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Summary

This work is an exploration o f the epistemology o f economics which aims to analyse some o f the 

wider teleological and ontological questions that arise from that investigation. This exploration is 

facilitated by the focus o f this thesis at first on the history o f economic thought during the Finan

cial Revolution o f the late 17* Century and the historical, institutional and legal analysis o f the 

International Monetary Fund. The methods utilized in this work are similar those used in legal 

reasoning and for the critical analysis o f primary and secondary source documents by historians. In 

a word, the method is interdisciplinary. This work attempts to grapple with the implications o f not 

only the method but also the teleological, ontological and epistemological question presented by 

the application o f  that method. The lens through which those ideas are viewed is natural law. Nat

ural Law Theory can justifiably be considered the seed from which modem economics has sprung. 

It also informs and in some cases acts as full or partial basis o f ideas during the 17* Century. In 

modem times, human rights law and intemational law owe much of their existence to the interpre

tation o f  natural law and “law o f peoples” tradition that originates in the Roman legal tradition and 

its antecedents.

The sequence o f  the work is as follows:

1. Introduction -  Outlining the methodology and stmctures of this thesis.

2 . Section I -  Chapter One: A historical analysis of the Intemational Monetary Fund since 

its inception in 1944. Chapter 2: A legal and institutional analysis o f the Intemational Monetary 

Fund, largely focusing on the development o f conditionality in IMF lending. Chapter 3: A histori

cal and analytical examination o f the IMF quota-voting system.

3 . Section II -  Chapter 4: This chapter builds on the analysis in Section I to introduce the 

major innovative part o f the thesis, the application of ethics, epistemology and intemational law to 

the analysis o f the Intemational Monetary Fund. The objective is to apply natural law theory to 

the reform agenda for the IMF quota-voting system. This chapter largely considers the intellectual 

aspects o f this endeavour. Chapter 6; The IMF quota-voting system is analysed using natural law 

theory and comparing that with some recent developments in quota-voting reform from the aca

demic and civil society community and the Fund’s staff.

4



4 . Section III. Chapter 5: An analysis o f the Great Recoinage o f 1696 and the economic 

thought o f Dr. Charles Davenant. This area explores the interactions between Davenant and the 

Commission on the Currency and his understanding o f early credit markets

5 . Conclusion -  This section syntheses the different aspects o f this thesis. It attempts to illu

strate to the reader not only the importance o f understanding the history o f economic thought and 

the implications o f that for understanding an institution that was created by and continues to be 

driven by ideas, most especially ideas that traditionally reside under the discipline title o f econom

ics, but also to explain the significant contribution to the intellectual robustness o f the institution of 

applying natural law principles to the process o f its reform.

6. Appendices -  Table of the IMF Board o f Governors and member quotas and voting 

strength; tables o f IMF Executive Board members, constituencies and voting power; the IMF Ar

ticles o f Agreement, Althusiusian System o f thought schematic, the South African Bill o f Rights 

and the Maastricht Guidelines for reference purposes.

The main “contributions to knowledge” in this thesis may be considered:

1. An institutional analysis of the IMF that looks at not only its historical origins but also its 

legal structures.

2 . An analysis o f the epistemological origins of the IMF that considers the primary sources 

and the general thought processes of the founding negotiators and links this to a larger intellectual 

development o f economics and international law.

3 . The application o f natural law theory to an analysis of the International Monetary Fund, 

its role in the international community and the system o f human rights, with consideration of 

reform of its internal governance structures.

4. The analysis o f the contribution o f Dr. Charles Davenant to the Great Recoinage o f 1696 debate, 

an aspect of his thought and activity largely ignored in the past.
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Introduction

All human artifices are the product o f human ideas. To ignore the sources of those ideas can be 

extremely hazardous. The institutions o f the state are one o f the clearest examples o f where one 

jurisdiction takes the insubstantial world o f ontology and makes it substantial and in many cases 

monumental. A clear example of this is in the development of institutions that have no state. Inter

national institutions, like the international law within which they reside, are the products o f politi

cal compromise based upon underlying agreed a priori principles. The International Monetary 

Fund is an international organisation that was not only created out o f the world o f ideas but acts in 

the world as the instrument o f the “Republic o f Letters” that is modem economics. As in any re

public there are factions and the debates that surround the organisation but this work will focus on 

a more fundamental question, one related to the role of human rights and the true purposes o f an 

international organisation. To assist in this analysis, one has used the intellectual framework of 

natural law. The International Monetary Fund has continuously removed itself from the larger sys

tem of international human rights and the United Nations System, on a sound legal basis. The 

question before one is whether this was the intention o f the founders and whether this situation is 

legally or ethically sustainable. One asserts that this is not the case. The original intent of the orga

nisation was to foster economic development for legitimate human development purposes. The 

political compromise structure created at the close of World War II was not sufficiently pliable to 

allow the International Monetary Fund to evolve as the world economy evolved, resulting in the 

problems o f power, voice and accountability that exist at the present time. The first part of this 

thesis sets out the history of the IMF; setting it in the context o f historical events the preceded its 

creation, took place during its formation and the challenges it faced since the 1950s. This histori

cal analysis includes a brief look at the development of public debt conditionality, providing sever

al examples from history. The second part o f this thesis grapples with the question o f how to re

medy the system of governance that exists at present. To this effect, one has used a combination of 

international law and natural law jurisprudence, allowing for an original intent argument that illu

strates the interconnections between economics and the operation of the International Monetary 

Fund in a form of international substantive due process.
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This work explores the epistem ology o f  economics, and extends its analysis to some o f  the w ider 

teleological and ontological questions arising from this exercise. The focus is first on the histori

cal, institutional and legal analysis o f  the International M onetary Fund, and subsequently on the 

Financial Revolution. This entails an interdisciplinary approach, requiring the application o f  legal 

and historical thought and m ethods, with especial reference to natural law. N atural Law Theory, as 

the basis o f  historical thought on extra-jurisdictional relations, can justifiably  be considered the 

seed from w hich m odem  econom ics has sprung. Contem porary human rights and international law 

owe m uch o f  their existence and form to the interpretation o f  natural law and “ law o f  peoples” 

traditions first elaborated through Roman law.

The application o f  natural law has many benefits. One is as a frame o f  reference for analysing how 

public institutions should operate. The benefit o f  natural law is that it looks at actions from the 

point o f  view o f  m otivation but also from a teleological vantage point. The advantages o f  this sys

tem o f  thought have been already noted by m odem  political philosophers and in the area o f  ju ri- 

spradence. As will be discussed in the thesis, the motivations and effects o f  a supranational organi

sation such as the Intem ational M onetary Fund have frequently been called into question. This 

thesis aims to illustrate the benefits for the governance o f  the Intem ational M onetary Fund that can 

be drawn from adding natural law theory to economics and intem ational m onetary law as m ethods 

for the analysis o f  that institution.

The arrangem ent o f  this work follows the convention laid down by P ro f  John O ’Hagan o f  the D e

partm ent o f  Econom ics, Trinity College Dublin. Therefore, the thesis is laid out in largely auto

nomous sections

Section One discusses the intem ational m onetary system in a historical, institutional and legal 

sense. The Intem ational M onetary Fund (also referred to, in the text as in com m on parlance, as the 

IMF or the Fund) is the m ain institutional actor w ithin that system and over the past few years that 

institution has com e under repeated attack from academics, politicians and civil society. The IM F 

as an institution has responsibility for the welfare o f  the intem ational m onetary system and the 

objective o f  helping to m aintain stability in that system. Looking critically at the historical devel-
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opment, institutional design and legal structure o f this institution will allow one to come to a better 

understanding of why this institution has sometimes failed or accomplished its mission.

The IMF is a product of its history and the economic thought of its architects and that the key to 

understanding this organisation, its failures and its current attempt to reform itself must be unders

tood in this context. This contextualization allows one to understand that the IMF was not a creatio 

ex nihilo and but was the product o f a group of negotiators, economists and draftsmen with a par

ticular ontology, epistemology and set o f experiences. This includes the development o f  the notion 

o f “conditionality” within the context o f publicly owned debt. The approaches taken by and to

wards various governments throughout history formed the basis o f the canon o f legal and institu

tional ideas on how, where and when to treat malignant levels of debt. In addition, the present 

structure o f the Fund is the result o f a particular historical context, and reflects the requirements o f 

immediate post-war and Cold War world that was required to rapidly adapt to decolonization, the 

fall of the Iron Curtain and the economic advancement o f South East Asia.

Section Two looks at the purpose of the International Monetary Fund and analyses it from an ethi

cal, epistemological and international law position. The purpose of international organisations, if 

one takes the philosophy o f international law as a starting-point, is to pool resources for the ad

vancement of the common good or fm is bonorum. This is, essentially, the natural law approach to 

institutions. In this thesis, which is an analysis o f the institutional aspects o f the IMF, one employs 

the concept of natural law in trying to rationalise the Fund's existing organisational and legal struc

tures. The IMF, as an international organisation that concerns itself with the maintenance of the 

stability of the international monetary system, which in itself is a facilitator o f commerce and in- 

ter-state relations, has within its own Articles o f Agreement the objective o f the common good. 

When this statement is placed within a natural law framework it can be understood that since 

States are the actors in the international forum and it is through their acquiescence that internation

al organisations are allowed to exist and function, it is necessarily the case that international orga

nisations must act as a State does, for the fm is  bonorum, which is only achieved by the understand

ing of the concept o f "the good", brought about by a process of inference requiring knowledge o f 

universal justice -  ius naturale.
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Section Three relates to economic history. This section analyses the economic thought of Dr. 

Charles Davenant. Davenant was an early-modern economist and civil servant writing during the 

Stuart and Williamite periods o f English history. Economic historians tend to describe the period 

which he is discussing as the “Financial Revolution”. Davenant’s work reflects an interest in nas

cent economic structures and systems. Much of the paper focuses on the insights that it provides 

into the workings o f early modem credit markets based upon money substitutes and the challenges 

facing a government forced to fund an expensive overseas war through remittances.

The primary purpose o f this thesis is to look at economics from the point o f view o f ideas and how 

they drive policy and institutional formation. This can be clearly seen in the 1690s with the Eng

lish response to inflation and high levels o f public debt and in the creation and development of 

International Monetary Fund. The legal development of the IMF as a quasi-state and its ability to 

exercise considerable legal and intellectual authority over States and governments requires one to 

ask whether the Fund works for the international fin is bononim. As the first chapter o f Section II 

outlines, economics as a discipline has a firm basis in natural law and ethics. International and 

national economic policy recommendations and surveillance are the primary purposes of the IMF, 

and these purposes are now considered to be essential and are defined as international public 

goods. In applying Natural Law to the IMF one will illustrate the importance o f the institution and 

the manner in which discussions of reform benefit from the inclusion o f epistemological ap

proaches outside the field o f economics. This intellectual exercise attempts to demonstrate how the 

International Monetary Fund may be provided with stronger legal and institutional structures so as 

to protect it from the political constraints that have undermined the institution's pursuit o f its ob

jectives and achieve that higher order public good, ih t fin is bonorum.
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International Financial Institutions Explanation Section

International Financial Institutions Glossary 

The year o f foundation is given in bold.

Bretton Woods Institutions are marked with an asterisk (*).

Definition: The Bretton Woods Institutions were a collection of multilateral agencies that were 

created following negotiations held at the Bretton Woods Ski Resort in New Hampshire, USA in 

1944. The objectives o f these organizations were to prevent the re-occurrence of the economic and 

political beggar-thy-neighbour policies that defined the inter-war period, facilitate the opening of 

trade links following the war, provide lending facilities to encourage the reconstruction of Europe 

after the war and manage the par-value gold-exchange standard system o f fixed exchange rates and 

capital controls, which had the US dollar, valued at 35USD per troy ounce, at the core of interna

tional monetary system. Since 1973 the Bretton Woods System, a colloquial term for the system of 

fixed exchange rates, has been defunct. This arrangement was replaced by a system of floating, 

basket-based or pegged exchange rates.

M ultilateral Treaty O rganisations:

Bank for International Settlements 1930 (BIS)

Founded to facilitate German war reparations payments. Since the late 1980s has been at the fore- 

fi'ont o f international banking regulation and standards (the Basel Agreements). Acts as an open 

forum for central bankers.

*Intemational Monetary Fund 1944 (IMF) -  The prim ary  subject of this work.

Originally designed to facilitate the par-value system of exchange rates through short-term bal- 

ance-of-payments lending. It has recently become involved in development and economic advis

ing. The subject o f this thesis.
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World Bank Group

*Intemational Bank for Reconstruction and Development 1944 (IBRD)

Originally designed to facilitate the reconstruction o f Europe after World War II. Since 

the 1960s the IBRD has been heavily involved in development activities. It is the primary 

component o f the World Bank Group.

The International Development Association 1960 (IDA)

Provides subsidized lending to Less Developed Countries

The International Finance Corporation 1956 (IFC)

Facilitates investment by domestic firms in developing countries.

The Multilateral Investment Guarantee Agency 1985 (MIGA)

Insures firms investing in political/military hotspots.

The International Centre for the Settlement o f Investment Disputes 1966 (ICSID)

Settles investment disputes for the IBRD.

The Global Environment Facility 1991 (GEF)

Lends to developing countries engaging in environmentally sustainable projects.

Organisation for Economic Cooperation and Development 1948 (OECD)

Founded as the Organisation for European Economic Cooperation (OEEC) to facilitate the dis

bursement o f Marshall Aid. Since 1961 it has been the OECD and provides global economic ad

vice to its 30 member states. Home to the Financial Action Task Force 1990 (FATF), which pro

vides a regulatory and investigatory framework to prevent terrorist financing.

World Trade Organisation 1985 (WTO)
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The product o f protracted negotiations under the General Agreement on Tariffs and Trade (GATT) 

since 1948. It is responsible for facilitating free trade within an arrangement of international laws 

and treaties, acting as an appellant body for disputes. The WTO evolved from the *Intemational 

Trade Organisation (ITO), which was part of the original negotiations at Bretton Woods in 1944. 

Due to political considerations at the time the ITO was not created and the GATT served as its 

substitute.

Regional Development Banks:

European Bank for Reconstruction and Development 1991 (EBRD)

Lends to Central and East European Counties in “transition” .

African Development Bank 1964 (AfDB)

Lends to African countries.

Asian Development Bank 1966 (ADB)

Lends to Asian and Pacific basin countries.

Inter-American Development Bank 1959 (IADB)

Lends to Latin American Counties.

European Investment Bank 1957 (EIB)

Provides a banking and investment facility for the European Union.

UN Organisations:

I have not listed all o f them here but the two primary ones are as follows:

United Nations Development Programme 1965 (UNDP)

The organisation’s current primary purpose is to facilitate the 2015 Millennium Development 

Goals project.
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United Nations Conference on Trade and Development 1964 (UNCTAD)

Aims to act as the main economic body o f the General Assembly and to facilitate the integration 

o f developing nations into the global economy.

Group Sections:

Industrialised World:

G-1:

US

This distinction was used during the period o f 1973-1985 when the US was engaging in policies 

that were not considering international balance o f payments equilibria and exchange rate stability.

G-3;

US, Japan and EU.

Potential grouping. Exists in a de facto  sense as the major world currencies are the US dollar, 

Japanese yen and the European Union euro. The EU and the US frequently clash at negotiations 

over the issue o f agricultural subsidies.

G-5: 1973

US, France, Germany, Japan and UK.

Created after the Bretton Woods System collapsed. The G-5 formed the basket o f currencies for 

the SDR until the introduction o f the euro.

G-8/G-7: 1975

G-5 + Canada, Italy and Russia.

The G-1 heads o f States and, since 1986, the G-1 financial ministers. Produced the Plaza and Lou

vre Accords. Since the late 1990s Russia has been included in the heads o f States and on some 

economic matters. This grouping has considerable political and economic leverage and dominates 

the IMFC and the Executive Board of the Fund.
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G-10: 1962

G-7 + Netherlands, Belgium, Sweden and Switzerland

Created by the States participating in the General Agreements to Borrow. Switzerland joined in 

1964. The GAB consists o f a series o f agreements between governments/central banks of the G-10 

(and Saudi Arabia) and the Fund to provide additional resources for the IMF. The resources may 

be used for balance o f payments support to G-10 members and other Fund members.

G-17; 1989

G-10 + European Commission, Luxembourg, Austria, Spain, Australia with IMF and BIS observ

ers. This group includes the Financial Action Task Force (FATF).

Developing W orld:

G-9

11 IMF Executive Directors whose constituencies are developing states. They prepare jointly for 

the IMF and World Bank meetings.

G-15: 1989

Algeria, Argentina, Brazil, Egypt, Indonesia, India, Jamaica, Malaysia, Mexico, Nigeria, Peru, 

Senegal, Venezuela, Former Yugoslavia and Zimbabwe . Initiated by President Alan Garcia of 

Peru at the 9* summit of non-aligned nations. It attempts to rebut the G-7 and focuses on poverty 

eradication and international cooperation.

G-20; 1999

19 countries. A mixture of developed and developing world countries that have a common interest 

in reforming the Bretton Woods Institutions. Members are: Argentina, Australia, Brazil, Canada, 

China, France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi Arabia, South Af

rica, South Korea, Turkey, the United Kingdom and the United States of America. The EU is also
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a member in the form o f the ECB and the membership o f the European Council President, as is the 

convention in the Bretton Woods Institutions.

G-24: 1972

8 countries from Africa, Latin America and Asia.

Created as a representative body o f developing nations on international monetary matters. The G- 

24 has influenced the IMF via its many studies, reports and communiques. The Fund provides 

secretarial services to the organization.

G-77: 1964

Approximately 140 Developing Countries.

Formed in preparation o f UNCTAD in 1964. The group takes a common position within the UN 

organizations of UNGA and ECOSOC. Since the oil crises the influence o f the organization has 

waned.
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The International Monetary Fund -  History, Institutional and Legal Structures

The following is an introductory quotation from the address made by Vaclav Havel, former Presi

dent o f the Czech Republic, to the opening o f the 2000 Annual Meetings o f the International Mon

etary Fund and the World Bank in Prague. It forms a clear basis for the manner in which one 

should consider the institution of the International Monetary Fund, its epistemological heritage 

and the application o f natural law to the structure and operations of this international financial in

stitution.

One of the principal themes of the various debates about the situation o f today's 

world, and also o f the discussions concerning the mission o f the Bretton Woods in

stitutions, is the deeply entrenched poverty o f  billions o f people and the question of 

what can be done to deal with it, or to combat it.

1 am afraid that debates of this kind may make us susceptible to one danger - the 

danger that we shall, unwittingly, begin to perceive poverty as a misfortune of the 

ones, and the fight against it as a task o f the others. As if humanity was divided by 

fate into two parts - a relatively small group o f  people or countries that fare alto

gether very well, and a large group of people or countries that fare very badly, as a 

result o f which the first group - for both humanitarian and security reasons - should 

help the second, financially as well as intellectually.

Such a vision of the world is only one step away from the rather widespread mis

conception that the wealthier are better off simply because they have, so to speak, 

conquered the world and its mystery, understood its laws and cleverly used them to 

their advantage - in other words, because they know their way around, while the 

less fortunate have failed to grasp a multitude o f things or are simply incapable of 

them. To achieve an overall improvement o f the world, it should therefore suffice 

that the former convey some o f their skills to the latter.

This - as we all know - is not true.
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Today's extensive poverty is one o f the most visible manifestations of our contra- 

dictoiy civilization - a civilization which we all help to shape in one way or another. 

We all are, to a greater or lesser degree, jointly responsible for both its good and its 

bad traits, and solving the problems which this civilization generates is our com

mon task.

None o f us can say that he or she knows it all, no one is beyond criticism and no

body's voice should be a priori disparaged.

(Havel, 2000:

http://www.vaclavhavel.cz/index.php?sec=3&id=l&kat=l&from=30#)
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Section One

Tlie International Monetary Fund -  History, Institutional and Legal Structures'

Chapter One

The International Monetary Fund: Origins and History 

I

Introduction

Knowledge o f the history of the International Monetary Fund is critical to understanding its meth

ods o f governance and its place in the international order. The Fund is not a state and it is not at

tached to a state: it is an organization made up o f one-hundred and eighty four countries with a 

staff o f highly trained and highly paid international civil servants. The International Monetary 

Fund represents one of the most complex international organizations ever devised. The position of 

the Fund as the guardian o f international economic stability has been a constant cause for interna

tional concern and derision. The corpus juris of the Fund relies on its history. The travaux pre- 

paratoires as defined by the Fund is comprehensive, including the official histories and documents 

going back to the meetings in July 1944. States have wrangled with the concept of sovereignty for 

centuries, and the IMF may be said to represent the first post-modern steps towards a new concept 

of sovereignty -  economically and politically. This peculiar situation is the product o f the Fund’s 

origins and its experiences over the last sixty years, most o f which coincided with the Cold War.

The decision-making processes o f the Fund were designed in 1944. The revisions to those proc

esses have been few and largely the result o f large concerted efforts by organised cohorts of the 

membership. The late 1960s and the early 1970s would be examples o f these changes, as the Fund 

faced extensive difficulties resulting from the collapse o f the Bretton Woods System of fixed ex

change rates. Subsequent changes came as a result o f the need for greater borrowing capabilities

On the matter o f the quota-voting calculations of Sections One & Two: the quota alloca
tions presented in this thesis are as o f 1 July 2007. The Mexican quota had not been paid at that 
point. All calculations include the ad hoc increase, but with the Mexican quota unchanged. All 
allocations and voting percentages have been calculated to the nearest hundredth. Any discrepan
cies are due to rounding.
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from the developing world.^ The quota allocated to each member of the Fund was and continues 

to be at the heart o f all decisions.

In this chapter one will outline the development o f the Fund and the importance o f its decision

making procedures to the creation o f economic policy around the world. The first section outlines 

the history o f the Fund. The second section is a discussion o f the Fund’s structures and the final 

section is a discussion o f the IMF Quota formula, a system by which power is allocated across the 

Fund.

