitate the UN General Assembly and use the “one
country, one vote” principle? How worrisome is it that both these
principles violate the “one person, one vote” ethic with which democ-
racy is usually identified?!' Does it make sense for any financial
institution to try to honor democratic rules, given the realities of money
and the marketplace?

Size Matters

As much as it may leave to be desired from the standpoint of ideal
justice, the reality of the international system is that economic and mili-
tary might, territorial and demographic size, geopolitical calculations,
and national interests still matter more than treaties. Trying to make glo-
bal governance institutions run on the basis of unrealistic principles is
always problematic and leads to artificial arrangements which, admirable
though they may be in principle, are irrelevant or worse in practice.'?

That said, there are things about the way the Fund is currently run
that deepen its democratic deficit. These include an ad hoc and opaque
leadership-selection process designed to please big shareholders (the
United States and Europe); a Board of Executive Directors that overrep-
resents European countries (they hold a third of the seats); and the G-7
countries’ habit of bypassing the Fund’s normal management organs,
which include not only the Executive Directors’ Board but also the
International Monetary and Financial Committee (IMFC). While the
reality of the IMF’s asymmetrical financing renders equality of partici-
pation in its decisions unrealistic, this would not be so bad were there
checks and balances in place to protect weaker members and hold the
powerful accountable. But there are not, and the resulting lack of ac-
countability exceeds even the lopsided IMF voting structure as a
standing affront to democratic principles. Among other things, demo-
cratic governance means clear lines of responsibility running from those
making decisions to those affected. Power operates diffusely in interna-
tional organizations, and people in developing countries are not soon
likely to be able to hold major IMF shareholders accountable for the
Fund’s decisions."

The original Bretton Woods agreement tried to counterbalance the
asymmetrical power of institutions such as the IMF by providing that
bigger shareholders should also carry more of the financial risk and
burden. In recent years, however, the industrialized countries have for
various reasons seen a steep decline—almost to zero—in the risks and
costs that they must bear in order to hold sway within the IMF. If the
Fund is to operate according to the larger vision underlying its creation,
then new ways will have to be found to redress this balance.

While our discussion has highlighted the frequently undemocratic
nature of IMF procedures, it is worth noting that even these can have
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positive implications for democracy. A recent analysis of the IMF’s South
Korea programs during the East Asian financial crisis of the late 1990s
shows how this can happen.!* One widely accepted storyline regarding
this crisis holds that U.S. financial interests, acting through the U.S. Trea-
sury Department and the IMF, pushed for changes in South Korea to suit
the interests of the U.S. financial-services sector. Yet these changes, with-
out necessarily being meant to do so, helped to brighten the prospects for
democratic deepening and improved democratic governance by weaken-
ing the “crony capitalist” ties in South Korea between big business and
certain domestic political actors, thereby opening the door to a larger
degree of healthy competition in both the political and economic spheres.

The South Korean case points to the perhaps surprising conclusion
that a little less democracy in one part of the international system might
result in greater democracy in another part. Even though Korean de-
mocracy is of comparatively recent vintage, it has proved surprisingly
resilient. Indeed, one could even argue that six years after the height of
the financial crisis, Korea’s democracy is stronger than ever: The coun-
try has recently weathered a contentious presidential election and
subsequent failed impeachment attempt without anything resembling a
“crisis of the regime.” We point all this out not out of any desire to urge
the provoking of systemic financial troubles with all the hardships these
can inflict on ordinary citizens, but rather to draw attention to the com-
plexity and unpredictability of the relations that can subsist between
the IMF, economic crises, and democracy.

We should also note that the Korean crisis, like similar episodes in
Brazil and Poland, was not without political costs. The credibility of
the democratic system suffered for a time in all three countries when
parties that had run successfully on development-oriented platforms
changed course once in power and began to lean toward the kinds of
macroeconomic adjustment and stabilization programs favored by the
IMF. Unsurprisingly, voters became more cynical about political lead-
ers and the connection between elections and public policies. The
concomitance of government “ownership” of IMF programs coupled
with politically cynical voters presents a conundrum: What does it mean
for democracy if an improved economy comes at the price of a more
disengaged or even disaffected electorate?

