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No sooner than Boris Johnson put his foot over the threshold of 10 Downing Street, the
International Monetary Fund (IMF) offered its unsolicited advice to the newly elected Tory
Prime Minister. Johnson won the right to replace the hapless Theresa May by pledging to remove
Britain from the EU by October 31, 2019, “deal or no deal.”

Enter the IMF. In a preemptive strike, the Philosopher Kings threw cold water on the idea of a no
deal, asserting that it would be a disaster. Talk about entering a domestic quarrel without an
invitation.

But, such meddling is nothing new for the IMF. Indeed, a bipartisan Congressional commission
(The International Financial Advisory Commission, known as the Meltzer Commission)
concluded in 2000 that the IMF interferes too much in the domestic politics of member countries.
Just recall the IMF’s involvement in toppling Indonesian President Suharto in 1998. This
scandalous episode was confirmed by no less than former U.S. Secretary of State Lawrence
Eagleburger. I would add that the IMF propensity to interfere has become much more
pronounced since the days of the last great Managing Director of the IMF Jacques de Larosiere
(1978-1987).

The IMF, which was born in 1944, was designed to provide short-term assistance on the cheap to
countries whose currencies were pegged to the U.S. dollar via the Bretton Woods Agreement.
When these countries found themselves running short of foreign exchange (read: U.S. dollars),
they could obtain balance-of-payments assistance from the IMF. This was the IMF’s rather
straightforward original, narrow remit.

But, in 1971, when President Richard Nixon closed the gold window, the Bretton Woods
exchange-rate system collapsed. And, with that, the IMF’s original purpose was swept into the
dustbin. However, since then, the IMF has used every rationale under the sun to reinvent itself
and expand its scope and scale. Unlike old soldiers, the IMF has not faded away. It has grown
even larger and even more powerful. And, in the process of acquiring more power, it has become
more political.

First, there were the oil crises of the 1970s. They allowed the IMF to rapidly reinvent itself.
Those shocks, it was asserted, “required” more IMF lending to facilitate, yes, balance-of-
payments adjustments. And more lending there was: in real (read: inflation adjusted) terms IMF
lending more than doubled from 1970 to 1975, and increased by 58% from 1975 to 1982.
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With the election of Ronald Reagan in 1980, it appeared that the IMF’s crisis-driven
opportunism would finally be reined in. Yet, with the onset of the Mexican debt crisis, the
political elites asserted that more IMF lending was required “to prevent financial contagion,
more widespread debt crises, and bank failures.” Surprisingly, that rationale was used by none
other than President Reagan, who personally lobbied 400 out of 435 congressmen to obtain
approval for a U.S. quota (capital contribution) increase for the IMF. IMF lending ratcheted up
again, increasing by a stunning 27% in real terms during Reagan’s first four years in office.

And then came the 1990s, a decade of explosive growth for the IMF. The collapse of
Communism provided an opportunity that was too good to be true. Currency crises in Mexico,
Russia, Turkey, Brazil, Argentina, and Asia added fuel to the fire that allowed the firefighters at
the IMF to expand their balance sheet and create even more jobs for the boys. And as they say,
the show just goes on and on, with the IMF playing the role of a hydra.

While the IMF’s ability to survive near-death experiences and thrive would not have surprised
the British historian C. Northcote Parkinson, author of the 1957 classic Parkinson’s Law, it is
quite remarkable in light of the IMF’s performance. As Harvard University’s Robert Barro put it,
the IMF reminds him of Ray Bradbury’s Fahrenheit 451 “in which the fire department’s mission
is to start fires.” Barro’s basis for that conclusion is his own extensive research. His damning
evidence finds that:

- A higher IMF loan participation rate reduces economic growth.
- IMF lending lowers investment.
- A greater involvement in IMF programs lowers the level of the rule of law and democracy.

And if that’s not bad enough, countries that participate in IMF programs tend to be recidivists. In
short, IMF programs don’t provide cures, but create addicts.

For a clear picture of the addiction problem (read: recidivism), review the chart below. It lists the
number of IMF programs that 146 countries have participated in. Haiti leads the pack with 27
programs. Since Haiti joined the IMF in 1953, it has averaged about 2.4 years between new IMF
programs. Argentina is another heavy hitter. It joined the IMF in 1956 and is now hooked on its
22nd IMF program. That’s a new program every 2.8 years on average. More broadly, the list of
countries with the ten highest number of loan programs includes 27 countries. These countries
account for 42% of the total number of IMF loan packages, indicating recidivism. Moreover,
these repeat offenders gobble up a disproportionate amount of the IMF below-market rate loans,
accounting for 60% of the total.