The argument presented in this chapter is as such: first the IMF lost its original rationale early on 

in its history, some would maintain as early as the latter stages in its process of creation, and has 

since been engaged in evolving a dilferent role in the world, responding to the larger international 

political and economic environment. This new role involved and continues to involve the Fund in 

influencing or determining large parts o f the economic policies of its member states. Second, the 

legitimacy o f the IMF was compromised at the outset by an arbitrary and politically motivated 

choice of initial county quotas (especially affecting France). The consequence o f this was to first 

have France and then other countries to resist the IMF's growing international power and internal 

governance structures, creating a problem o f legitimacy for the organization and its policies. Final

ly, the problematic legitimacy the IMF caused by these early shifts in purpose have precipitated a 

response by the permanent staff o f the Fund to work towards enhancing its legal autonomy to the 

point where it is effectively independent o f the United Nations system, all international treaties and 

courts. This has created a situation where all IMF decisions lack an adequate process of appeal, 

further compounding the crisis o f  legitimacy affecting the organisation’s external authority and 

internal governance.

The aim o f this chapter is to provide the backing for the above analytical framework and use it as 

support for the arguments advanced in section two. The IMF was designed with a specific ratio

nale, orientated towards the maintenance o f a system of exchange rates that was known as the 

Bretton Woods System. The Bretton Woods System and the IMF were linked symbiotically, as 

will be outlined below. This international currency system and its custodian was a radical idea, for

 ̂ The last time an industrialised nation approached the IMF was in 1979 when Australia
and New Zealand required loans.
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states to devolve independent sovereignty over their currencies into an international treaty organi

sation was a significant step in the development the multilateral order that was created after World 

War II. This was not to be an entirely successfiil system. The developments that took place during 

the development and the early years o f the Fund’s operations had deep implications for the organi

sation’s credibility, and hence its further progress. Institutionally, the organisation was never in

tended to become a lender to developing nations or a source o f policy advice or a source o f  inter

national coordination on capital market liberalisation or floating and fixed exchange rates. The 

organisation, whatever its flaws o f development, was seen as being the organisation charged with 

the smooth operation of Bretton Woods. This was the perception of the IMF reality; the true reality 

was much different. Much o f the history o f the Fund suffers from this dichotomy. One o f the first 

items discussed in the chapter below is the nature of the development of the IMF. Perceived by 

many to be the brainchild o f Lord Keynes, it was in fact a creature o f Harry Dexter White and the 

American delegation, given over to the political necessities of different elements of the US gov

ernment. Skidelsky (2000), Mikesell (2000) and Black (1991) all outline how politics and perso

nalities but not economics came to dominate the Bretton Woods conference and all the subsequent 

negotiations over the creation o f the IMF and the International Bank for Reconstruction and De

velopment. Political decisions relating to the quota allocations, and hence voting power, had im

mediate legitimacy implications for the IMF.

The IM F’s legitimacy issues spring from its early history and steps taken to compensate for this 

weakness, most especially the legal framework the Fund developed during those early years, had 

long term implications. The political allocation of quotas resulted in an early legal dispute with 

France that resulted in the replacement o f an openly political quota allocation with a different 

openly political quota allocation that saw France and the UK at equal parity. The Marshall Plan 

and the European Payments Union created a situation where the main purpose of the Fund was 

usurped, as they performed many o f the key tasks required of the Fund. It is important to note that 

at this time, the Fund was still suffering from the political stigma that was attached to it from the 

accusations made about Harry Dexter White and Frank Coe, both o f whom were highly placed 

officials in the IMF before their fall from grace. Both persons were considered to have communist 

sympathies and White was accused as a spy. Politically, this continued to undermine the legitimacy 

o f the organisation in the eyes of Washington policymakers.
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Only in the 1960s did the IMF come into its own, with full responsibility for the Bretton Woods 

System, with the end o f the European Payments Union. The Fund, at that stage, had already begun 

to compensate for those early difficulties. Law, in the Articles o f Agreement, created the Bretton 

Woods System and this agreement existed within the framework o f international law. Like the 

many new multilateral agencies that were created after World War II, there were few precedents to 

go by and the Fund went about creating its own legal framework, which has come to be known as 

“international monetary law” . The key response to the political and legitimacy difficulties o f the 

1950s was to develop a system o f legal autonomy. The Fund, seeking an autonomous legal space 

to facilitate its work on the Bretton Woods System, sought a series o f legal decisions that had the 

implication o f setting up the IMF as “quasi-state”, in so far as no individual state had jurisdiction 

over the organisation. In addition, the Fund sought to eliminate the influence o f the United Nations 

organisation and to clearly state that other international covenants, treaties and agreements had no 

compelling power over the organisation or its officers while they were performing the operations 

that had been outlined in the 1944 Articles of Agreement. One o f the starkest implications o f this 

slow but steady move towards quasi-statehood was the removal of any appellant system for deci

sions made by the Executive Board or the Board o f Governors. The Fund was not within the juris

dictions of the national court systems nor was it subject to the International Court o f Justice. The 

sole appellant body was the Board of Governors, thus creating a system described by Joseph Gold, 

the IMF Chief Counsel for most o f  its history, as “Caesar appealing to Caesar”.

Why is this important, and why should these historical and legal facts be dealt with in such detail 

throughout this work? The importance o f these facts is that they had and have implications to how 

the IMF operated and operates to this very day. They also illustrate an institution that has been 

continuously linked not just to economics, but also to the legal and political systems. This is im

portant since the IMF, following the end of the Bretton Woods System the IMF went from running 

a currency system to being a lender and advisor to developing countries. The countries that the 

IMF worked with during the 1970s and 80s had experienced serious balance o f  payments crises, 

currency crises, and sovereign debt defaults or near defaults. Some in the international community 

saw the weight o f IMF conditionality in the restructuring of these debts and o f correcting for vari

ous crises as either illegal or inexplicably harsh. The history and development o f conditionality
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and the response o f lenders during an international debt default is complex and interesting in its 

own right. Illustrative examples o f debt systems gone awry are provided below, to show the con

cept o f conditionality runs deep in legal, political and institutional terms.

All the same, the interventions made by the IMF during the 1980s in the developing world had 

serious implications for the role o f the organisation in geopolitical terms. It reinforced the delicate 

political relationship between the holder o f the largest quota, the United States, and the Fund. The 

United States continued to exercise the prerogatives it saw as given under the Monroe Doctrine 

and the fall o f the Soviet Union brought in new members with very different problems from those 

of other members. Part o f the political critique o f the organisation in the early 1990s was the result 

o f the Fund not having any legal concerns about the UN and its various covenants. This, combined 

with the lack of an appeals system, was seen as a basic and fundamental problem with the legiti

macy o f the IMF. Often framed within the context o f American political dominance both outside 

the Fund and internally in the from o f the 85% majority veto power, many commentators began to 

question of future existence o f the organisation and what, if  anything, could be done to reform it.

The inherent complexity o f the Fund was a major impediment to these discussions. This complexi

ty is also, as argued later in this thesis, a corridor to its reform. The argument that has been consis

tently made by the legal advisors o f the Fund was that organisation was an inherently positivist 

institution, therefore, the obligations and structures that exist within in the various international 

covenants and the United Nations do not apply. This legal interpretation is fully in keeping with 

Fund jurisprudence and practice. The history o f the organisation, most especially its origins, illu

strate that the IMF was not conceived to operate within a strictly positivist body of law or actions. 

Keynes, the perceived creator o f the IMF and the Bretton Woods System, had a much more norma

tive view o f the Fund and more importantly its final aims, which were to facilitate a more stable 

international economic and political system, with the positive externalities o f that being the final 

purpose of the operations of the IMF. Though it was Harry Dexter W hite’s plans and ideas that 

eventually formed the Fund (and his indiscretions that all but banished it from Washington during 

its early years) it was Keynes statements on the ideals and purposes of the Fund and the Bretton 

Woods System that made such a radical idea politically feasible. Section 2 picks up on this argu

ment and further develops it, using some o f the basic facts and ideas from Section 1.
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1870-1944: Life before Bretton Woods

The international monetary system that exists today has been the product o f four epochs, the Clas

sical Gold Standard, the Interwar Period, Bretton Woods and finally, the post-1973 floating. The 

“Classical Gold Standard” designates the period between 1870 and 1914. Prior to this period, most 

countries had bimetallic systems based on gold and silver standards. A bimetallic standard is quite 

difficult to maintain as it requires not only maintaining convertibility but also the appropriate ratio 

o f prices of gold to silver both at the mint and on the bullion markets, domestically and interna

tionally. Monetary unions existed between nations to assist in maintaining acceptable bands of 

exchange throughout the nineteenth century. The Latin Monetary Union, the Austro-Hungarian 

Monetary Union and the Scandinavian Monetary Union all reflected the multilateral desire to 

maintain mutually advantageous exchange rate system between closely linked trading parmers. 

The international monetary system before the Treaty o f  Vienna was based purely upon the specie 

content o f currencies, with bills o f exchange being discounted for their bank o f origin and currency 

and coins being assayed by merchants. Though no multilateral agreements existed, there were ac

cepted norms for what the acceptable range o f exchange rates were for certain coins and these are 

documented in many merchant manuals fi'om the mid-1500s onward.

The origins o f the gold standard lie in the dominance o f the British Empire, which had since the 

early 1700s been based on a gold standard, and in the German Empire’s defeat o f the French in the 

1870 Franco-Prussian War. The subsequent gold reparations that had to be paid by the French to 

Gennany enabled Chancellor Otto von Bismarck to create a gold standard for Germany. This was 

so that the newly unified Germany would be able to compete with the British Empire by garnering 

the advantages of the gold standard system. Gold offered many advantages to those that had the 

reserves and the social stability to maintain it. The gold standard was a rigid standard which made 

it necessary for prices, since they were fixed externally to the price o f gold, to change internally. 

This meant flexible wages and prices within the domestic economy, resulting in many cases in 

high unemployment due to exogenous shocks. The advantage o f the gold standard, however, was a 

relatively stable inflation rate (due to the required link to gold vis-a-vis the issued currency) and a 

very stable international exchange rate. This lowered international transactions costs and encour

aged international trade. The worldwide effects were considerable as Germany sold all its silver
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bullion on the world markets. The United States embraced a de facto  gold standard and silver na

tions such as France, China and India faced considerable monetary difficulties. The seeds o f the 

First World War were sown with this war as France and Germany once again took up the centuries 

old dispute over Alsace and Lorraine and an open arms and power race began between Germany 

and the British Empire.

The requirements o f the First World War (itself reflecting the power struggle between the two gold 

standard countries, Britain and Germany) resulted in convertibility being abandoned. The “Classi

cal Gold Standard” ceased to exist at the outbreak o f the war, and the subsequent four years were a 

time of high inflation as governments borrowed heavily and relied upon seigniorage revenues to 

fiand the war. Historians tend to agree that the Versailles Peace Conference, which was attended by 

John Maynard Keynes, one o f the fiiture architects o f the Bretton Woods Agreement but then a 

young man in the British Treasury, was largely an economic and political disaster. The American 

delegation’s principal objective, the establishment o f a League o f Nations, was ignored and Wil

son’s Fourteen Points were undermined by the pursuits of the French and British.^ The subsequent 

rejection o f the League o f Nations by the United States Senate resulted in its effectiveness as a 

political and economic entity being severely limited.

This is also an important precedent that is reflected in the governance o f the Fund today. The Unit

ed States is the largest shareholder of the Fund and pursuant to the Articles of Agreement condi

tions it is also the host of the institution’s headquarters. The power struggle on international affairs 

between the President o f the United States and the Senate has a long history. One of the starkest 

examples o f this struggle was the rejection by the Senate of the League of Nations. The inter

change between the President and the Congress continues to play itself in the manner in which the 

Fund and the US interact. The Fund’s subscription payments are authorised by the Congress but 

the American Executive Director and the member o f the Board o f Governors are individuals from 

the Executive Branch. This results in a constant tension between the two sides that in many ways 

plays itself out on the foreign policy stage, the Fund being just one section of that stage. In the late 

1960s this was apparent and also in the 1990s, as more inquiries were made into the 1997 East 

Asian Crisis and the commissioning o f the Meltzer Report by the Joint Economic Committee of

 ̂ For more on this topic see: MacMillian, Margaret. Paris 1919: six months that changed
the world. New York: Random House, 2001.
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the Congress. The result has been that these opposing interests have always tom the US foreign 

policy position; the domestic powerplay ensured that the American input into the Fund would be 

serving a multiplicity o f  interests, not only the Presidential prerogative but also the Congress and 

the special interests behind its members. As will be illustrated below this was the case from the 

very first meeting between Keynes and White. This is not to say that other sovereign states do not 

extend their domestic political situations into multilateral institutions. The Swiss situation also 

represents a case o f  a national political system having significant effects on how they participate in 

international organizations

The 1920s saw greater economic difficulty as the effects o f the Versailles war reparations took 

hold in Weimar Republic Germany. The United Kingdom and all the other major world powers 

began to embrace a policy o f returning to the gold standard. The Genoa Conference in 1921, held 

under the auspices o f the League o f Nations, adjudicated on the monetary and economic condi

tions of most o f the world. The recommendations of the meeting were for countries to return to the 

gold standard as soon a possible with the aim o f controlling inflation. England was the first nation 

to return to the gold standard in 1924, at its classical 1914 rate o f exchange. This was an extremely 

overvalued rate and resulted in a massive deflation. Again, in 1926 the French returned to gold 

(stabilizing de facto  in 1926 and de jure  in 1928), initially experiencing inflation but also experi

encing a massive deflation as other nations broke with the gold standard."* The US was largely un

affected by this situation since it was the pre-eminent creditor country following the war, with gold 

specie repayments on almost all loans outstanding. The surplus of gold in the United States and 

the continued difficulties in Europe resulted in the US orchestrating the Dawes Plan as a method of 

ensuring that Germany would be able to continue to pay reparations in gold to the Allied Powers. 

Additionally, Benjamin Strong o f the Federal Reserve Bank of New York and Montague Norman 

of the Bank o f England tried to ensure that Sterling would be maintained at as stable a rate as pos

sible. By 1932 the problems of the interwar monetary standard were insurmountable and the Lon

don Conference was held as a last attempt to save Sterling from breaking with gold (Clavia,1991). 

This endeavour suffered from a lack o f cooperation and failed to prevent the final collapse o f the

4
For contemporary opinions on this topic see: Cassel (1903, 1923, 1928, 1967); Cassel, 

Gregory, Kuczynski & Norton (1928); League of Nations (1920, 1931, 1944); Moure (2002); 
Bordo & Rockofif (1995); Bordo & Eichengreen (1997, 1998); Bordo, Edelstein & Rockoff 
(1998); Bordo, Choudhri & Schwartz (1999); Bordo (1999); Yeager (1976, 1999).
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gold standard. Sterling broke with gold in 1932, the US in 1933 and finally France in 1936 (Bordo 

and Eichengreen, 1998). At this stage the world was deep in a worldwide depression where beg- 

gar-thy-neighbour policies had come to dominate the economic landscape. The devaluations of the 

developed countries’ currencies had encouraged even greater protectionism and the American 

Smoot-Hartley Tariff, penalising imports into America, had resulted in near autarky. A radical 

change in thinking took place in 1936 that would have profound effects on the next half-century of 

economics and the international monetary system. The Tripartite Agreement was the final attempt 

to prevent international monetary chaos., (Clarke, 1977)This agreement would be the inspiration 

for Harry Dexter White’s future proposals on an International Stabilization Fund. The US Treas

ury and the Federal Reserve were beginning to pull away from the idea of a traditional gold stan

dard. Harry Dexter White of the Treasury and Lauchlin Currie of the Federal Reserve were already 

beginning to inform their superiors of the detrimental effects that the gold standard would have on 

the US and world economy. In Great Britain, John Maynard Keynes’ General Theory (1936) 

completely changed the fundamentals behind economics. His new theory, which will be discussed 

below, was in open conflict with the thinking of the Classical School and with what Bordo and Ei

chengreen have recalled as that “barbarous relic”, the international gold standard.

The Fund’s first stages of development came in September 1941, when Keynes at the UK Treasury 

wrote up a plan for an International Clearing Union. The American counterpart was written over 

the summer of 1941 and presented to the US Treasury in December 1941. It arose from the fact 

that the United States was now a belligerent in the Second World War and no longer just providing 

material and funding to the Allied Powers. Harry Dexter White wrote a memorandum to Treasury 

Secretary Henry Morgenthau just after Pearl Harbour in 1941 on the creation of an International 

Stabilization Fund. The State Department called a conference of all the American states for Janu

ary 20*, 1942 to meet in Rio de Janeiro to discuss the future of the Americas during the War. 

White was one of the delegates sent and he proposed that the United and Associated Nations create 

an International Stabilization Fund after the war. This would be similar to the Exchange Stabiliza

tion Fund that was already operated by the US Treasury, which was largely based on the ideas of 

Edward Bernstein.^

This position was explained by Bernstein himself in an interview:
The concept of an International Stabilization Fund to advance reserve 

credit wasn’t itself novel, thought the idea of making it universal was. Our
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Until their original drafts were completed, neither Keynes nor White where aware o f the other’s 

proposals. (Mikesell, 1994.) Keynes’ proposal was in fact for something which was much more 

radical, an international clearing union which was based on an international currency, bancor. This 

system differed from the White framework in many ways: first it used an international currency 

and second, it eliminated monetary sovereignty and in many ways chaffed at the edges of political 

sovereignty. If we consider these two proposals as different views of what the Fund was to be

come, we find an explanation for the differences evident in much o f Keynes’ correspondence from 

1944 and Bernstein’s recollections of the Bretton Woods meeting of how this difference taxed the 

negotiations between White and Keynes.

II

The Bretton Woods Meetings^

By the time the Bretton Woods meetings took place in July of 1944 much negotiation had already 

taken place. Keynes had been to Washington repeatedly and had come to grips with the fact that it 

was going to be an uphill battle to reach an acceptable compromise with the American delegation. 

Faced with the fact that the White Plan differed from Keynes in many ways, the U.S. Treasury in 

1943 embellished it with some Keynesian rhetoric to ensure that negotiations would continue more 

smoothly. Bernstein recalls from that preparatory meeting that Keynes had announced his willing-

ovra Exchange Stabilization Fund was already operating selling dollars for na
tional currencies under repurchase agreements. It took in cruzeiros from Bra
zil, for example, and gave them dollars to be repaid in a short term. I had pro
posed, in Money and the Economic System, that a country wanted to have an 
undervalued currency in order to get the employment benefits of increased 
exports, the least it could do to avoid too much deflation in other countries, 
was to hold the currency of the other country, instead o f requiring it to be 
converted into gold. That concept is, o f course, the way the International 
Monetary Fund operates today. (Black, 1991: 35)

 ̂ On the Bretton Woods meetings, see Condliffe, J.B. et al. “A Symposium on the Interna
tional Monetary Fund and International Bank for Reconstruction and Development Proposed at 
Bretton Woods: Introduction.” Review o f  Economics and Statistics. 26.4: 165-166. (November 
1944). The memoir of Raymond Mikesell has proved indispensable: Mikesell, Raymond. “The 
Bretton Woods Debates: A Memoir.” Essays in

International Finance No. 192. Princeton: International Finance Section, Department of 
Economics, Princeton University, 1994. Usefiil secondary sources include Black, Stanley. A Levite 
Among the Priests, Edward M. Bernstein and the Origins o f  the Bretton Woods System. Oxford: 
Westview Press, 1991; Cesarano, Filippo. Monetaiy Theory and Bretton Woods: The Construction 
o f  an International Monetary Order Cambridge: Cambridge UP, 2006 and Moffitt, Michael. The 
World’s Money: International Banking from  Bretton Woods to the Brink o f  Insolvency. London: 
Michael Joseph, 1983.
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ness to accept the plan as White had revised it, but wished to have it rewritten ‘in bancor’. Bern

stein replied by asking, ‘“If  you are prepared to accept the plan, what’s the need to rewrite it?” 

Keynes answered, “Because your plan is written in Cherokee.” Bernstein explained that, “The rea

son it’s in Cherokee is because we need the support of the braves o f Wall Street and this the lan

guage they understand.” (Black, 1991: 39)

The meeting that took place in July of 1944 was largely the final ironing out of the details o f the 

fund to determine important factors such as the quota allocation, which would ultimately deter

mine the political power within the Fund. There were to be three commissions at the Bretton 

Woods meeting. Commission I was for discussions concerning the Fund and chaired by White. 

Commission II was for the World Bank (International Bank for Reconstruction and Development) 

and chaired by Keynes. The third Commission was there for all other resolutions. The chairman

ships also reflected the Atlantic concerns. Europe, and especially Britain were concerned about 

post-war reconstruction. America was concerned about the Fund, especially since it would be pro

viding most of the assistance that body would require, being the largest economic power.

The political situation in 1944 essentially made the United States and the United Kingdom the only 

powers capable of comprehensive negotiation, though China and the USSR both made consider

able interjections during the negotiations with respect to their quotas. The war had ensured that the 

architects of the new agreement were going to prevent the mistakes o f the interwar period fi'om 

happening again. The GATT, the Bank and the Fund were all there to ensure that there was post

war prosperity; that prosperity would ensure that peace would be maintained. This did not come 

without a cost. Many o f the tariffs o f the 1930s had to be dismantled and much to the chagrin of 

Keynes, special preferences for trade within the Empire had to be withdrawn.

White and Keynes had a strained relationship, especially as the conference came to a close and the 

credit for the new system was being determined. To complicate matters, Treasury Secretary 

Morgenthau also wanted to claim credit for the Bretton Woods Agreement and this soured relations 

between White and Morgenthau even further. The next hurdle was to convince the New York 

banking sector and Congress that this was an acceptable agreement. Keynes first went to New 

York and failed to convince the banks. Subsequently, White went before the Senate Committee to
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convince them o f the worthiness o f  the Agreement, and made another o f what had become a series 

o f  egregious errors in his statements on the possibilities o f a loan to Great Britain. This, according 

to Bernstein, was an example o f his anti-British sentiments and his inability to qualify his public 

statements. (Black, 1991)

Power and Approval

As the battle for Senate approval took shape, Keynes continued to find the compromise proposal 

that was Bretton Woods as being far short o f he had hoped for in 1941. Even before the agreement 

was reached he faced a profound difference between the American and British view on sover

eignty. Britain maintained a traditional notion o f sovereignty which made the Fund simply an in

ternational organisation, whereas America attempted to make the Fund a supranational political 

power. Gold (1996) explains this as one o f the causes o f the ultra vires versus intra vires question 

that consistently face the Fund.