The answer to such quandaries may depend in part on the state of the
country involved, and the depth of the challenges that democracy faces
there. Very poor countries such as Burma, Congo-Kinshasa, Haiti, or Yemen
will often also be among those where law-based democratic governance
faces the greatest obstacles. When and if the Fund becomes involved in
making loans to such a country, the IMF’s dominance vis-a-vis the rel-
evant national government is likely to be quite asymmetric, for such a
government will almost certainly have nowhere else to turn. By contrast,
borrower countries that qualify as “emerging market powers” (these could
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include such middle-income lands as Brazil, Russia, or Thailand) have
greater domestic capacity and more options in global financial markets.

Two interlinked sets of changes could enhance the support that the
IMF lends to democracy and democratic consolidation in particular
countries as well as in the international system as a whole. The first type
of change would seek to reform sow the Fund does things by bringing
its decision-making methods more into keeping with such democratic
principles as consent and transparency. The second sort of change would
seek to improve what the Fund actually does (and potentially can do) so
as to bolster democracy both globally and in borrowing countries.

The first issue is important for practical as well as principled reasons.
Democracy is about process, not just outcomes. The none-too-demo-
cratic nature of the IMF’s decision-making processes means that, even
if a “good” result comes about, it may happen at a cost in legitimacy
and public trust that saps the Fund’s effectiveness over the long run.
Participation matters, whether in domestic programs aimed at helping
individuals escape poverty and improve well-being, or in international
lending focused on helping whole societies reach the same broad goals.
As Montek Singh Ahluwalia, head of the IMF’s own Office of Indepen-
dent Evaluation, pointed out in November 2003 to the Club of Madrid,
the Fund’s decisions seem to come from a “black box.” IMF officials
often neglect to explain the precise reasons for conditions placed on
loans, or to spell out the assumptions (and doubts) behind programs
aimed at key goals such as restoring the external financial viability of
an entire national economy. The upshot is greater leeway for interven-
tion by major shareholders, leading the Fund to a forced optimism in
program design, in turn adversely affecting the quality (and effective-
ness) of its programs. Forcing the adoption of ambitious goals—and
mandating their rapid achievement—is often more pleasing for the small
policy circles that monitor these issues in donor countries or for the
international financial markets than it is for the government of a coun-
try in trouble. The latter is likely to be already embattled and may often
have no option but to sign an IMF agreement which, however ambitious
and even desirable in economic terms, it may require policy changes
with enormous short-term political costs.

Updating Bretton Woods

In order to enhance the IMF’s effectiveness and make its positive
impact on democracy direct and intentional rather than oblique and
accidental, we suggest changes in the following areas:

Governance: The most pressing need is to reallocate quotas and seats
on the Executive Board. Is it not odd that the Netherlands, with 16
million people, has more IMF voting power than India, with a popula-
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tion of more than a billion? Should countries located in Europe hold
one out of every three seats on each of the IMF’s key governing bodies?
Africa’s need for greater representation is widely recognized. Increas-
ing the voting rights of developing countries is a more formidable
challenge. Former Chilean finance minister Manuel Marfan and former
French premier Lionel Jospin have made helpful and practical sugges-
tions. Marfan has noted that a common feature of private-sector corporate
governance is special safeguards for the rights of minority shareholders.
Imitating this benchmark “best practice” in the IMF’s case would sug-
gest paying more systematic attention to the weaker borrower nations,
whether or not board seats are added or change hands. Jospin has put
forward the idea of increasing the relative voting share of smaller, poorer
countries without affecting their quotas. Transparency would benefit
from a simple step like publishing the minutes of the Board of Execu-
tive Directors promptly after each meeting, or dropping the current and
rather murky “consensus” process in favor of recorded votes.