Total Number of IMF Lending Arrangemenls

Total IMF Total IMF
Rank Country Lending Rank Country Lending
Arrangements Arrangements
1 Haiti 27 T4 Chad 7
2 Colombia 25 75 India 7
3 Peru 25 76 Lesotho 7
4 Honduras 23 77 Macedonia 7
5 Philippines 23 T8 Mozambique 7
[ Uruguay 23 79 Zimbabwe 7
7 Argentina 22 %0 Republic of Estonia 6
5 Pakistan 2 81 Mauritius 13
9 Liberia 21 82 Mongolia 6
10 El Salvador 21 83 Myanmar 6
11 Morocco 20 54 Samoa 6
12 Panama 20 85 Sao Tome and Principe 6
13 Turkey 20 56 Bosnia and Herzegovina 5
14 Balivia 19 %7 Republic of Croatia 5
15 Brazil 19 ET Ethiopia 5
16 Kenya 19 %9 Dominica 5
17 Ecuador 18 20 Guinea-Bissau 5
1% Guyana 18 91 Republic of Lithuania 5
19 Korea 18 92 Nepal 5
20 Mali 17 93 Russian Federation 5
21 Sierra Leone 17 94 Republic of Serbia 5
22 Costa Rica 16 95 Solomon Islands 5
23 Ghana 16 96 South Africa 5
24 Jamaica 16 97 Thailand 5
25 Mexico 16 98 Republic of Yemen 5
26 Nicaragua 16 99 Algeria 4
27 Sri Lanka 16 100 Azerbaijan 4
28 Chile 15 o1 Equatorial Guinea 4
29 Guatemala 15 102 Iceland 4
30 Mauritania 15 103 Irag 4
31 Sencgal 15 104 Republic of Kazakhstan 4
12 Cote I¥Ivoire (Ivory Coast) 14 105 Lao People's Democratic Republic 4
33 Madagascar 4 106 Nigeria 4
14 Malawi 14 107 Papua New Guinea 4
1s Burundi 13 108 Portugal 4
36 Democratic Republic of Congo 13 19 Republic of Tajikistan 4
37 Niger 13 110 Venezuela 4
38 Romania 13 1 Barbados 3
39 Somalia 13 112 Djibouti 3
40 Togo 12 113 Finland 3
41 Zambia 12 114 France 3
42 Central African Republic 11 115 lsrael E]
43 Gabon 11 116 Kosovo 3
44 The Gambia 11 17 Seychelles 3
45 Indonesia 1 118 Spain 3
46 Paraguay 11 119 Syrian Arab Republic 3
47 United Kingdom 11 120 Vietnam 3
48 Bangladesh 10 121 Republic of Belarus 2
49 Guinea 10 122 Cabo Verde 2
50 Republic of Poland 10 123 Cambodia 2
51 Rwanda 10 124 China 2
52 Sudan 10 125 Comoros 2
53 Tanzania 10 126 Cyprus 2
&4 Tunisia 10 127 Greece 2
55 Uganda 10 128 Islamic Republic of Iran b
56 Ukraine 10 129 Italy 2
57 Islamic Republic of Afghanistan 9 130 Japan 2
E8 Republic of Armenia 9 131 Maldives 2
59 Burkina Faso 9 132 Trinidad and Tobago 2
&0 Dominican Republic 9 133 United States 2
6l Egypt 9 134 Angola 1
62 Georgia 9 135 Antigua and Barbuda 1
63 Republic of Moldova 9 136 Australia 1
(¥} Bulgaria 8 137 Belize 1
65 Cameroon 8 138 Czech Republic 1
66 Republic of Congo § 139 Fiji 1
67 Grenada H] 140 Ireland 1
68 Hungary 8 141 Netherlands 1
69 Jordan § 142 New Zealand 1
70 Kyrgyz Republic ] 143 Slovak Republic 1
7 Republic of Latvia § 144 St. Kitts and Nevis 1
72 Albania 7 145 Suriname 1
73 Benin 7 146 Republic of Uzbekistan 1

Sources: IMF Finances, IMF History of Lending Arrangements database as of July 23, 20019

Frepared by Prof. Steve H. Hanke, The Johns Hopkins University
Note: A 6 ypes of IMF lending arvangements are accounted for in this summary.




The IMF should have been mothballed and put in a museum long ago. After all, its original
function was buried in 1971, and its performance in its new endeavors has been less than stellar.
But, a museum for the IMF is not in the cards. Even reform is hard to imagine. Indeed, all
attempts to reform and downsize the IMF have ended up expanding its scope and scale. Just look
at what has been accomplished since the blue-ribbon Meltzer Commission.

About all we can do is realize that the IMF is a political hydra with an agenda to serve the wishes
of the political elites who allow it to grow new heads.
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