Keynes presented the plan to the House of Lords on 23 May 1944, before the Conference, as a 

method of ensuring its approval. Already the political questions were being raised about who 

would control the Fund and Keynes made this quite apparent, guaranteeing to the House that the 

voting powers o f the British Commonwealth and o f the United States were expected to be ap

proximately equal. The management, he explained, would be in three tiers -  a body o f expert, 

whole time officials who would be responsible for the routine; a small board of management 

which would make policy decisions, and finally an Assembly which could issue over-riding in

structions on these decisions, which would consist of all of the member governments and would 

retain “a supervisory, but not an executive, control” . (Keynes, 1980: 15)

The opposing positions of America and Britain on power within the Fund and sovereignty had 

more to do with the relative positions o f the countries vis-a-vis balance o f payments surpluses and 

deficits. Keynes foresaw balance o f payments difficulties for Britain in the near fijture. The US 

and White understood that it would be the American surpluses that would fund the loans required 

by Europe following the War. The minutes for the Atlantic City meeting o f 25 June 1944 illustrate 

this case:
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2. Dr White’s general reaction had been that, from a technical point of view, many 
of the U.K. suggestions were acceptable, but that some o f them were likely to be 
politically unacceptable in the U.S. Among the questions on which Dr White 
thought that there was a divergence o f  view between the U.K. and the U.S. were 
the following:

(i) How far the I.M.F. proposals amounted to a return to the gold stan
dard? On this point, the U.K. tended to emphasise the importance o f elasticity o f the 
exchanges, and the U.S. the importance o f exchange stability.

( ii)  As regards disciplinary powers, the U.K. stressed the rights of indi
vidual countries as against the Fund, whilst the U.S. emphasised the importance of the 
powers of the Fund as against the individual countries.

( iii)  On the size o f the Fund, the U.K. was suggesting larger figures, 
whist in the U.S., the Fund had been criticised for being so big.

(iv )  As regards the transnational period, the U.S. wanted to make it as 
short and definite as possible, whilst the U.K. suggestions tended in the opposite direc
tion.

3. Dr White had taken strong exception to the first sentence o f the new Iv (4), 
which stressed the sovereignty o f Governments in monetary matters. (Keynes, 
1980: 57)

White had already made known his considerations on the internal politics o f the Fund to Keynes. 

Keynes writes on 25 June 1944 to Sir Richard Hopkins:

The third matter concerns quotas, and is at present unresolved. This affects 
other parts o f the Commonwealth then ourselves. White has avoided any open 
discussion o f quotas at this stage, and has reserved the matter for Bretton 
Woods. He has told me privately that the American absolute conditions are the 
following:

(i)  The aggregate must not exceed 8 billions.
( ii)  The Russians must have 10 per cent.
( iii)  The Chinese must come fourth in aggregate amount.
( iv ) The aggregate voting power of the British Commonwealth

must not exceed that o f the United States.
He declares himself open to argument within that bed of Procrustes. (Keynes, 
1980:69)’

As Raymond Mikesell demonstrates in his memoir on Bretton Woods, the Fund’s Quota system 

was a political animal from birth (Mikesell, 19914. This is at the very heart o f the future policy 

decisions made at the Fund. Despite thirteen quota formula reviews there has been little change to 

the overall structure o f power within the Fund. The corpus juris  o f the Fund also reflects the power 

dynamic and the American definition of sovereignty formulated at that meeting in 1944.

It is important to note at this time that two major economic powers Germany and France 
were not included within this power scheme. France would later demand a revision o f its quota in 
1947. France again would pose difficulties for the Fund in the 1960s as European and American 
concerns with respect to the gold-dollar standard became more pressing.
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'M ikesell observes that the initial version o f the ISF had presented several possible variables to be 

included in a formulae for calculating quotas, including gold holding, national income, foreign 

trade and population. White drew up a table based on this expectation showing the demonstration 

o f quotas in a $5.2 billion ISF: the United States would have a quota o f $3.2 billion, the United 

Kingdom, $35 million, the Soviet Union, $164 million.* While the table suggests that the US 

would be awarded 61 per cent o f the total, Mikesell argues that White did not wish to award such a 

substantial share to the US, claiming instead that he was led to this conclusion by the available 

data and formulae.

White actually had in mind a U.S. quota in the range o f $2.5 to $3 billion because that figure cor

responded to the size of the U.S. Exchange Stabilization Fund, which had been created by the dol

lar depreciation o f 1934 and was held by the Treasury Department outside the Federal Reserve 

System. This amount could be contributed to the ISF without congressional approval. ... The July 

1943 draft also stated that quotas were to be adjusted three years after the establishment of the ISF, 

on the basis o f  the most recent data, and at five-year intervals thereafter in accordance with the 

formula. Any change in the formula, however would require four-fifths of the votes, which would 

give the United States a veto. In addition, no quota could be increased without the consent o f the 

member concerned.

In mid-April 1943, shortly after the White plan was made public.
White called me to his office and asked that I prepare a formula for the ISF 
quotas that would be based on the members’ gold and dollar holding, national 
incomes and foreign trade. He gave no instructions on the weights to be used, 
but I was to give the United States a quota of approximately $2.9 billion; the 
United Kingdom (including its colonies), about half the U.S. quota; the Soviet 
Union, an amount just under that o f the United Kingdom; and China some
what less. He also wanted the total o f the quotas to be about $10 billion.
W hite’s major concern was that our military allies (President Roosevelt’s Big 
Four) should have the largest quotas, with a ranking on which the president 
and the secretary o f  state had agreed. I was surprised that White did not men
tion France, which was usually regarded as being third in economic impor
tance among the Allied powers. He said he did not care where France ranked, 
and its ranking did not need to be an objective exercise. (Mikesell, 1994: 21- 
22)

The structures that would guide the International Monetary Fund for the next sixty years were now 

in place. As Keynes’ comments to his colleagues after the passing o f the bill in Washington illus

trates, the Fund’s true taskmasters were already defined.

g Mikesell cite for this table is (IMF, 1969, Vol 3, p.74).
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By accepting a fairly drastic re-draft o f the Bill, the U.S. Treasury have suc
cessfully effected a compromise with the bankers and with the Republican 
dissidents, led by Congressman Wolcott, which as enables them to carry it 
thought triumphantly w'ith only three extreme die-hards left in opposition. 
Since the bankers and the Republicans now express themselves as satisfied, 
we can safely assume that the bill will pass through the Senate in the same 
form and perhaps with less delay then was previously expected. (Keynes, 
1980: 196)

Keynes writes ftirther on in this letter that there was to be created a new council at the express re

quest o f the New York banking lobby.’ New York bankers were a group of individuals for whom 

Keynes had little regard for following his attempts to persuade them o f the value o f the Bretton 

Woods Agreement. The lack o f success he met when he visited the Federal Reserve Bank o f New 

York was taken as a personal affront, given the pride he took towards his ability to persuade. His 

distaste was apparent in his description o f the council, which, he advises his colleagues, required 

“more careful attention”. (Keynes, 1980: 196)

There is to be set up “a National Advisory Council on International Monetary 
and Financial Problems” . The bankers have suggested that the American rep
resentatives on the two Institutions should be subject to a Committee directly 
responsible to Congress. (Keynes, 1980: 197)

America had achieved at Bretton Woods largely what it had sought out to accomplish -  a new in

ternational economic order, led by America on America’s terms. Keynes’ bilateralism was still 

maintained to some extent but his plan for an international lender of last result had been tabled. 

The Fund was far too small for this purpose. As Boughton (2002) illustrates. W hite’s Fund was 

incapable of expanding quotas as a fianction o f expanding world trade, a critical concept behind 

Keynes International Clearing Union. The below table makes this apparent:

The hegemonic power o f the New York banking sector, explicitly the American Bankers 
Association, on all economic decisions in America at the time and the strong isolationist policy 
stance of many members o f Congress made the political approval o f the Bretton Woods Institu
tions difficult at best. Many o f the revisions made from 1941 to 1944 were to ensure the passing o f 
the bill through the American legislature.
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Table II. 1

IMF Quotas, Access and World Trade 

(In billions of US dollars)

Trade 

(Exports + 

Imports)

Quotas Access Access in Percent 

o f Trade

1942 (White) 50 (pre-war 

base)

5.0 5.0 10.0

1943 (Keynes) 37.5 18.8 37.5

1944 (Bretton Woods) 8.8 8.8 17.5

1947 (ex-USSR) 100 7.5 7.5 7.5

2000(Actual, Rounded) 12000 300 900 7.5

2000 Equivalent o f White 400 1200 10.0

2000 Equivalent o f Bretton 

Woods

700 2100 17.5

2000 Equivalent o f Keynes 1500 4500 37.5

Source; Boughton, 2002: 17.

The Fund of Harry Dexter White and the Fund of today both fall far short of Keynes’ objective of 

creating an international lender o f  last resort. Bretton Woods began with strong political connec

tions to Washington and Wall Street, without lender o f last resort power, without a new global cur

rency (Bancor), with vestigial connections to the gold standard (the gold-dollar standard) and, 

most o f all, with a definition o f institutional sovereignty that was unmatched by any other organi

zation that had come before it.

When one takes into account America’s contemporary political considerations, the creation o f the 

Bretton Woods Institutions was a miracle but as Robert Mundell would comment, this was a Pyr

rhic victory.
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An international currency was rejected, and the architects o f the Articles o f 
Agreement o f the International Monetary Fund and International Bank for Re
construction and Development created Hamlet without the Prince o f Den
mark. (Mundell, 1995: 479)

III

The Early Years

The early years o f the Fund reflected the immediate post-war situation. Germany’s future and the 

need to rebuild Europe were high on the list of priorities o f the United States and the Fund. 

Morgenthau was strongly against Germany having an industrial economy and his plan was to en

sure that the country became dependent on the agrarian sector, despite the possibility that this 

would undermine Germany’s fiiture integration and the development o f the rest o f the European 

economy. White, then the second most powerful man in the Treasury and earmarked to be the first 

American Executive Director to the IMF was strongly against this policy, as was Edward Bern

stein, who was also critical to the development o f the Fund. The decisions on the future o f Europe 

resulted in both Bernstein and White conflicting with the Treasury Secretary. (Black, 1991) The 

effects o f this were to characterise the first few years o f the Fund.

Bernstein and White were now engaged in the negotiations for securing the loan to Britain and on 

the size of the loan to France. Bernstein and White’s relationship, never strong, began to unravel 

following the difficulties o f the Bretton Woods negotiations, and soured over the British loan. 

White, who as indicated above had a palpable anti-British sentiment, was afraid o f securing a large 

loan for the UK as this would potentially undermine American exports. (Mikesell, 1994) This dif

ference in opinion resulted in Bernstein and his colleague Luxford presenting the Secretary o f the 

US Treasury with a memorandum on their views that the British loan should be increased if  it were 

to be effective. Bernstein was subsequently promoted as a result o f this action to Secretary for In

ternational Affairs, usurping White. (Black, 1991)

It was at the Savannah meeting in 1946 that the Fund formally began its operations and 

hiring staff. Bernstein moved out the Treasury and became the first director o f the Fund’s research 

section. White was absorbed into the Red Scare o f the late 1940s when he was named as a Com-
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munist and a spy in 1947. (Flemming, 2001) White was mentioned in the famous VENONA 

transmissions, which were NKVD/KGB cables intercepted by the US government, as a contact 

and as having accepted gifts indirectly from Whitaker Chambers and his associates. The transcripts 

illustrate that White was in contact with Soviets but they never garnered the information they de

sired from him. Subsequent analysis following the declassification o f US and NKVD/KGB docu

ments illustrated that he was not a spy but was rather indiscreet in his statements to the Soviets and 

to his friends.

White’s removal and the Communist taint that came with it were problematic for the 

Fund. In addition to White another early architect o f the Fund, Frank Coe was implicated as a So

viet spy. Coe was a close associate of Bernstein and was the first be offered the job of research 

director. His connections with White were extensive as well, being on his staff and also being 

W hite’s personal choice for the position of head of research at the Fund. Coe’s involvement with 

Marxist economics and his application of his US Constitutional (Fifth Amendment) right of pro

tection against self-incrimination during his testimony in front o f the Federal Grand Jury and the 

Senate resulted in his resignation from the IMF. (Boughton, 2002, 2006) Though White had al

ready died of a heart attack in 1948, Coe’s connections to White and Communism undermined any 

efforts to clear White and fiirther blackened the name of the Fund in Washington. Coe, in 1958, 

moved to China permanently, joined by Solomon Adler another Marxist economist that worked 

with White in the late 1930s. The Fund was dealt a considerable blow by these accusations and 

resignations within its ranks. (Boughton, 2002)

There were further reasons for American international political economy to reach decisions that 

would make the IMF a secondary organization: these consisted in limitations in its design. White 

had ensured that the Fund would have been too small to provide suificient liquidity to do its job

Bernstein illustrated that White had a flair for the faux  pas and saying rather indiscreet 
things about potential loans and national quotas throughout the IMF negotiation process. Bernstein 
and the Treasury and State Department advisors had to “correct” many o f W hite’s errors following 
press conferences and Congressional hearings. Additionally, White was extremely interesting in 
the Soviet Union and its central planning system. His interest in central planning were so extensive 
that he was learning Russian and planned on spending a year in the USSR to learn more about 
their economic system. Though this did not materialize due to the considerations o f the War, White 
continued to be enamored with all things Soviet. As Broughton states; “How, he wondered, could 
the United States protect itself from external shocks ‘without sacrificing either stabilizing influ
ences o f int. econ. relations o f the gains from for trade. The path, I suspect, may lie in the direc
tion o f centralized control over foreign exchanges and trade.”' (White quoted in Boughton, with 
Boughton’s emphasis) (Boughton, 2002; 8)
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properly, a problem that exists to this day. The overarching economic power o f the United States 

meant that world altering economic policy could be made with little reference to the Fund. The 

Marshall Plan was a perfect example o f America’s attempts at sidestepping the IMF. (Aliber, 2002) 

The Treasury saw the Marshall Plan as having two principal advantages: it would ensure that 

European construction would take place under American guidance, and would ensure that Fund 

credits were not required."

Even while the Treasury was attempting to make the IMF irrelevant, however, the pressing ques

tion of a European devaluation and French quota revisions were reengaging the Fund in policy. 

Sterling was overvalued in 1948 and the French requested a twenty-five percent devaluation 

against the dollar. France, as a result o f White’s neglect o f it during the Bretton Woods negotia

tions, was less than willing to comply with the rules o f the Fund.'^ The devaluation also illustrated 

the relationship that existed between the Fund and the US Treasury, a relationship that exists to 

this present day. Bernstein, who signed the reports outlining the technical requirements o f the de

valuation was called to the Treasury by the new Secretary Carl Snyder to converse with him on 

matters relating to the Fund. (Black, 1991) This o f course was not procedure that was prescribed, 

as the Executive Directors were to act in that manner for governments, not the staff of the Fund. 

The devaluation was rejected on January 25, 1948 and France subsequently became ineligible to 

Fund resources as a result o f changing its par value without authorisation. France would remain 

ineligible until October 15, 1954. (Black, 1991) The French subsequently demanded rigorous legal 

interpretations of the Articles on the part o f the Fund and made many proposals for revisions to the 

original 1944 agreement. The French were already dissatisfied on the matter o f internal power as 

dictated by quotas in 1955. (Gold, 1996)

The Organization for European Economic Cooperation (OEEC), designed to administer 
the Marshall Plan aid in Europe was the immediate predecessor to the Organization for Economic 
Cooperation and Development (OECD). The OEEC/OECD was a first stage at creating pan- 
European economic cooperation, largely under America’s tutelage. The subsequent pan-European 
organization, the European Coal and Steel Community (ECSC), which gave birth to the Common 
Market and eventually the European Union, was a product o f Franco-German cooperation and a 
cause for concern to the United States politically, since the ECSC had both economic and political 
goals with DeGaulle’s France as its hegemonic power.

France, up until the collapse o f the original Bretton Woods System, was engaged in an 
almost constant struggle for power within the Fund. The American dollar hegemony over interna
tional finance and trade and the institutions behind it resulted in repeated French attempts to alter 
the Fund. More on that topic will be discusses below.
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Mr. de Largentaye (France) remarked that the ratio between quotas and draw
ing rights was not unimportant, as was that between quotas and subscriptions, 
since the only currency among the Fund’s holdings which was effectively 
used was the U.S. dollar. WTiat was important, however, was the relation be
tween quotas and votes. He suggested that the Articles should be amended to 
remove the weighting o f votes except when decisions were taken on transac
tions. (Horsefield, 1965: 202)

As the 1950s began it became apparent the future power struggles at the Fund would be between 

America and France.

The 1950s were when the Bretton Woods System truly began to operate, according to McKinnon 

(1993), but in reality the free flow o f dollars from the Marshall plan, extensive gold sales by the 

Soviet Union and the European Payments Union, operated by the Bank for International Settle

ments, ensured that the work o f the IMF was rather limited. Europe was dollar hungry and there 

were still enough gold and confidence in the US dollar to ensure that the gold-dollar exchange 

standard worked effectively.

The Fund, however, matured legally in the 1950s, in part because the mid fifties brought a series of 

questions to the legal department that formed the foundation of its corpus juris. The 1953 case of 

International Bank fo r  Reconstruction and Development and International Monetary Fund v. All 

American Cable and Radio, The Commercial Cable Company, Mackay Radio & Telegraph Com

pany, Inc., RCA Communications, Inc., The Western Union Telegraph Company (FCC Docket No. 

9362 (1953) was a test case for the Bretton Woods Institutions to exercise their powers o f interpre

tation o f their Articles o f Agreement. The IMF and the IBRD filed a complaint with the Federal 

Communications Commission that the tariffs charged on cables were the same as the charges for 

cables by the public at large. The organizations, by virtue o f their Articles o f Agreement should be 

accorded the same treatment and tariff rate as foreign governments are charged for transmissions 

from the United States to their home countries.'^ The US gave the Articles o f Agreement full force 

within all its territories by virtue o f  the US Senate’s approval o f all treaties and the Articles o f the 

IMF and IBRD constituted a treaty in US law. The FCC found in favour o f the Bretton Woods In-

Article IX, Sec. 7 o f the IMF’s and Article VII, Sec. 7 of the World Bank’s Articles state: 
“The official communications o f the [Fund] [Bank] shall be accorded by members same 

treatment as the official communications o f  other members.” Later Article IX, Sec 10 o f the IMF’s 
and Article VII, Sec. 10 of the Bank’s Articles there is a further provision:

“Each member shall take such action as is necessary in its own territories for the purpose 
of making effective in terms o f its own law the principles set forth in this Article and shall inform 
the [Fund] [Bank] o f the detailed action which it has taken.”
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stitutions. The Fund and the Bank both were thus placed on the same footing as a state within the 

international community. The Articles impose IMF contracts and law on member nations in all 

currencies and the IMF retains the right o f  interpretation of those Articles in matters o f dispute 

over their intention. Gold (1996) produces an excellent summary of this:

The cable companies did not succeed in their argument that because the ques
tions to which the interpretations responded really arose between the organi
zations and the cable companies as private parties, the interpretations were ul
tra vires. The Commission held that the questions affected all members in 
their capacity as members o f  the organizations, so that the interpretations were 
intra vires even though as a result of them private parties would be affected. 
The procedure for authoritative interpretation is not confined to questions that 
actively affect all members o f an organization. All members are involved in 
the special sense that every interpretation relates to the proper understanding 
o f the provisions o f a treaty to which all members are contracting parties. 
(Gold, 1996: 22)

This sentiment is brought further under the General Agreements to Borrow (GAB) where the deci

sion o f the Fund was that:

Notwithstanding any other provision o f the Note, any question relating to the 
interpretation of the provisions of the Articles o f Agreement o f the Fund shall 
be conclusively determined by the Fund, (quoted in Gold, 1996: 70)

The Fund had now asserted its sovereignty to the international legal community, and this was con

firmed in the decisions accepted by local legal systems, most importantly the American legal 

sphere. The confluence of economics and politics would begin to take place in the 1950s as well. 

The selection o f the new Managing Director of the Fund would be the first example.