Leadership Selection: Like many international organizations, the
IMF will always have to find a balance between fairness to those mem-
bers who pay the bills and the greater legitimacy that comes from giving
every member as much say as possible. But continuing to choose top
Fund (and World Bank) officials through the current ad hoc and opaque
process is a heavy blow to institutional credibility. How can the IMF
praise transparency and meritocracy or decry the evils of cronyism while
filling its own top slots through closed-door methods that no passably
well-run private corporation (much less a democratic polity) would tol-
erate for an instant? It is long past time to drop the custom according to
which the IMF managing director is always a European and the World
Bank president is always a U.S. citizen, each chosen without a legiti-
mate and credible search-and-selection process. For the sake of trust,
comity, institutional authority, and a smaller democratic deficit, now is
the time to adopt a more open and transparent way of filling the key
jobs at the Fund and the Bank. Creating standing selection committees
and adopting other clear rules would be good early steps.!” Here too,
though, a fine sense of balance will be needed. An international organi-
zation whose rules encourage the choice of officials whom key member
states dislike is at risk of finding itself hollowed out by cutbacks or
withdrawals of those members’ support.

There is no shortage of proposals that might improve the governance
of institutions such as the IMF or the World Bank. The problem, how-
ever, is that the countries (and their bureaucracies) which benefit from
the status quo lack the incentives and thus the political will to push for
any major changes in the structure and functioning of the highest levels
of the Fund and the Bank. The organizational problems besetting the
boards of directors, key shareholders groups, and top management strata



Devesh Kapur and Moisés Naim 97

of these institutions are far deeper and more entrenched than are the
problems found among less exalted managers and staffers.

“Ownership”: The sharp criticism that the Fund has taken regarding
its burgeoning conditionalities has recently led to a greater emphasis
on program “ownership” by the borrowing country. One reason for the
success of the Brazil program in 2002 was that, with a presidential elec-
tion impending, the IMF felt that it had little choice but to involve
opposition candidates in its discussions. But precisely what constitutes
ownership and who the owners are supposed to be are by no means
settled questions. This problem is particularly acute in a democracy
with weak checks and balances—the sort of place where a daring deputy
minister might claim to speak for the government or even the nation,
and get away with it. Moreover, the rise of “ownership” as a perceived
sine qua non of successful Fund programs makes IMF intervention in
nondemocratic borrower countries all the more problematic. Should the
procedural requirements of Fund programs be different in democratic as
opposed to nondemocratic countries? Any government that wants a
loan badly enough will claim that it can commit its nation to the IMF’s
conditions, but what does that mean if the government in question does
not rule by consent? Currently, IMF staffers are making highly politi-
cal, inherently subjective decisions about questions such as these on a
case-by-case, ad hoc basis.

“Surveillance”: One of the key functions of the Fund when it was
created was “surveillance” (or more broadly, evaluation). This function
has waned of late. IMF surveillance reports typically lack candor, re-
flecting in part the Fund’s newer sense of its role as a confidential advisor
to governments. The IMF Independent Evaluation Office argues, how-
ever, that the advisor mission has gone poorly and should lapse quietly
in favor of a fresh focus on doing better, more frequent, and more de-
tailed surveillance reports. Better reports might foster a keener sense of
how dubious and uncandid it is for an organization dominated by highly
industrialized countries that find even modest deficit-cutting politically
arduous at home to insist that far poorer countries must slash their defi-
cits by whole percentage points every year. IMF surveillance reports—to
say nothing about the levels of felt “ownership” in the programs that
may result—would also benefit from engagement with wider casts of
borrower-country stakeholders, including legislators, scholars, civil so-
ciety groups, and the media. One option might be to involve the Fund
more with the World Bank’s Parliamentary Network, a group whose goal
is to bring legislators into more contact with officials of the Bretton
Woods institutions. Stronger surveillance can also promote transpar-
ency, an inherent characteristic of democracy, especially with regard to
the distributional implications of budgets and other government poli-
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cies. More candor is also in order when it comes to IMF analyses of the
international system and its effects on poor countries. In recent years,
the Fund has turned a blind eye to mounting evidence of serious short-
comings and instances of malfeasance and perverse incentives in global
financial companies, even though these problems harmed poorer coun-
tries directly. An organization that commends the virtues of open
economies must heed its own advice if it wishes to retain trust. The
establishment in 2001 of the Independent Evaluation Office, whose pub-
lished work we have been citing, was a step in the right direction. Let us
hope that it is a harbinger of fresh efforts to let in light and air with an
eye to strengthening the IMF.