Bernstein reflects on his time as director o f research at the IMF by mentioning the now complete 

lack o f exchange operations with members between 1950 and 1955. This of course did not mean 

that diplomacy and politics came to a halt, but indicates that the Fund’s role in shaping affairs was 

severely limited. Camille Gutt o f Belgium was the first Managing Director from 1946 to 1951 but 

was not renewed according to Bernstein due to opposition by the United States. The next director, 

Ivar Rooth was Managing Director from 1951-56 and was also not renewed; his was more o f a
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caretaker’s role. He did not make objections to US policy and was an especially cautious adminis

trator, which may explain why Czechoslovakia was denied assistance in 1954.'“'

The Marshall Plan came to an end in 1956; this effectively allowed the Fund to again function in 

the world. America faced a collection o f difficuh choices in 1957. Anthony Eden had become en

tangled in the Suez Crisis, which Washington was distancing itself from as the economic and po

litical fallout began to claim casualties. The IM F’s Managing Director during this time was a 

change from his predecessors. (Ailber, 2002) Per Jacobsson was Managing Director o f the Fund 

during this difficult period from 1956 until 1963. He was pro-American and a devoted Anglophile 

and was confirmed in his view that the developing world must adopt an American or British style 

banking system. (Black, 1991) He was able to ensure the co-operation o f the Bank for Interna

tional Settlements because he had effectively acted as chief economist there until he became Di

rector of the Fund. Jacobsson had also to contend with decolonisation and the rapidly falling gold 

reserves of the United States. On the first matter, Jacobsson was profoundly ill-equipped, Bern

stein describes his first foray into the developing world as an example o f his Eurocentricism:

This dispute took place at the height o f the Red Scare and McCarthyism in America. The 
IMF used its power of interpretation of the Articles to withdraw Czechoslovakian access to Fund 
resources and to eventually remove the State from the organization. On November 4, 1953 Cze
choslovakia was denied access to Fund resources pursuant to the Executive Board’s decision that 
the State did not perform its obligations. On June 7, 1954 the Executive Board decided to recom
mend to the Board o f Governors that the member be forced to withdraw from the organization. At 
a meeting on July 23, 1954 the member defended itself at the Executive Board citing that self- 
defence was a legal justification for not fiilfilling its obligations. The legal staff found against this 
line o f defence. In September 1954 the member, as the Board of Governors rejected the stafF inter
pretation but citing that the staff had “not dealt with the substantive question o f national security, 
and that in failing to do so it had negated the concepts o f self-defense, self-preservation, and na
tional security as recognized by public international law.” (Gold, 1996: 84) On September 28,
1954 Czechoslovakia was withdrawn from the Fund. The Indian Alternate Governor made an im
portant point at this meeting:

On the question of interpretation, it is true that we have agreed with 
the Fund’s interpretation o f the Articles o f Agreement; but we did so with one 
import reservation which was recorded in the discussions of the Fund Execu
tive Board. This reservation is to the effect that it has been the Fund’s practice 
in most cases in the pat to interpret the Articles o f Agreement in a manner 
which was designed to accommodate the member in its difficulties rather than 
to interpret them in a very narrow and legalistic sense. We say in all sincerity 
that in the present case the Fund’s interpretation o f the Articles o f Agreement 
is valid in the legal sense. It might have been possible for the Fund as a matter 
o f policy to interpret them inn a more liberal spirit because the decision to 
bring about the compulsory withdrawal of a member is a very serious deci
sion, and, in a case o f  this kind even more than in others, a liberal approach 
might possibly fiirther international understanding, (quoted in Gold, 1996: 85)
This is an obvious example of the political decisions made by the Fund and its behaviour 

as a statemaker. The unique power o f the Fund had placed it in a position that brought it not only 
some of the powers and protections of the Westphalian state but also bestowed upon it the power 
to destroy the Westphalian state using the very system o f laws and conventions created in 1648.
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Jacobsson had a parochial outlook. The Managing Director had to make peri
odic visits to members o f the Fund. Once, after returning from a visit to Latin 
America, Jacobsson told the Executive Directors that he was surprised to find 
these countries so advanced. ...H e thought he would find Latin America 
backward and was astonished that the ministers and governors in these coun
tries were educated and aware o f their problems. The Executive Directors 
laughed at him when he made the report to them. (Black, 1991: 72)

The second problem was to extend long past Jacobsson’s tenure and eventually result in the first 

revision o f the Articles o f Agreement and the creation of a new currency. The gold-dollar ex

change standard that held the Bretton Woods System in the balance was beginning to show signs 

of strain.

IV

1958-1973: Years o f Crisis

DeGaulle & Kennedy

In 1960, Robert TrifTm wrote Gold and the Dollar Crisis: The Future o f  Convertibility. If Bunker 

Hill was the political shot heard around the world, this can be described as the equivalent eco

nomic shot. It took the entire Bretton Woods System and shook it to its core. Triffin’s work took 

the deteriorating Balance of Payments position o f the United States and considered it in the con

text o f decreasing American gold reserves and the end of the European Payments Union. Triffin 

argued that given the current trend America would be in the grip o f an intractable gold crisis by 

the early 1970s. The return to convertibility in 1958 was long overdue but America and the rest of 

the world was ill prepared. The European Payments Union, which had settled all international 

accounts within Western Europe, had ensured that the question o f IMF support and the need to 

engage in international economic policy was limited. The subsequent breaking o f the London gold 

market and the political debacle o f the Bay o f Pigs in 1960 resulted in a general lack o f confidence 

in the Bretton Woods System, which coincided with Triffin’s argument that it would be impossible 

to maintain confidence in the gold-dollar exchange in the long term (Grin, 1999; Triffin, 1960). 

The gold-dollar exchange standard was in reality a dollar standard, based upon the willingness o f 

the European nations to accept an ever-growing number of dollars and to accept a tenuous claim 

o f convertibility. The stage was set for a conflict between the major powers within Bretton Woods.
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The 1960s are important to the history of the Fund and to the International Monetary System in 

general as both a period of crisis and a period o f extensive economic convergence. The post Bret- 

ton Woods period is dominated by exogenous shocks and a radical change in economic thinking 

that provides a distinct structural break. Politically, the 1960s, are illustrative of the ability for a 

power struggle to take place within the Fund, if  there is general displeasure amongst larger mem

bers and of conflict o f hegemonic visions. Though the Fund behaves in many ways like a state, it 

is still subject to the great powers.'^ The 1960s saw a concerted action on the part o f France to 

challenge American monetary dominance. America was seen by France to have too much power 

over the Fund and within the Bretton Woods System; by virtue of being at the core of the system 

Washington had unconstrained access to printing dollars and senoriage profits. An example of the 

system o f pegs as it existed in the 1960s is seen in the diagram below:

Figure II. 1

An Example of Some o f the Pegs Used During the Bretton. Woods Period
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The 1960s were known for the challenges posed to the political hegemony o f the time but this 

decade was also about a challenge to the intellectual hegemony. Post-war Keynesianism and early 

Monetarists had dominated the Fund’s intellectual quarters.'® The French, under DeGaulle’s politi

cal considerations and the intellectual and policy considerations of Jacques Rueflf, DeGaulle’s 

economic advisor, mounted a challenge to 1960s America and the Fund. Rueflf was trained in

This would be the G-7 plus other major OECD nations.
Bernstein notes that the major Fund publications: Sta ff Papers and International Finan

cial Statistics both reflected a strong monetarist tendencies due to their founding editors, Earl 
Hicks and Allan Fisher have strong monetarist backgrounds.
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France and was well aware o f France’s mammoth monetary problems for the entire post Franco- 

Prussian War period. The Franco-Prussian War and the reparations that had to be repaid following 

it had caused the Latin Monetary Union to begin to dissolve. The political economy o f having a 

bimetallic standard was against France, as America embraced a de facto  gold standard. The French 

franc was undermined due to a lack o f gold and a glut o f German silver on the international bul

lion markets. (Bordo, Simard & White, 1994) The 1920s and 1930s had been periods of economic 

decline as France suffered a severe deflation and subsequent international monetary problems aris

ing fi'om an unsustainable link to gold in the 1930s. France was largely left out o f the negotiations 

at Bretton Woods and Yalta, two political and economic affronts that DeGaulle remembered into 

his presidency. The 1950s were a period o f inflation and political instability in France with a 

Fourth Republic eventually collapsing and DeGaulle reuniting the county in the Fifth Republic. 

The Fifth Republic promised stability, order and held out the hope that France would regain its 

proper position as an economic and political power in Europe and the rest o f the world. (Bordo, 

Simard and White, 1994) DeGaulle was a traditionalist, and his economic advisor Rueff matched 

this approach when it came to the international monetary system. His policies were informed by 

France’s difficult monetary history and a desire for stability. Traditionally, gold was seen as the 

key to economic stability and international power and Rueff saw the gold-dollar exchange stan

dard as a method o f American domination, since it did not impose any monetary or fiscal disci

pline on the United States. (Chivvas, 2006) Rueff proposed that there were two options for the 

United States: it must either raise the price o f gold to ensure convertibility or embrace a new neu

tral reserve asset, the Composite Reserve Unit (CRU). The CRU was to ensure that convertibility 

would be maintained in an ever-expanding world economy and had direct links to the League of 

Nations Genoa Conference o f 1922.'^ It would be the Bancor that never happened in 1944. 

Though France accepted unlimited quantities o f dollars during the Fourth Republic the Fifth Re

public demanded gold reserves. This effectively undermined the system that ensured the limited 

American gold reserves would sufllce for world demand.

In 1963, France’s Jacques Rueff, the then Inspector-General of Finance, published a report on the 

Bretton Woods System in relation to the French economy entitled Report on the Financial Sitiia-

”  This conference was called to make decisions on how the major nations were to return to
the gold standard. The conclusions of this conference were rejected by economists such as Keynes 
and Cassel for being nothing more than a recipe for deflation and monetary disaster.
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tion in France (1963). This was utilized by De Gaulle as the basis for the French policy of buying 

gold in the mid 1960s. The gold purchase policy was designed as a check and balance to the ex

pansionary policies of the United States and American exploitation o f their constant balance of 

payments deficit. (Bordo, Simard & White, 1994) The American balance o f payments deficit and 

the fact that largest gold reserves, facilitating the gold-dollar standard, allowed the US to avoid 

settling its debts abroad in gold was a major bone o f contention between France and America, as it 

created what the French saw as an economic and political advantage. It allowed for the United 

States to undergo a painless monetary expansion and slowly soften its currency, making the US an 

international bad neighbour. American monetary and fiscal imprudence had disastrous effects on 

other nations, as it resulted in countries importing US inflation via the Bretton Woods System. 

(Bordo, 1999) This combined with Keynesian policy proscriptions and Balassa-Samuelson Ef

fects'* occurring in many nations in the postwar boom led to what, before the 1970s, was consid

ered a politically uncomfortable level o f inflation.'® France actively pursued reform o f the IMF 

and o f the Bretton Woods system so as to end the US/dollar hegemony that existed. Many o f the 

first calls for reform were flavoured with the colours o f the French proposal at the Bretton Woods 

Conference and a later one resembled the 1922 Financial Commission at Genoa Conference and- 

the 1936 Tripartite Agreement. (Bordo, Simand & White, 1994) French gold purchases from the 

US Treasury destabilized the Bretton Woods System and led to outcry from its EEC partners. 

(The five Common Market neighbours o f West Germany, Italy and the Benelux countries.)

Already, President Kennedy was aware o f his difficult monetary situation. The 1960 and 1961 

gold speculation sequence resulted in capital controls being used to protect the dollar. As 1960 

drew to a close the London gold market reached $40 an ounce. In January 1961 Kennedy began to

The following is a description o f the effects o f  the Balassa-Samuelson Effect:
In principle, an increase in the relative prices o f services and other non-tradeables is the 

expected result of the Balassa-Samuelson effect. Rising real incomes in the total economy lead to a 
relatively stronger demand for services, which, in turn, bids up wages and prices in this sector. 
(That is, the income elasticity o f demand for services is larger than unity.) But this process could 
fall into a phase o f unbalanced, rapid economic growth in which rising prices o f non-tradeables 
spill over to the tradeables sector (as workers’ real incomes are eroded) leading to a more genera
lized wage-price spiral in the economy as a whole. If sustained for a longer period, the resulting 
real exchange rate appreciation will damage international competitiveness with adverse conse
quences for the country’s long-term growth potential. This is the principal reason why after a long 
period “of exceptional growth with stable prices, inflation has emerged ... as a pressing policy con
cern.” (UNECE, 2001: 67-68)

(Note that this was considered at the time to be uncomfortable: the 1970s 
redefined what economically and politically uncomfortable meant to the Western 
World.)
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address the problem o f the move out o f dollars. Treasury Secretary Roosa created the Roosa Bond 

(a non-transferable foreign currency denominated security issued by the Treasury to foreign gov

ernments) and the “gold pool” an agreement where central banks cooperated in not purchasing 

gold for the rest of 1961. The agreements had at their core and Anglo-American arrangement as 

they required the London gold market to function. This was also to the advantage o f the United 

Kingdom, as the Suez Crisis and not joining the Common Market had placed pressure on Sterling. 

The UK relied upon a constant inflow o f gold reserves to maintain Sterling. The system was a 

circular flow, with gold reserves leaving the US, entering Europe and finding their way into the 

London market, then flowing back into US.^° The system worked as long as no nation hoarded 

gold reserves. These were ad hoc changes made to keep the system going under conditions o f 

complete international cooperation. France’s policies toward the dollar and the US in general, but 

Kennedy’s policies were designed to ensure that the system would be sustainable and deliver rapid 

economic growth in the United States. The Kennedy Round of GATT was the first sign of difficul

ties between France and the United States as the Common Market and the Common Agricultural 

Policy ensured that there was only a limited amount o f trade liberalisation. As one commentator 

has put it, the different worldviews o f America and France were at the core of the monetary prob

lems o f the 1960s.

The diplomatic frustration o f DeGaulIe did not share US aspirations in foreign 
economic policy nor in East-West relations. He won the support o f the protec
tionist Right and the radical Left in France where he argued that the US deficit 
was allowing American corporations to buy up the continent with dollars bor
rowed from the Europeans, who were only lending them because they were 
notionally convertible into gold. In fact (the French argued), the dollar’s posi
tion as an international reserve currency was merely a licence to print money. 
The aim o f US foreign policy was to undermine all that distinguished the 
EEC, about all its common external tariff and its industrial and agricultural 
base, and transfonn it into a free trade area that had much the same relation
ship with the USA as Canada. Against this, DeGaulIe waved the banner o f an 
independent Europe, fi-ee from American anti-communism (anachronistic after 
the death o f Stalin) and so a force for detente in the Cold War and willing to

Essentially the system relied upon the simple mechanisms o f the quantity theory o f mon
ey. The mathematical formula that dictates this system is as follows; MV=PY, where M is the 
money supply, V is the velocity of money, P is the price level and Y is output. If  M is fixed and Y 
is constantly expanding, the solution would be a rise in the velocity o f  money. Gold was entering 
the market at a very slow pace due to the limitations o f mining and the access o f Eastern Block 
countries to the gold markets. This resulted in the quality o f gold being essentially fixed over the 
short to medium term. In order to solve this problem with the available international reserves, the 
velocity o f the reserve asset, the gold-dollar, was increased. Dollars left the US, entered Western 
European continental countries, was lent to the UK and the UK repaid its outstanding balances to 
the US. The mechanism worked as long as flows were not disrupted by the conversion o f dollars 
into gold that was then followed by hoarding. France by converting all its dollars into gold was 
hoarding and upsetting the flow o f international reserves required to keep the gold-dollar exchange 
mechanism o f the Bretton Woods System operating.
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world in development projects with radical nationalist regimes in the develop
ing world.^’ From such a perspective it made sense to block British entry in to 
the EEC given the dependence o f the British nuclear deterrent on the Ameri
can Polaris missile system and London’s support for Kennedy’s trade liberali
zation agenda. (Newton, 2004: 94)

In 1962 French gold ratio o f reserves was at 70%, which was a surplus o f reserves of $3.5 billion.

DeGaulle was rapidly expanding the level o f his gold reserves and intended to put pressure on

Kennedy to answer the dollar question. Kennedy’s patience with DeGaulle and the rest o f NATO

was rapidly running out. In 1963 DeGaulle began his policy o f hoarding on a grand scale, with

dollars being converted into $101.1 million in gold in the first two quarters o f the year. Though

these actions seem to be considerable, they were mere skirmishes when compared to the battles

leading up to the Rio Summit and 1971.

Rueff’s influence was apparent in this policy. He had the ear o f DeGaulle and pressed him to use 

his emergency powers to circumvent the parliament and attack the dollar and force it to devalue. 

DeGaulle did not use his presidential prerogative but did make a powerful statement to the New 

York Times on the issue on February 5, 1965, claiming that ‘[t]he gold exchange standard no longer 

corresponds to present realities and in consequence, entails heavier and heavier inconveniences’. 

De Gaulle observed that America no longer possessed most o f the world’s gold, and that the West

ern European States would surpass American possession o f gold if they converted their dollar 

holdings. He concluded that international credit should be returned to the pre-war foundation of 

the gold standard, and that the International Monetary Fund was the body which should oversee 

the removal o f the gold exchange standard. The Club of Ten would ‘draft between them and ... 

expound to others the solid system that would conform to common sense and correspond to the 

renascent economic and financial power o f [Europe]’. France, DeGaulle declared, was ‘ready to 

contribute actively to this great reform, which must take place in the interest o f the whole world’. 

(DeGaulle, 1965: 12) This statement by DeGaulle was the first serious shot in the battle for the 

first amendment to the IMF Articles o f Agreement and the creation of the first international reserve 

assets, the Special Drawing Rights (SDR). The SDR, however, was to come too late to prevent the 

breakdown o f the Bretton Woods system.

A policy that was continued well into the 1990s by the US Government and resulted in 
many o f the economic and political problems of South and Central America. The case of Nicara
gua in the 1980s was a perfect example o f American intervention for reasons relating to “anti
communism” .
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V

From CRU to SDR: Bretton Woods, The Endgame

A series o f actions on the part o f France eventually resulted in the SDR being created at the Sep

tember 1967 Rio Summit. The British were under sustained speculative attack throughout that 

year, with the country having truly become the “sick man” o f Europe. France, with the backing 

of the European Economic Community six^^ was able to change the tenor o f the negotiations be

tween the Anglo-American alliance and themselves. The Composite Reserve Unit (CRU) was 

something that had to be considered by the United States. The French felt that the CRU should be 

used as a supplement by central banks to gold, not a replacement. Gold was the one true reserve 

asset. The CRU would then be allocated amongst the G-10 according to their gold holdings. The 

Anglo-American position was much different. These assets were to be “held by monetary authori

ties as owned reserves, without obligation to repay the loans by which an agency o f the Fund 

would have created the transferable liquid claims against itself In the American conception, the 

reserve units distributed by the Fund would constitute a sort o f international money for reserve 

purposes and for transactions among national monetary authorities.” (Machlup, 1968: 8-9) The 

agreement, when it was completed, was an amazing compromise, where the diction o f the respec

tive parties was avoided and ideological and theoretical schools of thought were almost unidentifi

able. The Americans and the French both returned to their own governments able to say they had 

accomplished their objectives -  a win-win situation.

This was an achievement for the EEC, which utilized the structures o f the IMF and international 

institutions to engage in political manoeuvring. The French had already used the political struc

tures o f the EEC to coordinate power among the six members within the Fund, essentially creating 

a counterbalancing veto to the American veto on Fund decisions. The EEC six were smarting from 

the lending facilities required to ensure that the United Kingdom’s speculative problems would not 

result in a devaluation. France and West Germany were separate constituencies and the Nether

lands and Belgium were also powerful members. France was furthermore in a position to pur

chase American gold and bring about the possibility o f a Triffin Crisis, a liquidity shortage which 

results from the very nature o f utilizing commodity money, which was enough to result in a major

The EEC was then: France, West Germany, The Netherlands, Italy, Belgium and Luxem
bourg.
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concession prior to the Rio Summit. Bretton Woods attempted to economize on gold so as to ward 

off any liquidity crisis, but the growing world economy needed the expansion o f liquidity that 

could only be filled by a pyramid o f foreign exchange reserves based upon an inelastic gold base. 

(Bordo & Eichengreen, 1998)

The agreement reached in 1966 was that the IMF Executive Directors and the G-10, would decide 

the new monetary unit, increasing the power o f both the EEC and France. France continued to 

demand a balance of payments equilibrium from America and a return to the gold standard 

throughout 1966/7. The French Minister o f Economy and Finance, Michel Debre, commented on 

revising the price o f gold upwards, causing a flurry o f speculation. In June 1967 France pulled out 

o f the gold pool, exacerbating problems for the UK. Rio was an accomplishment for the French 

but it was only stage one of the process o f moving from CRU to SDR. The French by November 

1967 had overplayed their hand and the United States was now going to ensure that the SDR was 

created on their terms. (Bordo, Simmard & White, 1994)

November 1967 was the beginning of the end for the French/EEC challenge to American domi

nance of the Fund. In November 1967 the “Gnomes o f  Zurich” as Aliber (1973) refers to them, 

finally caused Sterling to devalue by 14.3%. The dollar subsequently came under attack and both 

reserve currencies o f the Bretton Woods System were under strain. The Gold Pool was dissolved 

and the United States faced difficulties in maintaining convertibility. The press discovered that the 

French had ceased contributing to the Gold Pool in June of 1967. Gold buying was at a fever pitch 

on the London market, where the US attempted to maintain the price at $35.00 an ounce. The 

drain on American reserves was considerable. DeGaulle, seeing a moment o f weakness, capital

ised upon it to once again state his vision for the international monetary system: “It is possible that 

the problems resulting from the devaluation o f the pound will lead to the reestablishment o f the 

international monetary system founded on the immutability, impartiality and universality which 

are the privileges o f  gold.” (DeGaulle quoted in Bordo, Simmard & White, 1994: 20) The interna

tional gold markets instituted the two-tier pricing system for gold on 17 March 1968. Only gold 

already owned by central banks and the Fund would now be considered reserve assets.
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At the G-10 Stockholm Summit on 29 March 1968, France, true to its legal tradition at the Fund, 

demanded a strict interpretation o f the compromise agreement made at Rio. The only recourse to 

be had, according to France, was to officiate a rise in the price o f gold vis-a-vis the dollar. This 

was still unacceptable to the United States and created an intractable disagreement between the 

two states. The EEC and the rest o f the G-10 rejected France’s position on the SDR and the future 

o f the international monetary system, the SDR, as defined by Stockholm was accepted on 30 

March 1968. The Fund was now faced with an extremely complicated situation, as the SDR was a 

creature not formed from a precision definition but left deliberately ambiguous. The Fund would 

now have to invent a politic method o f ensuring that the interpretation o f the SDR would be ac

ceptable to all parties within the G-10, who made up the most important power-block o f the insti

tution.^  ̂France and the EEC lost most o f their power over the Fund and the United States hegem

ony with the creation o f the two-tier gold system and the end o f gold-dollar exchange standard. 

The Committee on Interpretation within the Fund was the last potential avenue for control but 

essentially the battle to unseat the international political and economic hegemony was lost. The 

rest o f 1968 was characterised by the Parisian Riots of 1968, the Tet Offensive in Vietnam, esca

lating the conflict out o f control and general protests and political upheaval across Europe and the 

United States. The ideology o f the gold standard and a hegemonic challenge for who would domi

nate the Bretton Woods System had created an interesting power play as America and France at

tempted to reconcile differences going back to the Tripartite Agreement. '̂* As the 1960s drew to a 

close, the United States faced inflation and a worsening balance o f payments crisis, and what had 

been an episode in the history o f the dollar had begun to turn the dollar into history. (Mundell, 

1995) Bretton Woods was collapsing.

VI

1970-1973: The Nadir

Debre in a final act of desperation announced to the French press that French policy en
shrined two principals: general equality and agreement amongst the industrial nations of the world 
and a firm basis on gold convertibility. Gold prices would be revised ever twenty-five years by 
negotiation by the industrial nations. Convertibility, according to Debre was at the core o f the Bret
ton Woods System and his plan was only defending that system. 1790s, 1890s, 1960s, even Robert 
Mundell in the 1990s the “barbarous relic” has flavoured the policy discussion for centuries. Plus 
9a change.

For France, the gold standard and disagreements over it go back to 1870.
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Stress on the US dollar had undermined the Bretton Woods System, so that by 1970, the EEC was 

looking for a permanent way out. The Werner Repori^ of 8 October 1970 was an outline for the 

creation o f a common European Currency within the EEC six. The French devaluation and Ger

man revaluation had shaken Europe’s confidence in the System and disrupted their domestic 

economies. In the United States the escalation o f the Viemam War was creating an environment 

where the money supply was rapidly expanded and fiscal discipline was abandoned. The United 

States also faced an ideological shift. The Nixon Administration was advised many times by Mil

ton Friedman, a man who believed that the economic woes o f America came fi'om irresponsibility 

at the Federal Reserve and from the Bretton Woods System.^® In his mind, changing the price of 

the currency on the international markets made much better sense than changing the price level o f 

the entire domestic economy, which was required under a fixed parity system.

The 15 August 1971 suspension of convertibility had effectively brought the Bretton Woods Sys

tem to a halt. The Smithsonian Agreement was the last attempt to save the old system o f fixed 

parities. The agreement was made by the G-10, not the Fund, which was illustrative o f the position 

that the Fund had found itself following the turbulence o f the 1960s. Unfortunately the Agree

ment, which outlined a system o f bands o f 2.25% for currency fluctuations vis-a-vis gold, was to 

become like many other things at the Smithsonian -  a curio in a cabinet. At the beginning o f  1973 

the US dollar plummeted against the European currencies and the Swiss franc in particular. The 

Swiss embraced a floating exchange rate, as did most o f the world at this point. The remit of the 

IMF was to act as an economic watchdog for the world and ensure that the system created by the 

1944 treaty would be maintained. The failure to ensure that the international monetary system 

functioned properly from 1946 to 1971 was an indictment of the institution. In December 1971 the 

US dollar agreed to devalue 7.89 percent against gold.

The devaluation o f  the dollar did solve the world’s monetary problems. The early 1970s saw a 

collection o f plans to save the system. The Volcker Plan utilized SDRs as a replacement for gold.

European Commission. Report to the Council & the Commission on the Realisation by 
Stages o f  Economic and Monetary Union in the Community. Supplement to Bulletin II — 1970 o f  
the European Community. Brussels: European Commission, 1970.
http://ec.europa.eu/econoinv finance/euro/origins/wemer en.pdf Accessed: 13 August 2007 at lOhOS.

Nixon did say that he was a Keynesian in 1971 but the ideological backgrounds o f most 
o f  his senior economic staff" and their connections to Friedman are illustrative o f his importance 
during this time. See Robert Lesson’s book Ideology and International Economy: The Decline and 
Fall o f  Bretton Woods (2003) for more on this topic.
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Most plans had merit o f their own but the nature o f multilateral negotiations undermined all o f 

them, national concerns always were o f greater importance than international agreements. By 

1973 all attempts at reviving the Bretton Woods System had failed, all that was required was the 

burial, which came in late 1973 with the OPEC crisis. A result o f  the Yom Kippur War in October 

1973, the OPEC nations (which are largely Arab and located in the Middle East) placed an em

bargo on oil exports to states that were considered to be supporting Israel. Oil went from $3 a bar

rel to $10 a barrel. The American and all industrial economies dived into a long-term recession. 

(McKinnon, 1993) The stagflation that followed plagued economies for years, with the full effects 

of the 1973 OPEC Crisis not being mitigated until 1976. Bretton Woods was now dead and a pe

riod o f  floating exchange rates began. The European Economic Community, newly expanded to 

nine members, attempted to maintain the European Snake-in-the-Tunnel system of exchange rate 

bands around a central dollar rate, but this was unravelled by the inflation of the 1970s. The world 

economy, for the first time since 1945, was beginning to diverge. (Allen, 2001)

The oil crisis had important side effects for the developing world. The 1960s saw the age of em

pires come to a close. Many new states were created as the old European powers granted self- 

determination to old colonies. The oil revenues o f the OPEC nations had resulted in a glut o f 

money that required investing. The rate o f return for investment in the OECD world was very low, 

but the marginal product o f capital in the developing world, particularly Latin America was very 

high. The “petrodollars” are they were termed flowed into the developing world. These large 

loans, most administered by New York and London banks, would come to haunt these Nations in 

the 1980s.

The late 1970s saw a radical change take place in economics and in politics. Stagflation and the 

failure of Keynesian aggregate demand expansionary policies had altered what the policymaker 

and the academic thought o f the economy.^’ Hayek and Friedman seemed to present a better solu

tion set than Keynes and Galbraith. The second OPEC crisis o f the late 1970s and the recession 

that followed brought about a political revolution. In 1979 Margaret Thatcher was elected Prime 

Minster o f the UK and in 1980 Ronald Reagan was elected president o f the United States, devel-

Stagflation is the period when an economy experiences high inflation and high unem
ployment simultaneously.
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opments which were to orientate the domestic and international political and economic system 

towards the neo-liberal model. (Aliber, 2002).

VII

The role of the Fund in the 1980s and 1990s

The IMF in the 1980s thus found itself in a difficult position. Its defined role was eliminated by the 

collapse of the Bretton Woods System in the early 1970s. The OPEC crises had undermined the 

economies o f  the OECD nations and had produced a radical shift in political and economic think

ing. The rise of neo-liberal politics with Ronald Reagan and Margaret Thatcher combined with the 

Rational Expectations revolution in economics and the intellectual dominance o f Monetarism had 

altered the horizon for the Fund. The Fund’s policies in the 1980s and 90s reflected its external 

environment. Even as the world liberalised its markets, the role o f the Fund continued to be mar

ginalized. The American domination o f Latin America’s political landscape had resulted in the 

Fund acting as an instrument of American “dollar diplomacy” . The exchange rate agreements ne

gotiated during the 1980s were a product o f G-5 negotiations, not Fund mediation.

In the 1990s the Fund was faced with a series o f problems that led to the questioning of its very 

existence. The Fund’s response to the 1994 Mexican Crisis was part o f a wider successful inter

vention; the 1997 Asian Crisis was recognized as a disaster and almost precipitated a world reces

sion. Since then questions have been asked about the Fund and about the international monetary 

system. The role of the IMF in the Post-Bretton Woods World cannot be taken for granted, as full 

achievement o f its goals was no longer possible.

Prior to the collapse o f the Bretton Woods System the Fund was designed to fulfil these goals:

1. To facilitate an end to exchange controls and a transition to current account converti

bility.
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2 . To deal with the fear o f competitive devaluations.

3 . To provide short-term finance to deal with temporary balance o f payments disequilib-

ria.

4 . To constitute an economic United Nations (the name o f the conference makes obvious 

the original egalitarian intentions o f the Fund; The United Nations Monetary and Financial Con

ference).^*

While the first goal has become redundant, the other three goals are still explicitly embraced by 

the Fund. These goals therefore, except for the first, still drive the Fund as it attempts to maintain 

economic stability around the world.

The new economic system following the collapse of the Bretton Woods System constituted a 

Friedmanite d r e a m . T h e  International Monetary Fund was upended; its main purpose was eradi

cated forever in 1973 and the member nations had a variety of choices between the different ex

change rate regimes from the free floating of the United States, to the Snake-in-the-Tunnel in 

Europe, to the plethora o f pegs o f the smaller nations. The IMF needed redefinition and to find a 

way to reposition itself in a world which had been ravaged by the collapse o f the Bretton Woods 

System and the damaging effects o f the OPEC (Organization o f Petroleum Exporting Counfries) 

crisis on the real and monetary sectors o f national economies. The United States and Europe both 

entered a period o f protracted stagflation and the political costs o f such an economic crisis were 

foremost in policymakers’ minds. This crucible tested the mettle of the Bretton Woods Institutions 

and the IMF drove to become the financial moderator o f this increasingly swift integration of the 

world economy that began in the 1970s.^° (Bordo & James, 2000)

Please note that the Fund was to fiilfill its primary utopian goal of Article I o f the Articles 
o f Agreement via this office. The roles o f surveillance, providing international economic stability 
and long-term sustainable growth are the underlying realities behind these high minded goals of 
Keynes and White.

The concept o f Friedmanite is the formulation o f policy and theory following the Mone
tarist political and economic ideology o f Milton Friedman. This would be based largely on the 
ideas of free market mechanisms where inflation is always and everywhere a monetary phenome
non and markets naturally return to a state o f equilibrium. This extended to exchange rate policies, 
where he advocated a floating exchange rate regime. This is different to the Keynesian view where 
prices are sticky and the economy requires “fine tuning” by the government.

By this statement one means the increasingly open and integrated markets worldwide.
The process liberalizing markets to their fiillest extent has come to fore since the late 1970s. (i.e. 
the Reagan and Thatcher era)
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The IMF reformulated itself in order to deal with the highly volatile world of multiple exchange 

rate regimes. The liberalization o f capital markets facilitated by the end o f the capital controls in 

place during the Bretton Woods System now meant that private capital could be used to correct for 

the problems o f balance o f payments disequilibria. The liberalization o f capital movements did not 

solve all the problems faced by the international financial system, as economic theory had sug

gested. Following the collapse o f  the Bretton Woods pegging system large fluctuations in ex

change rates took place, which had damaging effects on national economies. The world economy 

entered a protracted period o f what was called stagflation.^' The resulting pressures on the bal

ance o f payments and capital flows between nations maintained IMF relevance to the international 

economic system. The maintenance o f older and the creation of a new set o f economic variables 

from the economic upheaval o f the 1970s resulted in a world economy that fundamentally more 

unstable that the previous monetary orders.'’̂  The IMF became the policeman o f the world econ

omy providing occasional demand management actions (actions such as fiscal and monetary ex

pansion and contraction) and providing advice to member nations in distress or disorder.^^

“Financial integration which serves the welfare enhancing roles of allocating resources both secu

larly and cyclically between countries with surplus and deficit savings, and optional portfolio di

versification, however, brings perils.” (Bordo & James, 2000:18) The perils of private capital 

flows directly relate to the profit maximization objective of firms and individuals. This has re

sulted in some nations not being able to obtain capital and others being subject to dangerous in

flows and outflows. The paternalism o f the IMF was to help protect nations from the problems of 

debt crises and lacking the necessary market mechanisms to deal with the level o f capital flows in 

a prudential manner untainted by corruption. The Fund’s existence became a public good, with the

Stagflation was the economic abnormality o f the 1970s where there was economic stag
nation and high unemployment coupled with high inflation. This was a departure from the Keyne
sian model and the Phillips Curve model that equated economic slowdown and unemployment 
with low inflation. This eventually led to the creation o f the “misery index” measuring the debili
tating effects o f inflation and unemployment on national economies. It was the first time that Key
nesian views were called into quesfion and the first time since the Depression that economists 
seemed to be at a loss for answers.

By economic variables one means exchange rates, currency flows, maintaining balance 
of payments equilibrium and the health of the national and international financial systems.

It is important to note that membership in the IMF and World Bank Group expanded over 
the period o f the mid-1960s throughout the 1970s, 80s and 90s as colonies gained independence 
and the Iron Curtain fell in Europe. The presence o f many new members created new and more 
challenging problems for the Fund to find solutions to and a greater level o f international econom
ic instability. Examples o f this instability are the monetary problems o f nations leaving colonial 
rule, as seen in Asian and Africa.
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surveillance that the IMF provided offering a replacement for what the gold standard’s ability to 

act as “Good Housekeeping Seal o f Approval” for world economies. (Bordo & Rockoff, 1995) 

The Fund fiirther orientated itself towards becoming a policy coordinator and developed new lend

ing facilities as well as heightened surveillance abilities. This reinvented IMF began to closely 

replicate many o f the policies and ideas o f the World Bank Group. The culmination o f this institu

tional confusion was seen in the disastrous East Asian Crisis when the IMF and World Bank 

openly conflicted in their respective positions on correcting and containing the economic confla

gration.^'*

The International Monetary Fund was and continues to be an essential part of the international 

monetary system, as it provided and continues to provide valuable surveillance and stabilization 

policies aimed toward the goal o f long-run stable and sustainable development. There exists a flip 

side to this positive view o f the Fund, which has only recently come to the forefront. It has be

come apparent to some following the crisis in Mexico and East Asia that in certain situations the 

Fund and the World Bank does not help but hinders world economic development and stability. 

The general outcry against the structure and activities o f the Bretton Woods Institutions has ranged 

from calls for reform to dissolution. This enables us to consider whether we really need the Bret

ton Woods Institutions when there is no Bretton Woods?

II

The Usefiilness o f the Fund

The Fund has been subject to many criticisms o f its actions on the grounds that it does not correct 

the problems of international economic instability. The IMF was successful in managing crises 

and an effective advisor to some nations, the issues o f ownership of economic programs has be

come the focus of the Fund’s new policy-making structure. The successes of the past have now 

been overshadowed by the many misguided actions on the part o f the Fund. An example is to look

34 The lack o f coherence between the institutions is well noted and contributed to the col
lapse o f the Indonesian economy. (Lloyd, 1999) The Fund itself was highly critical o f its own re
sponse to the crisis via external reviewers and internal commentators in the Fund’s 1999 research 
conference that resulted in the publication o f Reforming the International Monetary and Financial 
System (2000). The goal o f becoming an effective policy advisor, which was the principal goal o f 
the IMF following the collapse had spectacularly backfired in East Asia and led to difficult ques
tions o f culpability.
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at the case of the Mexican Crises of 1982/1994 where the main support did not come from the 

IMF but came from the powerful First World central banks such as the Federal Reserve and Bank 

for International Settlements. The IMF may be considered to have been successful in 1994 in pre

venting contagion and having a positive impact on a country in trouble, but it had not discovered a 

formula which could be applied elsewhere. The 1997 East Asian Crisis was another example in the 

history of Fund blunders with monumental consequences. A flight to quality took place and the 

IMF attempted to place Mexico-style medication to the speculative wound. (Bordo & James, 

2000) The East Asian Crisis was an example of the incompetence of the Fund when faced with a 

highly fluid situation and unable to fiilly understand the nuances of the economies that were in 

trouble.^^ The actions on the part of the IMF were prescriptions directly taken from the 1994 bail

out of Mexico. The IMF designed a plan for supporting the Indonesian rupiah, which was still in a 

moderately healthy state despite the plague that was ravishing the Thai bath, and when the econ

omy was still considered by the Fund and the world to be stable and with few problems when 

looked at relative to the rest of the region. The policy reforms required by the IMF were a recipe 

for economic disaster. The fiscal and monetary policy tightening that corrected and contained the 

problems in the Mexican economy backfired in Indonesia, sending its economy into recession and 

subjecting the rupiah to a massive speculative attack and devaluation. The effective IMF shutdown 

of the Indonesian banking sector resulted in a confidence crisis, the exact counter to what was 

required in a crisis -  the dampening of the herd instinct to run for the door. The Fund’s open dis

pute with the Indonesian government exacerbated the problems and further damaged the economic 

credibility of the economy. (Ito, 2000)

As with the Indonesian economy, the problem with the Fund in the wake of this crisis is just that, 

credibility, its programs lack ownership and the institution lacks transparency. The IMF does not 

coordinate well with other important institutions such as the BIS and the World Bank and has cre

ated a state of moral hazard in the world while there is a massive problem of the redistribution of 

wealth between the rich and poor. (Lloyd, 1999) The international financial crises of the last dec

ade have produced domestic tax bills of twenty to fifty-five per cent of annual GDP to countries

The IMF did not acknowledge the gravity of the situation that existed in Indonesia as the 
political and economic structures of the country collapsed and all the while the IMF enforcing its 
macroeconomic policies. The failure to understand that Indonesia was in the midst of the greatest 
changes to its society since the end of colonialism was the great pitfall on the part of the Fund. By 
not fully appreciating the depth of that political instability in country it exacerbated an economic 
slowdown, creating instead an economic meltdown.
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aflfected. The transfers that took place during financial meltdowns between the IMF, national gov

ernments and speculators has resulted in revenue that could have otherwise been directed towards 

development being utilized for the destruction o f the market system and fostering massive human 

costs in the sense o f unemployment and poverty. (Calomiris, 2000)

This failure came to be understood by traders on the world financial markets as at best, resulting 

in unrealistic expectations; at worst, constituting a deliberate distortion of the picture o f the market 

presented to portfolio managers. It is indicative of the IM F’s loss o f  credibility that by a trade 

journal could complain, by 2000, that the IMF and IDB had ‘all but led the marketing effort for 

Argentine bonds’ between 1996 and 1999. It recalled that these institutions had offered weighty 

reassurances when traders had seemed likely to lose confidence in Argentina. It could assert that 

by 2000, Wall Street had come to believe that this support for Argentina, a loyal ally o f the U.S in 

its Latin American and global policies, was driven by the U.S. Treasury, which constituted the 

‘real force’ in this matter. Apart from the political motivation, it was implied that there was also an 

ideological impetus. Argentina, it was observed, ‘was also the poster-child o f the so-called Wash

ington Consensus’: its economy was managed along the lines articulated by John Williamson in 

1990, and constituting the foundation o f economic thought in Washington and amongst the Bret- 

ton Woods institutions at that time.^^

...Therefore, the U.S. needed Argentina to succeed. At the beginning of 
the year, when the Machinea team travelled to Washington to seek revised Standby 
Facility, the team met first with the U.S. Treasury before meeting with the IMF 
and World Bank. These actions sent clear signals to the market that the country 
had an implicit guarantee from Washington. Otherwise, it would have been irra
tional for any creditor to lend so much money to such a leveraged country with 
such little flexibility. (BCP’s Molano Latin American Daily, 2000 qtd. in 
Calomiris, 2000)

The Washington Consensus is a set o f prescriptions incorporating:
1. Fiscal Discipline
2 . Public Expenditure Priorities (End Subsidies)
3 . Tax Reform (Lower Marginal Tax Rate)
4 . Financial Liberalization
5 . Exchange Rate Management
6 . Trade Liberalization
7 . Foreign Direct Investment
8. Privatisation
9 . Deregulation
10. Secure Property Rights
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The present instance o f economic instability in Argentina, with the potential for foreign debt de

fault high and the Fund refusing to bail the country out, may be seen as a result o f this situation. 

IMF policy did not solve the problems o f Argentina: it created the moral hazard situation that 

Bordo (1999), Calomiris (2000) and Meltzer (1998) have all have identified as creating a danger

ous situation o f long-term dependency for developing economies.

The invidious fostering of long-term dependency which can be seen in the Argentinean case is 

only one instance o f a general trend. The starkest statistic on the IM F’s failure to solve the prob

lems o f the developing economies and ensure international financial harmony comes directly from 

the fact that sixty-nine nations have borrowed continuously from the IMF for more than twenty 

years, that is, for over a third of the IM F’s existence. (Calomiris, 2000) The situation this creates, 

where emerging market countries and First World speculators feel that they are protected from 

their own folly via an implicit contract with the Fund, provides a breeding ground for moral hazard 

and policy induced shocks.^’ Private sector involvement has been minimal up until recently. The 

political economy o f the Fund resulted in the tendency for nations and investors in those nations 

which are held in high esteem by the US or the EU, to feel they are protected from financial melt

down.^* The authority o f the Fund is undermined in an environment where one must pose the ques

tion; in this environment o f information asymmetries and market failures should the one hundred 

and eighty-five members o f the Bretton Woods institutions continue to let firms engage in risky 

behaviour that is potentially destabilising for the world economic system?^®

The role which the Fund has thus adopted is not necessarily that which was foreseen by policy

makers in the post-Bretton Woods era. Other functions have been considered. One of the inost 

germane roles for the Fund would have been as an International Lender o f Last Resort (LOLR). 

This would have been in line with its origins; as seen in Chapter One, the role o f the Fund was

Policy induced shocks are economic disturbances which arise from inappropriate or 
poorly designed economic policies. An example would be expanding public expenditure in a boom 
period, inducing inflation and eventually resulting in economic contraction. That contraction, if 
rapid, is the archetypal example o f a bust in a boom and bust economically unstable cycle.

One example from the recent news is the collapse of the Turkish lira. The bailout orches
trated by the IMF was not supposed to take place under the new rules o f conditionality on lending 
and bring an end to bailouts. One may find the geopolitical importance o f Turkey as an EU mem
bership applicant and a member o f the NATO alliance as being an influential force on the decision 
to bailout Turkey.

The potential costs o f which is a lack o f development in the developing world and a pro
tracted recession in the First World.
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originally envisaged by Keynes to be that o f a lender o f last resort in order to maintain liquidity 

and avoid the reoccurrence of the Interwar monetary problems. The lack o f funding provided to 

the IMF in the Bretton Woods Agreement and its continued limited funding facilities have however 

resulted in the Fund never fulfilling the role of an international lender of last resort, a role which 

was necessary as financial markets opened and flows o f hot money began to influence the behav

iour o f banks and governments. The situation facing the Fund with respect o f LOLR status has 

ranged from internal support from the First Deputy Directors Stanley Fischer and Anne Kruger‘‘° to 

rejection by the wider world. The most obvious problem here is that the Fund would require a 

much larger base o f funds to act as a lender of last resort and that this could not be achieved with

out a political will that does not exist at the present time.""

The Fund’s lending activities and the conditions attached to them are its main source of criticism 

and the present abuses o f the system have developed from the economic difficulties o f the past.'*^ 

The collapse o f the Bretton Woods System led to a method o f reinventing the institution that re

quired that it remain relevant and politically useful. This resulted in the abuses that have been cited

See the following: Fischer (1999); Krueger (2001a,b); KOhler (2001).
This reflects the needs o f a financial institution that would have LOLR powers. Central 

Banks perform this role in the industrialised world but they are institutions that have little or no 
connections to governments and operate with a select group of experts to formulate policies that 
are then announced to the public. The IMF has a much different structure of governance, being a 
multilateral institution with 184 members prevents it from making the fast decisions required in 
situations that would require the use o f LOLR facilities. The Fund would have to develop into an 
organization that would be fundamentally less multilateral, with near unitary decision making 
powers and a removal o f the paternalistic demeanour that it has acquired in dealing with develop
ing nations. Member countries would have to divest power to a group o f powerful central bank 
officials with the power and capabilities o f Rothschild Family and J.R Morgan combined. Ques
tions o f accountability and transparency would be answered by a veil o f confusion as all members 
claim to be the one to which the organization should be accountable. This would all take place 
against the backdrop o f other multilateral institutions reassessing their position relative to the new 
IMF. To divest so much capital and power to an organization that is not subject to the coercion of 
the State would present a flindamental rethinking o f at least Western political systems. The most 
independent central bank on earth, the European Central Bank, is still subject to the coercive pow
er o f the European Union and through that the coercion o f the various member states. The Fund 
would find it difficult to fiinction properly as a central bank in so far as it has developed patterns o f 
surveillance and support for better or worse, (due to an institutional inertia, which Woods (2000) 
and Harper (1998) find endemic in the Fund) and these would debase the objectivity and focus of a 
LOLR IMF. The IMF has historically had strong political linkages to the policies of the G-7 and 
the United States in particular. This has shaped much o f their policy and the decision-making 
structures of the organization. Article IV ’s also are subject to review by the executive board and by 
the examined country. This leads to the objectivity o f the Article IV Report being lessened due to 
diplomatic concerns. The statement above places these facts about the internal functioning o f the 
Fund in the perspective of the LOLR proposal.