A Star, or Just an Extra?

As we suggested above, among the most troubling issues raised by
international financial crises is the degree to which elected govern-
ments must answer to external actors rather than domestic constituents.
Leaders of developing democracies must steer between the Scylla of
global financial markets and the Charybdis of demands from their own
citizens. Campaign platforms meant to attract votes at home rarely meet
with the approval of the IMF or global financial markets, and the latter
may press an election winner such as South Korea’s President Kim Dae
Jung to change course after taking office.

On the merits, the new course might turn out to be a good idea. It may
boost the economy and improve the country’s standing in global finan-
cial markets and attractiveness to foreign investors. But a sharp switch
spurred from outside also risks turning citizens into cynics by corrod-
ing their trust in elected leaders and perhaps even democracy as such. A
healthy offsetting effect, as in the Korean case, might come in the form
of a blow that the episode strikes against overly cozy relations between
business and the political world. The East Asian financial crisis ex-
posed the rent-seeking and sweetheart deals at the heart of the
way-too-cozy relationship between Korea’s large enterprises (chaebol)
and the major political parties. The economic and financial reforms
enacted since the crisis have limited state interference in markets and
accorded more scope to competition—both steps which have been good
for Korean democracy.

The Fund’s strength vis-a-vis borrowing members (especially low-
income countries) masks its own weakness in the global system and is
symptomatic of a more general problem: the weakness of multilateral
decision-making mechanisms to deal with even the most pressing global
issues. At times of financial crisis, for instance, it is not the IMF but the
U.S. Treasury Department whose decisions matter most. And if such cri-
ses not only continue but even get worse, as former U.S. treasury secretary
Robert Rubin predicts they will,'® the IMF’s lack of capacity (a result of
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shortsightedness among its major shareholders) may force the Fund to
meet the next crisis by saddling borrower countries with massive adjust-
ment burdens that are almost certain to harm democratic governance.

The lack of global means to deal with global problems seems to result
in part from the uneven dynamics of globalization itself. The complex
sets of changes which travel under that rubric have unfolded more rap-
idly and extensively in areas of greatest concern to industrialized
countries (including finance and trade in consumer goods). Areas that are
most urgent to countries whose economies are not so well developed,
such as labor flows, have seen globalization lag. At the 2002 Interna-
tional Conference on Financing for Development at Monterrey, Mexico,
representatives from the governments of both rich and poor countries
agreed that the main responsibility for development lies within develop-
ing countries themselves. But this assumes that such countries will have
due freedom of action regarding their own policies. At what point do
things such as IMF conditionalities so limit a developing nation’s au-
tonomy that its responsibility for developing itself becomes moot? The
gathering at Monterrey also broadly agreed that key multilateral institu-
tions such as the Fund are now being run in ways that cry out for updating,
and that developing countries should have a greater voice. Currently,
several years after Monterrey, the first consensus continues to receive
emphasis while the second seems in danger of being forgotten.!’

The IMF began just over six decades ago as a venue for international
monetary cooperation. Today, it has become a tool for helping poorer
countries with the immense task of achieving capitalist “development”
and all the broad, deep, and disconcerting yet elusive changes which
that term implies. This has meant “mission creep” and a proliferation of
new aims that IMF officials say they must embrace, given their need to
grapple with a plethora of complex interrelationships among numerous
economic, structural, and institutional variables. While many critics
decry this situation as a source of confusion, what concerns us more are
the implications that such a widening agenda may hold for democracy.
Students of bureaucracy have long noted that when missions begin
springing up like desert flowers after a rainstorm, the clear incentives
and institutional autonomy that a typical bureaucracy needs in order to
function well can become prone to politicization and perhaps to other
forms of distortion as well. The skewed governance structure and lack
of competition that currently characterize the IMF only heighten this
disturbing prospect in ways that should give grave pause to anyone
who cares about the plight of democracy in borrower countries.