Abuses can be exemplified by bailouts o f nations that have economically sowed the 
seeds of their own destruction. Also the historical misuse of IMF and World Bank funds has re
sulted in calls for greater conditionality. The culmination o f this has come in the form o f the Con
tingent Credit Line.
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in Woods (2000, 2006) and other commentators. The Fund has had successes in the past and at its 

best has ensured that the world is given enough information on almost every country’s economy in 

order to have the market well enough informed to make rational choices, although there is also the 

potential, as demonstrated above, for distortion o f these choices. This function, however, is essen

tial to the smooth operation of the financial system and the development o f fledgling economies. 

Though the 1980s and 1990s have been filled with calls to disband the Fund, this would be to 

cripple the international financial system and remove an important player from the international 

economic game. It therefore becomes necessary to rethink the functioning o f the IMF, a process 

which can be based on a further consideration o f the history o f the Fund’s most prominent think

ers, but which must also incorporate a closer examination o f the institution’s structures and the 

concepts according to which it operates. This will be one o f the tasks o f the remaining papers in 

these first two sections of the thesis.
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Chapter Two''^

The Evolving Concept of Conditionality 

Introduction

High finance has been crucial to the developm ent o f  states and econom ies since the early 

Renaissance. The abandonm ent o f  traditional constraints on m oneylending in the early 

1300s enabled the city-states o f  Italy to develop rapidly. This connection to finance was 

essential to the rebirth o f  art, learning and science in Europe. The world that was first 

created by the Florentines was based upon the Monte Commune, a centrally adm inistered 

debt instrum ent designed to facilitate the expansion and protection o f  the Florentine city- 

state. This paper exam ines the debt problem s generated over the centuries, how states have 

developed ways o f  expanding their debt capacity, and, ultim ately, the historical costs o f  

debt. The early Florentine system o f  debt is presented, followed by an analysis o f  the 1975 

N ew  York City debt crisis. Finally, there is an exam ination o f  the developm ent o f  

conditionality in debt restructuring from gunboat diplom acy to IMF Structural A djustm ent 

Facilities.

The purpose o f this chapter is to outline the developing structures o f public debt and conditionali

ty. The examples o f Florence and New York are used as a way o f illustrating how debt defaults are 

created. The authorities do not wantonly desire defaults but they happen as a result o f  a series of 

policy missteps and a short-term policy orientation. The implications o f a credit default are clear, 

the two cities entered into a period o f acute political and economic decline that lasted for a signifi

cant period of time. The problems o f debt and the consequences o f a default are timeless. The story 

of Florence is the story o f New York and many other political entities that found themselves in 

similar circumstances. As time progressed, national and international legal systems developed into 

order to prevent catastrophic defaults and to organise the repayment o f lenders. Though interna

tional law can be seen as a development dating back to 1648, the modem system o f conditionality

This chapter has appeared as: “Chapter 2: The History o f Debt Conditionality.” in Pers
pectives on International Debt: the Trinity Debt Project. Constantin Gurdgiev, Sharon Jackson & 
Colm Kearney, Eds. Dublin: Institute for International Integration Studies, 2007.
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dates largely from the 19* Century, a product of economic expansion and the British Empire. 

Much o f this system can be seen from the point of view o f connecting international finance with 

the issues o f empire, and for that fact the desires for empire by the Great Powers o f Europe. The 

system was ad hoc but largely effective. The general lack o f a formalised system o f law was hig

hlighted in the late 1P**" Century and was partially rectified by the agreements during the Interwar 

period. The IMF was to change that system for good.

The IMF, much to its credit, created a system o f international law that enabled the orderly 

organisation and operation o f conditionality. Two major issues, as discussed below, are reiterated 

in this discussion o f conditionality, one is how extensive can the condition be and on what basis 

and second, does the IMF have the legal authority to impose conditionality. Critiques of this 

system have focused on what the externality effects o f conditionality have been on some 

countries. The legal authority of Fund and how it devises and operates conditionality are clear and 

it is important for the rest o f  this study for one to review the details o f this structure found below. 

It is also important for the reader to understand from the first part o f this chapter that 

conditionality is neither novel nor inherently bad, but is a mechanism. The issue o f the IMF 

acting ultra vires is something that is important but that discussion leads one back to many o f the 

developmental issues that were outlined in Chapter One. The IMF, by removing itself from the 

larger system o f international law, may not be acting ultra vires but it does create for itself serious 

implications for the legitimacy o f the organisation. The actual conditions o f lending are 

themselves the product not o f the law but of economic analysis. This is an important fact that will 

inform the discussion in Section 2. International Monetary Law provides the structures upon 

which to hang economic theories and to give them force, especially when those theories are aimed 

at restoring fiscal solvency for a defaulted or about to default state. Though the structures of 

conditionality firmly sit within the confines of positive law, the actions o f conditionality are 

firmly based in the discipline o f economics.

I

The beginnings of Debt and Conditionality 

The Quintessence
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Pope Boniface VIII declared the Florentines to be the “ fifth element". This reflected a 

belief that the world was created out o f  earth, fire, air and water, but that the 

F lorentines had discovered the quintessence that enabled them  to becom e the 

w ealthiest and m ost pow erful city state in all o f  C hristendom . D ebt was designed to 

act as a counterbalance to w hat was absent from Florence's natural endow m ents. 

F lorence w as not located on an old Rom an road, w hich w ould have given it a natural 

advantage in developing early access to  trade and a strategic dom inance over adjoining 

territories, and did not have particularly  high-yielding fields, but it did have a guild 

structure that encouraged entrepreneurship. The developm ent o f  the econom y was 

dependent upon a trade netw ork w ith N orthern Europe, an im portant source o f  raw 

m aterials such as wool, which could be transform ed into high quality cloth. A long 

with im ported silks and cottons, this cloth would be finished by the artisans o f  

Florence and sold across Europe.

To support this system  o f  small entrepreneurs and traders a financial system  began to 

develop. As the econom y expanded so did the need for finance. Usury was 

theologically  redefined, absolving the Arle del Cambio through w hich the M edici becam e 

the m ost pow erful fam ily in Italy. In 1345, they created the Monte Commune, w hich 

absorbed the public debt o f  the city, as it w as engaged in costly wars w ith N aples and 

M ilan. These wars dem anded the creation o f  new revenue system s that would payoff 

the debt, but they also brought their own tem ptations. The people o f  F lorence would 

revolt if  faced with a considerable tax increase. This encouraged the governm ent to 

continue to borrow, increasing the size o f  the already m ountainous debt. As the older 

taxation system  o f  the estimo (a tax on the direct w ealth o f  individuals and their 

patrim ony) had caused revolts, the new  V enetian catasto was instituted as a m ethod that 

offered greater transparency and equity. This system  called for a listing o f  all taxable 

wealth, m aking tax avoidance or evasion difficult. The banking class used this as an 

opportunity to present paym ents in the form o f  interest-bearing forced loans rather than 

cash. Effectively, the 1427 catasto was a m ethod o f  restructuring the debt o f  Florence. 

N ew  loans to the Monte supported the old loans o f  the Monte, which supported the entire
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econom ic and political structure o f  the city-state.

By the late 1400s, the original 0.5 per cent tax had risen to 22 percent, and it had fostered 

the sam e corruption and m isapplication that the estimo did before the tax revolt o f  the 

1420s. The w eight o f  the debt burden on Florence, along w ith a general w eakness in the 

econom y caused by plague and the end o f  the H undred Years W ar, began to underm ine the 

political and econom ic conditions in the city-state. In  1470, the Monte was declared the 

focal point o f  all econom ic activity in Florence. The Monte delle Doti (dow ry fund) 

legislation o f  1470 states: "The Monte is the heart o f  this body w hich we call city ... Every 

limb, large and small, m ust contribute to preserving this heart as the guardian fortress, 

im m ovable rock and enduring certainty o f  the salvation o f  the w hole body and governm ent 

o f  your State." (V eseth, 1990: 67). A lthough the Monte was the heart o f  F lorence, it was 

less than healthy, w ith the Monte stock trading on the open m arket at a 20 per cent discount 

in the 1450s. By 1490 it was returning only 1 per cent interest, far below  the prom ised 

rate. As a final effort to stave o ff  econom ic disaster, a system o f  em ergency loans and 

dow ries w as created to finance the com m une.

The slow  m erger o f  the Monte Commune and the Monte delle Doti resulted in the transfer to the 

dowry fund o f  150 years' worth o f  w ar debts created under the Commune. High rates o f  

return ensured that the dowry fund attracted large quantities o f  capital. This, com bined 

with blind faith in the eternal nature o f  the Monte, resulted in a debt system that appeared, 

at first, to be w orking.

The reality was bleaker. The Monte relied on these new  loans to pay o ff  redeem ed loans and 

interest. The m ovem ent o f  additional dowry funds into the Monte delle Doti resulted in a 

liquidity crisis as more and m ore dowry funds came due, while there could be no further 

dow ry fund purchases. The dowry shares were funded through the Monte Commune, w hich 

rem ained entirely illiquid and supported by the Monte delle Doti and the dowry system . In 

order to prevent a liquidity crisis that would result in a credit crunch, the w ar loan was 

created as a final high return, short-term  liquidity provider. This high return system  

resulted in capital being directed to support the m assive public debt o f  Florence rather than
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funding entrepreneurial projects and econom ic developm ent. As crow ding out effects o f  

public, borrow ing dom inated the credit m arkets, the overall F lorentine econom y began to 

collapse. The use o f  the socially im portant dowry allowed the state to support the Monte 

system w ithout the serious structural problem s that existed in the econom y being fully 

r e c o g n is e d .T h e  collapse o f  the M edici bank in 1494 ended the wealth o f  Florence. The 

Monte was able to continue to exist into the seventeenth century, with Florence finally 

defaulting on all Monte debt in the 1630s, during the disruptive Thirty Years War.'*^

Ultim ately, the quintessence o f  Florence - finance and debt - was its undoing. The creation 

o f  new  financial instrum ents during the Renaissance period enabled the city-state to rem ain 

wealthy and powerful, but it also enabled the m alignant m ountain o f  public debt to consum e 

the Florentine econom y. This first exam ple o f  international debt finance dem onstrates the 

im portance o f  the developm ent o f  debt for the creation o f the m odern econom y, but also the 

dangers entailed in using this pow erful m echanism  for raising public funds. The story o f  the 

Monte system o f  Florence is the first in a series o f  stories about how different creditor-debtor 

situations have developed, and the m ethods used to m aintain these systems. The 1500s, 

1600s and 1700s were littered with stories o f  nations that could not m aintain their public 

debt levels and were forced to either default or undergo painful econom ic contractions. 

N otable exam ples included the Germ an principalities in the 1650s, England in the 1680s, 

France in the 1720s, England and France during the 1760s, and the United States and 

France during the 1780s and 1790s.

II

The New York City Crisis

For students o f  debt. N ew  York City provides an interesting parallel to the case o f  fifteenth-

1 It is im portant to note that the dow ry system  is w hat w ou ld  be called  today a "pay-as-you- 
go" schem e, w here a constant f lo w  o f  n ew  m em bers or a rapidly expand ing econ om y is required to 
ensure that the system  is able to m aintain the stated paym ents it has offered to older m em bers.
45

! E ven prior to the 1600s, the F lorentine ab ility  to m aintain debt serv ice  w as greatly  
underm ined during the sixteen th  century. The M ed ic i failure ended the pre-em inence o f  the Italian  
banking com m unity , w ith the European financial heart m ov ing  north to A ntw erp and to Central 
Europe, w ith the pow erful H apsburg bankers, the F uggers. This created further d ifficu lties for credit 
a ccess. The traditional linkage o f  F loren ce  to the P apacy also  hindered it financia lly  during the 
turbulent R eform ation period.
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to seventeenth-century Florence. While Wall Street and the heart o f the US financial system 

reside within the city o f New York, the city's financial situation during the post-war period 

was weak and the debt system created by the city demanded that the pressures imposed by 

returning

GIs and large public sector unions were met in a timely fashion. The 1950s were 

characterised by large public building projects to supply the unending demand for housing 

following the end o f the Second World War. The city relied upon an intricate method of 

promissory notes, inadequate or "creative" accounting techniques and a lack o f curiosity on 

the part o f those involved (the city, the banks and the public) to ensure that the system 

functioned with little or no discemable difficulty. The Wagner administration - the 

originator o f large public borrowing - was replaced in 1965 by the Lindsay administration. 

As the rest o f America began to increase public expenditure and social tensions began to 

rend the fabric o f cities across the United States, New York began the most ambitious 

expansion o f public spending in its history.

John Lindsay was to be the great reforming mayor o f New York when he took office in 

1965. Ten years later, the debt system that he helped create would bring the city into 

default. The story o f this fall from grace began with the streamlining o f the city's 

administrative system. The city's hospitals, schools and colleges had expanded. Rapidly 

growing numbers o f students and new technologies had increased the costs o f providing 

such services. The great improvement o f the period was the development o f the new 

computer system that accounted for all revenues and expenditures, a task that previously 

had to be performed longhand. This change was brought about to enable New York to 

comply with the Program, Planning and Budgeting System (PPBS) method o f resource 

allocation. The Department o f Defense under Robert McNamara was the first to utilise the 

PPBS, which defined problems in terms of outputs and then worked back to the required 

inputs. The main thrust o f  the PPBS was to make public spending accountable and 

transparent. The problem with the PPBS was that it masked the increased spending. As 

Morris puts it:

A common problem was the confusion between reduced unit costs and actual

savings. Private business can improve its profits if it expands production to
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reduce unit costs, provided it can still sell its product. But in the city, more 

efficient production often meant increased spending. [Morris, 1980: 54]

As the various transit unions, the Patrolman's Benevolent Association, the Fireman's Union, 

the United Federation o f Teachers, the Sanitation Union and the general city employee 

unions began to strike, the wage costs imposed upon the city resulted in a massive increase 

in public expenditure. This expenditure again had to be paid for via borrowing.

Most revenues were the product o f grants or property taxes. Using the expense budget, the 

city could expand its debt by utilising tax anticipation notes (TANs) and revenue 

anticipation notes (RANs) - the precursors to systematic invoice discounting instruments in 

the private sector. The TANs and RANs became the cornerstone o f city budgetary 

gymnastics as wage and political pressures necessitated higher levels o f expenditure. The 

1965 revision o f local finance laws enabled the city to expand the RAN revenue estimates to 

include city, state and federal returns, effectively a blank cheque. The capital budget 

enabled further borrowing. Despite limitations on capital debt to 10 per cent o f the five-year 

average for the market value of taxable real estate, the city could exceed this level of debt as 

the state legislature allowed large renewal projects considerable exemptions to encourage 

greater levels o f investment. The response was to connect large projects to short bond 

periods to gain state approval. To meet cash flow requirements the city would then take on 

further debt instruments in the form o f bond anticipation notes (BANs) and urban renewal 

notes (URNs), which would be based on Federal urban development support.

As New York's debt levels rose, the city Comptroller would underestimate levels of 

expenditure and overestimate revenues in order to produce a balanced budget, as required 

by law. The 1968 budget ushered in new levels of financial gimmickry. The rainy-day fund 

(as it was termed by the city) was not paid into, pension system earnings were 

overestimated, pension payments were delayed in their disbursement, RAN s were sold 

against the following year's revenues as well as the anticipated receipts for the current fiscal 

year. As pressure mounted, the accounting system based on cash was replaced by an accrual 

system where revenues and expenses were recognised when they became payable,
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regardless o f when the cash transactions took place.

As the debt levels, reached crisis levels the state o f New York created two release valves to 

help rescue the city - the Magic Window and the Pendulum - enabling New York City to 

delay payments until they received state aid. Under the Pendulum provisions, the city and 

the state would take on large quantities o f short-term debt that would build up in autumn 

and winter, and the city would retire that debt as state aid arrived. In return, the state would 

take on equal levels o f debt at the beginning o f its fiscal year. The swing o f debt between 

the city and the state in 1975, the year o f the crisis, was USD 3.3 billion, with interest costs 

o f USD 100 million (Morris, 1980). The 1975 budget was made up o f USD 1 billion in 

phantom RANs and a considerable volume o f unfeasible TANs, based on the "potential 

taxes" to be collected o ff the many derelict and abandoned housing units that dotted the city.

In 1973, former New York City Comptroller Abe Beame was elected mayor on the slogan 

that "Beame knows the buck". Unfortunately, the damage done during the Lindsay 

administration and the creative accounting o f previous decades motivated a massive and 

desperate attempt to hide the ballooning deficit. Beame reported a deficit o f USD 200 

million, but in actuality about USD 1 billion in BANs was used to close the gap. The 

weakened world and city economy resulted in spending being increased to USD 564 

million, from USD 274 million the previous year. TANs rose to USD 317 million. RANs 

stood at USD 900 million. Unemployment hit 11 per cent and to put the final nails in New 

York's fiscal coffin, USD 300 million in budgetary notes expired, debt service payments 

rose 50 per cent to USD 600 million and pension costs rose 80 per cent to USD 500 million 

(Morris, 1980).

As city financial papers began to overwhelm the financial markets, and as Latin America 

offered higher returns, the mountain o f debt began to crush the administration. Fitch 

Investors' Services downgraded their rating o f New York City's bonds to BBB or BB. By 

autumn 1974 RANs were offering 7.4 per cent, jumping to 9.4 per cent in  January. In 

February 1975 the debt system began to collapse with the default of the Urban Development 

Corporation on USD 100 million in BANs. The final attempt to borrow New York out of
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crisis was the attem pted sale o f  USD 520 m illion in Stabilization Reserve Corporation 

notes, prevented by an injunction that was the product o f  a taxpayers' lawsuit. By M arch, all 

lending facilities for N ew  York City were denied, and on 14 April a m assive TAN and BAN 

restructuring began (M orris, 1980).

The m ountain o f  debt that N ew  Y ork City created was eventually reduced, and the 

M unicipal A ssistance C orporation and new regulations at city and state levels were 

introduced to prevent a sim ilar descent into fiscal m adness. A fam ous headline on the cover 

o f  the New York Daily News o f  30 O ctober 1975 was inaccurately attributed to President Ford 

but forever im m ortalised the true collapse o f  the city's finances - "Ford to City: Drop Dead". 

As w ith Florence and other debt-riddled cities, states and countries, the web o f debt had 

catastrophic results in the long run.

Ill

Early Conditionality

At the very core of the changes of the last half-century has been how international actors behave 

with respect to each other over debt; in particular, the methods in which they have imposed condi

tions on the repayment o f debt, most especially when it is perilously close to defauh or restructur

ing. In this paper, one looks at the development o f conditionality in international finance since the 

nineteenth century to the present day, in order to demonstrate how the system now in existence 

developed.

Modem conditionality owes much o f its origins to Great Britain during the late-nineteenth century. 

Following the Napoleonic era there was a series of great debt restructurings. Great Britain, the 

victor of the Napoleonic Wars, became the pre-eminent world economic and political pow er As 

the sun never set on the British Empire, the London financial markets became the lynchpin o f the 

international financial system. The major defaults o f the nineteenth century were in the periods 

1826-1830 (Spain, Colombia, Mexico, Brazil, Greece, Peru, Argentina and Chile), 1840-1845 

(Spain, USA [individual states], Mexico and Portugal), 1875-1882 (Ottoman Empire, Spain,
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Egypt, Mexico, USA [Southern States], Peru, Colombia, Tunisia, Honduras, Uruguay, Costa Rica 

and Bolivia) and 1890-1911 (Argentina, Portugal, Brazil, Greece, Uruguay, Serbia, Dominican 

Republic, Venezuela and Colombia).'*^ (Suter, 1992“'^) The dominance o f British finance meant that 

debt restructurings predominantly took the form o f the strict division o f public and private respon

sibility. This distinction will be analysed in detail and one will illustrate how it led to the evolution 

o f  the modem restructuring mechanisms o f the International Monetary Fund.

By the second half o f the nineteenth century Britain, although the most powerful empire in the 

world, began to experience competition from the French, Germans, Italians and Belgians. The 

scramble for Africa and industrialisation were altering the European balance o f power. The For

eign Office began to involve itself in international political economy, where economic, political 

and military dominance all intertwined. Support for the loans issued to the Ottoman Empire during 

the Crimean War was the first example o f  this action. The second was the involvement o f the For

eign Office in the military intervention in Mexico to force payments on defaulted Mexican debt. 

The British did not commit military power, but offered the diplomatic solution with the installation 

o f Maximillian as Emperor o f Mexico. TTiis unfortunate and bloody episode was an early attempt 

at debt restructuring conditionality. The experience resulted in a reappraisal o f the interests o f the 

Foreign Office in matters relating to commerce and trade. The next episode, in 1866 in Venezuela, 

only took place after funds already paid to the British bondholders’ local agent were sequestered. 

The aim was not to provide supportive intervention but a fair playing field and no favouritism.

Lipson has demonstrated that the Foreign Office managed to limit its own responsibilities 

with regard to these problems, but importantly did support British nations where they could 

be seen as clear victims o f fraud or disorder. In this important sense it provided a set of 

minimalist property rights and a global framework of contracting -  one consistent with tradi

tional interpretations of international law. At the same time the government avoided any 

prior commitments to defend its nationals abroad”. While the government’s actions could be 

predicted, so that those under its protection could proceed with some confidence, govem-

The poorest debt records from 1825 to 1990 belong mostly to Latin America (Ecuador, 
Honduras, Mexico, Peru, Colombia, Nicaragua, Costa Rica, Guatemala) or the European periph
ery (Greece, Soviet Union/Russia, Bulgaria).

See chapters 6 & 7 o f Suter (1992) for the fiill list o f primary sources on this topic.
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ment intervention was always at the discretion o f the Foreign Office. Palmerston, in his dip

lomatic circular o f 1848: “Respecting the Debts due by Foreign States to British Subjects,” 

restated the distinction between ‘commercial risks, which the private investor must bear, and 

the larger political questions that necessarily involved the Foreign Office’. (Lipson, 1989:

194).

Ultimately, Palmerston argued, the decision to intervene in a default situation was ‘...entirely a 

question o f discretion and by no means a question o f international righ t...’ (Palmerston quoted in 

Lipson, 1989: 195)'** This allowed the British government to choose whether or not to assert the 

rights o f British subjects who were lenders, in international circumstances. The considerable inter

national investment portfolio of the British financial markets at the time would be prevented from 

engaging in lending decisions in the presence o f moral hazard. The policy also ensured that the 

Foreign Office could intervene only in situations where it had a high likelihood of success, result

ing in positive economic and political externalities. Losses from defaulted investments in foreign 

governments were considered nothing more than imprudent faith in the bona fides o f other gov

ernments.

In the cases o f the Ottoman Empire and Venezuela the Royal Navy was an instrument o f  interna

tional financial diplomacy. In the East Mediterranean the Royal Navy was used to support strategic 

interests with Suez Canal’s protection being foremost in the mind of the Foreign Office. The Ot

toman Public Debt Administration (a foreign body composed of Britain, The Netherlands, France, 

Germany, Austria-Hungary and Italy) took over the collection o f tax revenue from the Ottomans in 

1881. The Foreign Office partially guaranteed the bonds between 1854 and 1862 and took full 

responsibility for the 1855 issue, since these bonds were the product o f the Crimean War. FDI into 

the Ottoman Empire tripled between 1880 and 1914. As France and Germany took over economi

cally in the Ottoman Empire, Britain interpretation o f conditionality changed and the National 

Bank o f Turkey was created using Foreign Office support. The lending structure o f Turkey was 

itself under British control, and furthermore afforded the British Empire more control over the 

development o f the existing internationally held debts o f the Ottomans. (Lipson, 1989)

The process by which Europe engaged in international investment and the use o f diplomatic or 
military power in the conculsion o f debt agreements that defaulted or were disrupted by the 
movements of international politics is described in great detail in Feis ([1930] 1974).
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In 1893 Greece suspended debt payments. The importance o f the Eastern Mediterranean (and a 

conflict between Greece and Turkey) resulted in a second intervention by the Foreign Office. In 

1897, agreement with Greece placed the financial concerns of the nation in the hands of Britain, 

France, Germany and three other European powers. The British called for a new loan to pay in

demnities to the Turks. France and Germany demanded international financial control. The com

promise was to impose international controls and maintain a revenue base to satisfy all creditors.

The most famous episode o f gunboat financial diplomacy came in 1902/1903 with the blockade of 

Venezuela. The interests o f foreign investors and nationals in Venezuela came under pressure when 

the dictatorship o f Cipriano Castro took power in Caracas, ending the Venezuelan civil war. The 

new regime refused to honour previous debts to European investors. The Royal Navy along with 

the German and Italian navies blockaded Venezuela for two months and bombarded two obsolete 

forts. The final international arbitration agreement ended with a settlement on the damages en

dured on British property and the inclusion o f bondholders in that statement. The Foreign Office, 

showing consistency, framed the matter within the context o f the impression of British seamen and 

shipping.

In some cases of debt restructuring, exclusive economic rights or controls were requested. In the 

nineteenth century, nine such incidents occurred. The most astounding example was in the case of 

Peru in 1889. The debt settlement became known as the Grace Contract, and creditors obtained 

payments in kind for the cancellation o f $30 million in debt and $23 million in interest payments. 

In return, Peru awarded the creditors the state railways for 66 years, two million tons of guano, and 

a concession on operating steamboats on Lake Titicana (Suter, 1992). In many Latin American 

countries, this was a common method o f resolving debt disputes. In Colombia, land was ceded. In

49 It was this incident that was used by Luis Drago in his call for improving international 

law, which had largely stagnated since the Congress of Vienna. The design o f the agreement 

around the context o f the impression o f seaman and shipping placed this dispute firmly within the 

context o f the law o f the sea, one o f the few developed areas of international law at the time. Since 

there existed no international structure by which to negotiate such a commercial settlement fol

lowing military action, it fell to the law o f the sea to fill the gap, hence Drago’s call for an im

provement o f international law. The creation o f the IMF solved many o f these legal problems.
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Costa Rica, property rights to railways, in Ecuador rights to land and railways, in El Salvador 

rights to railways, and land in the case o f Paraguay. In many cases, political and economic control 

of countries comes during a period of competition between major creditor nations, as exemplified 

by the interventions made by the Foreign Office. Moral Hazard was largely avoided as a result o f 

the dependence o f these interventions on the capriciousness of international diplomacy.

Ultimately, the nineteenth century laid the groundwork for the international debt system that 

exists today. The lesson of Lord Palmerston was to place a first distinction between the re

sponsibility o f the state and o f the individual investor. As the Foreign Office stated in 1871^° 

that the British Government was in no way party to private loan transactions with foreign 

states. Capitalists entered into such loans as speculative enterprises, and could not expect 

government assistance, in part because o f  the ‘endless troubles’ which would ensue in the 

case o f multiple interventions by England; ‘Independently o f the expense which would nec

essarily be incurred, and the risk o f international complications, forcible measures, if 

adopted towards small States, which for the most part are the ones complained of, would 

subject this country to grievous imputations’. (Platt, 1968: 400-401).

The International Monetary Fund has not followed the model of Lord Palmerston. Interventions in 

the international markets, facilitated by the IMF have been focused on areas o f political impor

tance to the US (i.e. Latin America, a key foreign policy objective since the Monroe Doctrine) but 

also made to countries in general balance o f payments distress. The role o f an American influence 

on IMF lending has been outlined in work by Aliber (2002), Dam (2001) and Woods (2006, 

2001a,b, 1999). The combination o f factors, such as American geopolitical considerations and sus

tained lending (though still in short term agreements) has created a situation where interventions 

are not based on what is best expedient to international stability or the concerns o f international 

lenders but upon a system o f US political considerations and institutional capabilities. Interna

tional financial institutions like the IMF have sustained American intervention in the international 

financial markets and in the restructuring of debt. The problem o f moral hazard which the British 

Empire attempted to avoid in the nineteenth century by restrained interventions, is created, authors 

argue, through the IMF, which creates an environment that encourages this sub-optimal behav-

In a letter written by Under Secretary Edmund Hammond to Mr. Hyde Clark.
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iour.^' In the next section one will look at the measures that IMF takes to prevent moral hazard and 

encourage effective debt control and restructuring.

IV

Modem Conditionality

During the period o f 1914-1939, the debts generated during the War and the Peace Treaty o f  Ver

sailles arrangements undermined the major European economies. The United Kingdom’s return to 

convertibility at the pre-1914 level in 1924 had catastrophic results for the economy o f Britain. 

The Dawes Loans maintained the reparations system and the beggar-thy-neighbour policies of 

protectionism. The Great Depression and countries breaking with the gold standard resulted in the 

creation of the Tripartite Agreement in 1936. This laid the foundations for a grander system that 

would regulate international currencies, moderate international economic policy and provide a 

system o f balance o f payments adjustments. The Bretton Woods Agreement o f 1944 brought these 

plans to fniition.^^

The imposition of conditions on borrowers is a standard practice in the world o f finance. IMF con

ditionality only applies to lending that goes beyond the reserve tranche. Lending capabilities are 

linked to the quotas o f the members o f the Fund. A member can make purchases o f IMF resources 

up to 200 percent o f its quota in a member’s currency, but the Fund does have the authority under 

Article V, Section 3 (b) (iii) and Section 4 to waive that limit. The tranche system used by the Fund 

is presented in Table 11.2 while the legal basis for IMF conditionality is outlined in Figure II.3.

Former Chief Economist o f the IMF, P rof Kenneth Rogoff, has vigorously argued that 

the IMF does not encourage moral hazard. See Finance and Development Vol. 39 No. 3 (Septem

ber 2003).

52 For the background o f the HICP and the Millennium Development Goals as discussed at the 
2000 UN Millennium Summit please see the United Nations Website: 
http://www.un.org/millenniumgoals. The Development Goals are:

Goal 1; Eradicate extreme poverty and hunger
Goal 2: Achieve universal primary education
Goal 3: Promote gender equality and empower women
Goal 4: Reduce child mortality
Goal 5: Improve maternal health
Goal 6: Combat HIV/AIDS, malaria and other diseases
Goal 7: Ensure environmental sustainability
Goal 8: Develop a Global Partnership for Development
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A country drawing on the Fund’s resources must follow the structural adjustment programme for

mulated by the IMF in order to fix the difFicukies of the balance o f payment. The Fund uses two 

types o f ‘conditionality’; low conditionality and high conditionality. The first is imposed on a 

country with minor problems of balance o f payment: in this case, the IMF does not challenge with 

measures to correct the problems. The second involves the implication of specific set of measures 

used to eliminate a country’s balance o f payments difficulties. According to the IMF, condition

ality seeks to ensure that the member’s economic policies are adequate to achieve a viable balance 

o f payments position and sustainable economic growth over a reasonable period. There are also 

other reasons that the Fund uses conditionality

a. the need to protect the fiind’s liquidity,

b . the possibility o f using the Fund’s superior information and experience to generate better 

designed economic and monetary programme and,

C. the need to protect the collective interest o f  all members.

Conditionality imposed on borrowers is a usual practice in the world o f borrowers and lenders. 

Logically a member that draws resources from the Fund would be inclined to use policies that will 

allow it to balance its budgets and to repay the IMF, and the Fund would be concerned about the 

protection o f its liquidity. The conditions imposed by the IMF have always been controversial, 

even during the negotiations over the operations of the Fund, when Keynes rejected the possibility 

of the IMF having excessive influence over member countries for access to lending facilities.

IMF conditionality has been altered according to intellectual fashion in economic theory. Even 

though conditionality was only formally introduced in 1969, in 1952, the newly created Stand-by 

Arrangement carried conditionality as instrument to be used for those applying beyond the first 

credit. From 1956, each instalment was approved on the performance o f the economy of the bor

rowing country as new condition. It is clear that in the original Articles o f Agreement, condition

ality was not included, but this apparatus was widely discussed before and after the IMF’s initial 

establishment. For instance, at the Conference Agenda Committee held in Atlantic City at the end 

of June 1944, the main point o f debate was conditionality. The White plan proposed the use of
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conditions on borrowing countries, but it was firmly rejected by the UK delegation; all the other 

member countries backed Keynes’ approach. Nevertheless, some o f the conditions presented by 

the White plan remained and later became Article V o f the IMF Agreements.

Despite the changes in IMF loan conditions over the years, conditionality is still based on a mone

tary-mathematical approach that was developed by Jacques Polak in 1957. This model has consti

tuted the core of the IMF financial programming and it is has been the centrepiece o f the lending 

analysis o f the IMF (Polak, 1998). Four equations constitute the core for the Fund’s ‘financial pro

gramming’ which is a set o f policy measures that intend to achieve certain economic targets in a 

relatively short , three-year, period. In preparing financial programming, the IMF assumption is 

that there is a stable relationship between financial and non-financial variables and that by control

ling the financial variables, one also controls the real side of the economy.

Conditionality works in such a way that it only applies to lending that goes beyond the reserve 

tranche. Lending capabilities are linked to the quotas o f the members o f the Fund. A member can 

make purchases o f IMF resources up to 200% o f its quota in a member’s currency, but the Fund 

does have the authority under Article V, Section 3 (b) (iii) and Section 4 to waive that limit. The 

tranche system used by the Fund is as follows:

Table II. 1

Amount o f Purchase IMF Holding o f M ember’s Cur

rency After Purchase

Purchase in Tranche

25% o f quota 100% o f quota Reserve Tranche

50% o f quota 125% o f quota First Credit Tranche

75% o f quota 150% o f quota Second Credit Tranche

100% of quota 175% of quota Third Credit Tranche

125% of quota 200% o f quota Fourth Credit Tranche

Source: Denters, Eric. Law and Policy o f IMF Conditionality. London: Kluwer Law International, 

1996. pp.43
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There are other facilities beyond the tranche system o f the General Resources Account. Many o f 

these lending facilities are for particular balance o f payments problems and are accompanied with 

their own legal considerations. The Compensatory/Contingency Financing Facility, Buffer Stock 

Financing Facility and the Enlarged Access Facility (replaced by the New Access Facility in 1992) 

are some of the special facilities under the General Resources Account. The Structural Adjustment 

Facility and the Enhanced Structural Adjustment Facility are outside the scope o f the General Re

sources Account, and also come with a different set of conditions. The many facilities offered by 

the Fund come with various forms o f conditionality. In the table below are outlined some of those 

facilities and their accompanying conditions:

Table II.2

Facility Purposes Conditions

Credit Tranche 
Policies

To give confidence to mem
ber by making the general 
resources of the Fund tempo
rarily available to them under 
adequate safeguards, provid
ing them with the opportu
nity to rectify their balance of 
payments problems with 
minimal domestic distur
bance.

Use o f resources is generally in accordance with the 
Articles and policies of the Fund. The member 
represents that it has a need to make the purchase 
due to issues relating to its balance o f  payments or 
reserves.

Reserve Tranche: Not subject to challenge
First Tranche: No performance criteria ap

plied
Upper Credit Tranche: M ember’s obser

vance o f performance criteria
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Extended Financ
ing Facility

To assist in situations where: 
An economy is suf

fering a serious balance o f 
payments imbalance, related 
to structural maladjustments 
in production and trade and 
where price and cost distor
tions have become wide
spread.

An economy that is 
characterized by slow growth 
and an inherent weak balance 
of payments position, pre
venting the pursuit o f an ac
tive development policy

The Fund’s conditions that must be satisfied:
(A) The solution of the balance o f payments 

problem will require a longer period (maximum o f 
3-4 years) than the period allowed under existing 
tranche policies.

(B) The member has presented:
1. A program, setting forth the ob

jectives and policies for the whole period o f the 
extended arrangement, and adequate for the solu
tion of the balance o f payments problem

2. A detailed statement o f the poli
cies and measures for the first 12 months, constitut
ing an initiation o f the program set forth to remedy 
the balance of payments problem is considered sub
stantial in the member’s circumstances.
The member is to present to the Fund a detailed 
statement o f the progress made and the policies and 
measures to be followed every 12 months.
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Enlarged Access 
Facility

Designed to assist a member 
facing serious payments im
balances that are large in 
relation to that member’s 
quota.

The Fund must be satisfied that:
(1) The member need financing from the Fund 

that exceeds the amount available to it in the four 
credit tranches and these problems require a rela
tively long adjustment period, with a maximum 
period of repurchase longer than the three to five 
years under the credit tranche policies.

(2) On the basis of a detailed statement of the 
economic and financial policies, that the member 
will follow the measures it stated during the period 
of the stand-by or extended arrangement, that the 
member’s program will be adequate for the solution 
of its problem and compatible with Fund policies 
on the use of its resources in the upper credit 
tranches or under the Extended Fund Facility.
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Compensatory 
and Contingency 
Financing Facil
ity

Financing o f deficits caused 
by:

(1 ) Temporary export 
shortfalls

(2) Adverse externa! 
contingencies

(3) Excess costs o f ce
real import

(4) Excess costs of oil 
import

The Fund must be satisfied that:
(1 ) The shortfall is short-term and is largely 

attributed to circumstances beyond the control of 
the member, (exogenous shocks)

(2) The member satisfies the conditions o f co
operation with the Fund

Structural Ad
justment Facility

Provides balance of pay
ments assistance on a uni
form, concession basis to low 
income developing members 
of the Fund in need o f assis
tance.

Resources should be provided in support o f a strong 
macroeconomic and structural adjustment programs 
that would remove obstacles to growth and make 
substantial progress towards achieving a viable bal
ance of payments position. The program must make 
assurances o f the timely repayment of the loans 
provided under this Facility.

Enhanced Struc
tural Adjustment 
Facility

This facility provides loans 
on a concession basis to low 
income developing countries 
in order to support balance of 
payments improvement pro
grams that are substantial and 
sustainable and foster 
growth.

Again, the same conditions for the SAF apply to the 
SAF, with the extended condition that the Fund 
must be satisfied that the member is making a sub
stantial and sustainable effort to strengthen its bal
ance of payments situation.

Systemic Trans
formation Facil
ity

This facility provides finan
cial assistance to members 
that are suffering fi-om bal
ance o f payments difficulties 
as a result o f severe disrup
tions to their traditional trade 
and payments arrangements.

The Fund must be satisfied that the member will 
cooperate with the IMF in order to find a solution to 
the problems it is facing. The member must issue of 
written statement, outlining the procedures, meth
ods, measures and intentions on a comprehensive 
adjustment program. This program must include 
quarterly targets for macroeconomic indicators. In 
addition to these conditions, the member must also 
take actions, which the Fund considers to be appro- 
oriate, prior to the facility coming into effect.

Source: Centers, Eric. Law and Policy o f  IMF Conditionality. London: Kluwer Law International,

1996, pp.47-49.

The table above illustrates the many different facilities that are used by the Fund to provided li

quidity to countries in need. Though it may appear that the conditions placed on these facilities are 

entirely products of soft law and have little by hard law to support them, that statement would be 

untrue. The Fund’s conditions do incorporate elements of soft law that are used to allow for room
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to manoeuvre but conditionality as a concept is firmly located in the hard law o f the institution. 

Article V, Section 3 was used to allow for requests for resources to be challenged, and it was the 

Fund’s power o f interpretation that was used to ensure that this concept was legitimised. The deci

sion came on March 17, 1948, with the French Executive Director opposing and the Belgian Ex

ecutive Director abstaining. The key line o f the decision reads as follows:

The phrase “consistent with the provisions o f this Agreement” in Article V,

Section 3, means consistent both with the provisions o f the Fund Agreement 

other than Article I and with the purposes of the Fund contained in Article I.

(quoted in Denters, 1996: 78)

Figure II. 1

Puipo.'ses: Requires release of 
resources "under adeqiiate 

safeguards” as stipulated in Article 
I (v); "adequate safeguards" are 

not limitative and give the Fimd a 
w^de discretion by interpretation.

PiTJvisiDus; Provisions in the Articles 
other than the pi^rposes fromulated in 

Article I, these "provisions" are 
limitative, technical and give the Fund 

Uttle discretion.

Article V, Section 3 (a)(i): Purchased 
currencies m ust be used for "currency 

payments w'hich are consistent wfith the 
provisions of this Agreement", interpretation 

of M arch 17, 1948: "provisions" include 
"provisions" and "purposes"

Source: Denters, Eric. Law and Policy o f  IM F Conditionality. London: Kluwer Law International, 

1996. p.79.

This interpretation received considerable support from the US Executive Director, who argued that 

the use o f Fund resources over a sustained period o f time was contrary to the aims o f the organiza

tion and therefore the member requesting such support could be turned down. The problem with 

this interpretation was that it was based on the concept o f the “aims o f  the Fund” which many 

members considered to be too vague and general and potentially present difficulties in the future. 

These fears were justified and the Fund has been accused on many occasions of utilizing concepts 

of conditionality which go beyond the boundaries either o f its Articles or o f international legal 

norms and enter the realm of ultra vires.
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IX

The Legal Considerations o f  IMF Lending: Soft Law and Ultra Vires

The Fund is in the unique position o f interpreting its own Articles o f Agreement. As expanded 

upon in the above chapter the Fund has developed this important tool over its history. One o f the 

most contested issues relating to IMF policies is the placing o f conditions on the use o f the re

sources of the Fund. In many situations the Fund does not even go as far as to place these condi

tions into hard law but uses soft law.^^ In this section one will explore the importance o f soft law, 

the legal considerations o f conditionality and the potential for these being considered ultra vires.

The policies relating to exchange rates and surveillance activity both fall under the heading of soft 

law. The Fund went even so far as to propose a “code of expectations” of members. The Second 

Amendment to the Articles of Agreement was accompanied by a collection o f three principles that 

were “specific”, so that these principles were provided with more precision and forcefulness than 

others, but were nonetheless not removed from the category of soft law.

A. A member shall avoid manipulating exchange rates or the international 

monetary system in order to prevent effective balance of payments adjustment 

or to gain an unfair competitive advantage over other members.

B. A member should intervene in the exchange market if  necessary to counter 

disorderly conditions which may be characterized inter alia by disruptive 

short-term movements in the exchange value o f  its currency.

The definition o f soft law is varied but due to the nature o f this book and the topic under 
discussion we will use the definition given by Joseph Gold, who as former General Counsel to the 
Fund, would be considered to give the most germane understanding of the topic.

...soft law expresses a preference and not a an obligation that states 
should act, or should refrain from acting in a specific manner. The underlying 
assumption is that behaviour, or forbearance from behaviour, in accordance 
with this preference will be directly beneficial to states or to an international 
organization to which they belong and therefore indirectly beneficial to the 
states that belong to it. (Gold, 1996: 301)
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C. Members should take into account in their intervention policies the inter

ests o f other members, including those o f  the countries in whose currencies 

they intervene. (Gold, 1996: 313)

These principles relate to the important area o f exchange rate intervention by national authorities. 

These principles are broken into two sections, one which is hard law (A) and the second which is 

soft law (B and C). In Principles B and C in particular is used a diction which indicates the soft 

law status of these sentences: “should intervene” and “should take into account” are used, indicat

ing a lack o f obligation to engage in these actions.