In many ways, the Fund’s predicament reflects the sad folly of the
global community’s penchant for criticizing an institution, then asking
it to take on more tasks, and then critiquing it all the more harshly after
it fails to check off all the boxes on its new and longer “to-do” list. One
cure for this might be to distribute some of the “burdens of the Fund” to



100 Journal of Democracy

other regional and international organizations (making both types stron-
ger for the purpose). Tailoring the solution as carefully as possible will
also be wise. In middle-income countries, the Fund generally plays a
positive role. Where the system is really broken is in its dealings with
small, structurally weak, low-income countries (think of the microstates
of West Africa) where problems have deep roots and hopes for democ-
racy are all too often the slenderest of reeds.

While in principle strengthening other international organizations
would increase competition, thereby helping borrowing countries, find-
ing the financial resources to undertake this task is a difficult problem.
One possibility is to link a country’s IMF quota to the share of the UN
budget that it pays, with exceptions made for “outliers” such as both the
poorest countries and the five permanent members of the Security Coun-
cil. Such a scheme would recognize both the limits to the notion that
global-governance institutions can operate according to fully demo-
cratic internal rules, and the fairness of asking those who have more
power within such institutions to pay for a larger share of their upkeep.
It might also force the global community to recognize that critical po-
litical issues such as democracy should be addressed by a multilateral
institution that is expressly political, rather than be outsourced by
stealth to a financial institution.

The heated nature of debates about the Fund is a sign of how great
have become the tensions between the mid—twentieth-century design
of the typical multilateral institution and the realities of the early twenty-
first—century world. In a sense, the Fund has become a scapegoat for
stronger forces (global capital markets in general, the U.S. Treasury
Department in particular) that buffet even the IMF itself. It is predict-
able that by taking on such ambitious agendas and trying to be all
things to all members, the Fund often seems to succeed mainly in disap-
pointing expectations and becoming an institutional stand-in for
problems larger than its own failings.

Despite the Fund’s technocratic persona, its actions are highly politi-
cal, often driven by geopolitical calculations. Not surprisingly, its actions
have significant political ramifications. The Fund is not an independent
actor and decision making in the institution reflects its governance. The
Fund’s less-than-transparent procedures and tendency to press rapid and
highly centralized decision-making styles on borrower countries are
plainly in tension with democracy’s emphases on deliberation and par-
ticipation in the making of public policy. In countries with reasonably
strong institutions this tension is usually manageable, and as the South
Korean case has shown, can even help democracy in the longer term.
Fund officials can help matters and boost “ownership” by working not
only with officeholders but also with leaders of the democratic opposi-
tion, as happened not only in South Korea but also in Brazil, where the
main opposition candidate subsequently became president.
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Democracy promotion is not a science. In truth, we know very little
about it. The IMF has neither the mandate nor the skills to undertake
such an enormously challenging task, and asking Fund officials to do
so would be shortsighted and even dangerous. Yet the Fund can support
democracy indirectly, both by promoting transparency in national eco-
nomic policies and budgetary practices and by taking care to consult
with key democratic institutions. At the same time, an increased aware-
ness might lead the institution to adhere to a form of “Hippocratic oath”
(“first do no harm”) that would make it systematically more conscious
of the harmful implications that its procedures and programs might have
for democracy in a borrower nation.

A financial monopoly whose own internal governance is undemo-
cratic should not be anyone’s idea of a great tool for boosting democracy
around the world. At the same time, there are solid intrinsic reasons why
international organizations cannot be democratic. What to do, then? No
Solomonic solution is in the offing. We hope that some or all of the
modest proposals and limited course corrections outlined above might
make the Fund a more transparent, more fairly run, and more democ-
racy-aware (if not always flat-out democracy-friendly) organization.
Should none of our suggestions prove feasible, we would then be moved
to ask whether the Fund could do more for democracy by doing less.
After all, a narrowly technocratic Fund might be democratically prefer-
able to one that circumscribes the ability of citizens to make decisions
about their own country’s future.
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