IMF surveillance relied upon the use of soft law diction to provide sufficient vagueness. Conclu

sions are not drawn by a group of Executive Directors but by the “Directors” in an undefined 

sense. The very use of the term “conclusions” as opposed to “decisions” is very important to the 

Article IV process. The diction o f the Fund in Article TV’s, agreements, statements and other 

documents is crucial since it provides the latitude required for the Fund to use its powers o f inter

pretation to accomplish its mission o f overseeing the world economy and bring members into 

compliance with exchange agreements. Again, the Fund uses these documents and the develop

ment of a “Fund Vocabulary” over the last sixty years as a crucial part o f the body of legal knowl

edge used by the organization. Travaia preparatoires must be examined or else the Fund would be 

ignorant o f its potential legal capabilities, which again outlines the importance of history to the 

IMF. The Fund has used this capacity on many occasions to work outside the conventional 

boundaries o f the Articles o f Agreement. Recommendations made by the Fund remain an area that 

is legally unresolved. The Fund had chosen to engage in the practice o f elected noninterpretation 

on matters relating to the binding character o f it recommendations under Article IV. This practice 

has been used many times to prevent disagreement and the potential detrimental effects o f such a 

disagreement between the Fund and members.

IMF lending has traditionally been accompanied by performance criteria, another aspect o f soft 

law used by the Fund. Performance criteria are not as rigid as the Articles, in that a breach o f these 

criteria will not be interpreted as a breach o f  obligation, unless a breach of these criteria will also 

include or result in a breach o f the Articles o f  Agreement. A breach of the performance criteria will
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result in that member’s access to Fund resources under the Stand-By Agreement being “inter

rupted” and the purchase o f those resources will only take place after that member has consulted 

the Fund and an understanding has been reached between the two parties. This may appear that a 

Stand-By Agreement forms a contract but it remains firmly in the area of soft law. The Fund ex

plicitly decided in 1968 that Stand-By Agreements were to avoid language having a contractual 

flavour and that they do not constitute international agreements. Access to IMF resources is the 

principal form o f coercion used by the Fund to maintain discipline amongst members using these 

facilities.U ltim ately , soft law was challenged by the United States in the early 1990s. The former 

Under Secretary for International Affairs at the US Treasury stated that the fluidity o f the interna

tional monetary system required informal coordination and cooperation between states, particu

larly the G-7 and that objectives could be achieved by mutual interest, peer pressure and not by the 

law. The Fund is still faced with a question: would firm law be more efficient or effective than soft 

law? Soft law, an important aspect of the international financial architecture requires national gov

ernment coordination and support to fijnction properly, reflecting the importance of the multilateral 

character o f the Fund

Ultra Vires^^

The Fund has often been accused o f behaving in a manner that would be considered beyond its 

remit. Conditionality, and its basis on a broad interpretation o f the Articles, has been the origin of 

many disputes between the organization and its members. The Fund’s powers o f interpretation 

assign to the organization sovereign powers that are almost without check, save by the members of 

the organization acting via the Board o f Governors or the Executive Board. The Fund cannot be 

held in tort or under head o f  liability. (Gold, 1991) Legally, the Fund is like the United Nations, a 

power in its own right that was designed to exist permanently. As a result, it has the capacity to use 

the treaty that brought it into existence to exercise the necessary flexibility to ensure the survival

Note that that Fund also, due to elected noninterpretation, has also placed the Structural 
Adjustment Facility and the Enhanced Structural Adjustment Facility under this umbrella of soft 
law.

Work by Dr. Lastra (Queen Mary, University o f  London) in her 2006 book, Legal Foun
dations o f  International Monetary Stability, provides a comprehensive and well presented outline 
o f all the potential complications and considerations o f the International Monetary Fund, especial
ly on the questions o f  conditionality, the right o f interpretation and legal structures related to the 
deployment o f the Fund’s 
resources.
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of the organization. The IMF was to be an economist’s lawyer, in the description o f an attorney 

given by Lord Keynes at the Bretton Woods Conference:

I want him to tell me how to do what /  think sensible, and, above all, to devise 

means by which it will be lawful for me to go on being sensible in unforeseen 

conditions some years hence, [original emphasis] (Keynes quoted in Gold,

1996: 408)

In addition to the powers afforded to the Fund by way of interpretation, decisions made by the 

Executive Board and by the Board o f Governors are part o f  the corpus juris o f  the IMF. This 

makes the decisions and interpretations, in particular of the Board of Governors final and not sub

ject to appeal or question, even if  individual members contest the decision or interpretation. This 

does not mean that decisions are made in a vacuum. The Fund is a political as well as economic 

organization, and decisions reflect the political world that the organization inhabits. The establish

ing o f performance criteria on Stand-By Agreements was the product of the political considera

tions. When first proposed in 1976, the political pressure was too great to take action, but by 1980 

the resistance had subsided allowing for the measure to pass. Interestingly, this decision relied on 

the interpretation that congruency was not required between the financial jurisdiction and the regu

latory jurisdiction o f the Fund. Political considerations do not always turn into delays but often 

turn into legal challenges, where accusations are used against the IMF claiming that measures or 

the lack thereof are in violation of the Articles. The very design and origin of the Fund can leave it 

open to these forms of criticism but the IMF has prevailed through the political storms it has en

countered, including assaults from the United States. Though the Fund attempts to remain unin

fluenced from blunt political pressure, it still is heavily influenced by it and its legal interpretations 

reflect this political background. Over the years these questions o f interpretation and the effects o f 

conditionality have resulted in the Fund being accused o f ultra vires. This is a charge that the Fund 

rejects since, within the interpretative framework that the IMF fiinctions, there exists sufficient 

latitude to engage in these actions in order to accomplish the aims of the organization set out in the 

Articles of Agreement. At the very core o f all IMF activity, this view o f the role o f the Fund as 

Keynes’ lawyer has been the driving force behind the legal interpretations and regulations created
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over the past sixty years. It may be said that the Fund has economic ideas -  its purpose is to pro

tect them within a legal shell in order to make those ideas a reality.

The Paris and London Clubs

In addition to the IMF, there are two informal groups that are concerned with debt defaults and 

restructurings. (The IMF and the informal creditor clubs have the ability to consider and act upon 

matters of debt restructuring.) The SAF and ESAF o f the IBRD and the IMF were extremely im

portant tools used in the Latin American debt crisis. The advantage of the IBRD and the IMF is the 

fact that they exist as permanent quasi-govemmental institutions. The system o f conditionality put 

in place by the IMF and IBRD provides consistent guidelines for debtors and creditors.

The London and Paris Clubs are groupings that exist through strategic consensus. The London 

Club considers all bank-held debt by private creditors. The Paris Club is a larger collection of 

creditors and was created in 1956 during the Argentine debt restructuring and is made up of offi

cial creditors. The Paris Club has conducted most large restructuring agreements during extraordi

nary meetings. The members of the Paris Club are Austria, Australia, Belgium, Canada, Denmark, 

Finland, France, Germany, Ireland, Italy, Japan, Netherlands, Norway, Russian Federation, Spain, 

Sweden, Switzerland, United Kingdom, United States o f America. The importance o f the Paris 

Club is that it acts as a method o f crisis management. The IMF, World Bank Group, OECD, UNC

TAD, European Commission, African Development Bank, Asian Development Bank, European 

Bank for Reconstruction and Development and the Inter-American Development Bank are all 

partner institutions to the Paris Club and assist it in the restructuring process.

The Club expects quick responses and agreements are typically concluded after two days o f nego

tiations in Paris. (Suter, 1992) The median number o f meetings and agreements required by debtor 

countries is three. Many times, endemic economic weakness has allowed the Club meetings to be 

shortened since many o f the issues are already apparent before the default or call for restructuring

86



takes place. The IMF and IBRD adjustment facilities, in addition to bringing access to balance of 

payments loans, allow creditors to apply indirect pressure to debtor countries. (Suter, 1992)

Seventy-seven percent of all restructuring agreements between 1945 and 1986 were accompanied 

by an IMF adjustment facility. (Suter, 1992) As the 1980s progressed, terms issued by creditors o f 

the Paris Club became more accommodating, allowing a change from 10-year maturities to 25 

years and a 10-year grace period and in special cases certain loans were turned into grants. Banks 

also moved towards better terms with debtor nations with a 0.5 percent drop in interest rates be

tween 1985 and 1986. The typical interest rate delivered by banks during a restructuring was 

moved from 1.94 percent to 1.47 percent above LIBOR. In addition banks lengthened maturities to 

9.6 years from 7.1 and increased grace periods by half a year to 3.6 years. (Suter, 1992) Overall, 

the key features o f the Clubs are to provide rapid and rather provisional agreements to restructure 

debt. The international financial institutions, most notably the IMF, impose the necessary eco

nomic duress that creditors desire but lack the legal jurisdiction to enforce. Finally the London and 

Paris Club both have softened their stances with respect to debtor countries, a policy which they 

continue to engage with under the HICP initiative.

V

Recent Changes to IMF Conditionality

Recent political changes have caused the IMF to readdress its conditionality agreements. The 

Heavily Indebted Poor Country Initiative (HIPC) (1996), Multilateral Debt Relief Initiative 

(MDRI) (2005) and Millennium Development Goals (MDGs) (2000) radically altered the interpre

tation o f the role of the IMF as an actor in international economic development. The previous legal 

environment where the IMF was not subject to any laws or jurisdictions except that o f the IMF 

itself via its Board o f Governors was weakened with IMF approval o f the MDGs. A process of 

reassessment o f conditionality is part o f the repositioning o f the IMF towards more development 

orientated objectives.

The Review o f  the 2002 Conditionality Guidelines (2005) provides a good example o f the review 

procedures that the IMF has undertaken in its assessment o f conditionality. The conclusion o f the
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Executive Directors of the IMF was that future programmes must maintain viability. It was agreed 

that:

...external viability remains a core objective o f Fund-supported programs. Fund re
sources are made available to member countries to correct balance o f payments 
problems, while easing the burden o f adjustment and helping to replenish interna
tional reserves. Directors noted that anchoring external adjustment in medium-term 
debt sustainability allows for a better balance to be struck between putting external 
debt dynamics on a more sustainable path, thus reducing vulnerability to future cri
ses, and rapid external adjustment, which may entail adverse consequences for eco
nomic activity.
(IMF. IM F Executive Board Discusses Program Design. IMF Public Information 

Notice No. 05/16. 8 February 2005.

http://www.imf org/extemal/np/sec/pn/2005/pn0516.htm. Accessed: 20 September 

2007 at 14h05.)

The streamlining o f the conditionality system began with the implementation of the Poverty Re

duction and Growth Facility (PRGF)^® as a replacement for the Enhanced Structural Adjustment 

Facility (ESAF) in 1999.^^ The focus o f IMF programmes moved more towards ownership, sus

tainability and effectiveness. Since 2000 the number o f PRGFs has fallen but programmes under 

the General Resources Account continue to remain at the same level o f members. The results of 

the PRGFs has been to add a greater degree o f ownership to the programmes that the IMF makes 

conditional upon its lending. The review finds that greater levels o f transparency have resulted 

following streamlining and Performance Criteria waivers have not reduced in number in the 

PRGFs and have actually increased for countries under the GRA lending facility. These waivers 

were typically used ex post, which was a matter o f concern to the IMF staff. Broadly speaking, the 

PRGFs were seen as an improvement on the ESAFs of the past.

The Review did highlight a few recommendations for improvements to the streamlining 

process. Concerns continued to be raised on the effectiveness o f the structural changes under 

the PRGFs and introducing greater clarity to objectives. The programmes should avoid mi

cromanagement and improvements should be made in ex ante policy formulation to prevent 

ex post Performance Criteria waivers. Some recommendations were more generous timeta-

The Policy Support Instrument (PSI) provides the expert assistance that accompanies a
PRGF but without the lending. It is designed to provide technical support to countries with limited
economic management resources.
57 This is known as the “Streamlining” initiative on conditionality in the IMF.
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bles for growth, floating tranches and writing greater manoeuvrability into the conditionality 

policies. The most serious recommendations came with respect to process and ownership. In 

a recent statement, the IMF announced that process was a difficult area. Although staff ap

parently made strong efforts to pursue ‘good processes’, these processes did not serve as a 

guarantee to effective implementation. It observed that authorities rarely undertook to write 

the first draft o f letters o f intent, but might nonetheless play an active role in programme 

design. Development o f  policy options by staff could potentially improve process, but own

ership would remain a moot point. Nonetheless, ‘substituting conditionality for ownership is 

not the answer’. Assessing risks in these cases would be difficult, which might lead to a ten

dency to set many conditions— especially prior actions and PCs, so that ‘in some o f these 

cases, greater selectivity and judicious use o f  staff-monitored programs might be preferable’. 

(IMF, 2005: 4-5).

The developments in conditionality from the ESAFs to the PRGFs have been positive, and this 

first review of the changes will continue to provide more efficient and effective solutions to debt 

restructuring. As the MDGs become more important to debt handling, changes to institutions like 

the IMF, IBRD and the Paris Club are taking place in how debtor countries are being considered 

by creditors.

89



Chapter Three

Internal Governance o f the IMF 

Introduction

As the last two chapters have looked at the development of IMF from a historical and conditionali

ty point o f view, this section will look closely at the actual structures of the Fund. The Articles of 

Agreement provide the basic building blocks o f not only the legal structures o f the organisation but 

also how day-to-day operations are performed. The Executive Board runs the Fund and those 

board members come from 24 constituencies representing all 185 members. Decisions are made by 

the Executive Board and by the Board of Governors, with many of these decisions requiring spe

cial majorities, with the 85% majority required for large lending agreements, quota changes or 

other fiindamental changes to how the IMF performs its operations. The system o f quotas deter

mines the voting powers of different nations. The US retains a veto by virtue of having the largest 

quota and therefore the largest voting power at 16.79%. The system o f quotas is explained in this 

section in detail. This is for two reasons; one is to show how the debate over quota reform has 

been shaped over the past few years and second to show how the quota system is now based on a 

mixture o f economic theory, statistical analysis and institutional history. The quota system is high

ly complex but still shows the signs of its political origins. The Cooper Report (QFRG) outlines 

some o f the ideas that were put forward on simplifying the system o f quotas. The Kelkar plan at

tempted to incorporate a population factor into the system. The IMF continues to engage with a 

comprehensive programme of quota and voice reform. The crucial fact that is clear in the Articles 

o f Agreement is that a change in the quotas, and therefore voting power would require an 85% 

majority. Since the majority o f  these proposals would eliminate the present US veto, the US would 

have to vote in favour o f removing its own veto and therefore diminish its own power.

The extensive detail presented in this chapter is to help the reader understand the complex system 

of quotas and how it links to IMF lending and governance. The IMF, as is made clear in its devel

opment o f conditionality, must be responsible with the funds at its disposal. The present quota- 

voting system is the embodiment o f that rationale. The alternative argument is that the IMF is a 

multilateral organisation with responsibilities and powers that are a concern o f all members. In a
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changing economic environment certain actors feel that they are not properly represented. The 

changes made to the Chinese, Korean, Turkish and Mexican quotas reflect how the IMF is trying 

to come to grips with these new realities while operating a system that is still connected to the real 

politik  o f the Second World War. The recent Crockett and Malan Reports are outlined in this 

chapter as well, since their findings have real implications for the Articles o f Agreement, the 

quota-voting system and the general conduct of business within the IMF. The Fund, at this most 

technocratic level, can be seen for what it is, a legal entity steeped in a historic institutional struc

ture that is dominated by economic thought and political realities. This will be the conclusion to 

Section 1 and set the stage for Section 2 o f this thesis.

I.

Articles o f Agreement

The original Articles o f Agreement o f the International Monetary Fund were based on the concept 

o f multilateral trade and a fixed exchange rate mechanism. Much has changed since then and the 

Articles have been amended three times, but the first Article that spells out the aims of the IMF has 

never been altered. The rights and responsibilities o f member countries are expressed in the thirty- 

one Articles o f Agreement. Membership, quotas, subscription and general obligations concerned 

with exchange arrangements are outlined in Articles II, III and IV. Under Article IV, known as the 

Article o f Consultation, the IMF exercises surveillance over the exchange rate policies o f members 

and oversees the international monetary system. Operations and procedures o f financial transac

tions are stated in Article V; this article also gives authority to the Fund to adopt policies over the 

use of financial resources. In other words, the IMF is authorised by Article V to impose condition

ality in borrowing countries. Article VI expresses the obligations of member countries that were 

declared ineligible to use the general resources o f the Fund. Article VII is concerned with details 

pertaining to holding a m ember’s currency in the General Resource Account, stating two steps that 

a member could follow: first, the Fund could borrow from a member currency from inside or out

side its territory; second, the member country could sell its currency to the Fund for Special Draw

ing Rights^*. General obligations including the obligation o f a member country to provide with

Special Drawing Rights is an international reserve asset introduced by the IMF in 1969. 
The value o f the SDR was originally defined as equivalent to 0.888671 grams o f fine gold, which 
at the time was also equivalent to one U.S. dollar. Today, the valuation process complies the value
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necessary information about activities and national data to the Fund are included in Article VIII. 

General regulations about organisation and management, Special Drawing Rights, relations with 

other international institutions are, amongst other operations, included in the Articles o f Agreement 

(see Table III.l).

Obligations o f  IMF members have increased over the years and the original Articles have been 

amended in different occasions:

First amendment to the Articles of Agreement was in July 1969. This modification was a 

response to the shortage o f international liquidity. In this context, the creation of a Special Draw

ing Rights department was necessary on order to create the first international reserve assets known 

as Special Drawing Rights (SDR), which came too late to prevent the breakdovra o f the Bretton 

Woods system.

Second amendment took place in April 1978, when as a result o f sharp fluctuations in the 

exchange rate system, many countries started to anchor their domestic currency to one o f the three 

main currencies; the US dollar, Japanese yen and Deutsche mark.^^ The aim of this amendment 

was to formalise this approach and to establish the right of member countries to adopt an exchange 

rate arrangement o f their choice. As a result of this amendment, the IMF took the surveillance 

role, focusing on the international coordination of monetary and exchange rate policies.

Third amendment to the Articles was agreed in November 1990, the purpose of which 

was to concur over the suspension of voting and relating rights o f those member countries in ar

rears, and to agree about the increase o f members’ quotas by 50 percent. It became effective in 

November 1992.

As a result o f  the recent international financial crises, a number of criticisms o f the health of the 

international financial system have put pressure on the IMF to modify the Articles of Agreement 

for the fourth time. A number o f changes have occurred since, but these changes have not included 

amendments o f the Articles. In October 1998, the Fund’s governors approved changes to increase

o f four currencies: euro, Japanese yen, pound sterling, and U.S. dollar. The composition o f the 
basket is reviewed every five years to ensure the weight assigned to each currency reflects its rela
tive importance in the world’s trading and financial systems. On that basis, the IMF calculates the 
SDR interest rate which is charged for the loans conceded to member countries.

There is at present no major currency peged to the Japanese yes, but it was and remains a very 
important international currency. Please see Isard (2005: 34-55) for more details.
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transparency, consolidation o f banking supervision, progress towards capital liberalisation, and 

partnership with the private sector. Under Horst Koehler’s management the IMF performed impor

tant changes, which included a more careful approach to opening developing economies to global 

capital flows and the inclusion o f collective action clauses in sovereign debt contracts, the latter 

being the indirect result o f strong Fund advocacy o f a sovereign debt restructuring framework. The 

sum o f these changes suggests a meaningful evolution in the institution, yet there are other impor

tant issues such as market imperfections and the failure to address development amongst the poor

est, these are the challenges the IMF faces today. Table III.l 

Articles of Agreement
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Source: International Monetary Fund, Articles o f  Agreement o f  the IMF, 2007.

Table III.2

Article I o f Agreement o f the International Monetary Fund 

Article I - Purposes

The purposes o f the International Monetary Fund are:

(i)

To promote international monetary cooperation through a permanent institution which provides the 

machinery for consultation and collaboration on international monetary problems.

(ii)

To facilitate the expansion and balanced growth of international trade, and to contribute thereby to 

the promotion and maintenance o f  high levels o f employment and real income and to the devel

opment o f the productive resources o f all members as primary objectives of economic policy.

(iii)

To promote exchange stability, to maintain orderly exchange arrangements among members, and 

to avoid competitive exchange depreciation.

(iv)

To assist in the establishment o f a multilateral system o f payments in respect o f current transac

tions between members and in the elimination of foreign exchange restrictions which hamper the 

growth of world trade.

(V)

To give confidence to members by making the general resources of the Fund temporarily available 

to them under adequate safeguards, thus providing them with opportunity to correct maladjust-
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ments in their balance o f payments without resorting to measures destructive o f national or inter

national prosperity.

(V i)

In accordance with the above, to shorten the duration and lessen the degree o f disequilibrium in 

the international balances o f payments o f members.

The Fund shall be guided in all its policies and decisions by the purposes set forth in this Article.

Source: International Monetary Fund, Articles o f  Agreement o f  the IMF, 2007.

Table III.3

Quota and Voting Power o f the 10 largest and 10 smallest IMF members

Quota QUOTA VOTES VOTES

Member SDR Percent N um ber Percentage

Basic Votes 
as Percen

tage of Total 
Votes

10 largest contributors
United
States 37149300000 17.14 371743 16.83 0.06725%
Japan 13312800000 6.14 133378 6.04 0.18744%

Germany 13008200000 6 130332 5.9 0.19182%
France 10738500000 4.95 107635 4.87 0.23227%
United

Kingdom 10738500000 4.95 107635 4.87 0.23227%
China 8090100000 3.73 81151 3.67 0.30807%

Italy 7055500000 3.26 70805 3.21 0.35308%
Saudi Arabia 6985500000 3.22 70105 3.17 0.35661%

Canada 6369200000 2.94 63942 2.89 0.39098%
Russian

Federation 5945400000 2.74 59704 2.7 0.41873%
Netherlands 5162400000 2.38 51874 2.35 0.48194%

10 smallest contributors
Antigua and 

Barbuda 13500000 0.010 385 0.020 64.935%
Belize 18800000 0.010 438 0.020 57.078%

Cape Verde 9600000 0.004 346 0.020 72.254%
Comoros 8900000 0.004 339 0.020 73.746%
Bhutan 6300000 0.003 313 0.010 79.872%
Kiribati 5600000 0.003 306 0.010 81.699%
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Marshall
Islands 3500000 0.002 285 0.010 87.719%

Micronesia, 
Federated 
States o f 5100000 0.002 301 0.010 83.056%

Palau 3100000 0.001 281 0.010 88.968%
Sao Tome 

and Principe 7400000 0.003 324 0.010 77.160%
Tonga 6900000 0.003 319 0.010 78.370%

Liberia4 71300000 0.030 0 0.000 N/A
Zimbabwe 5 353400000 0.160 0 0.000 N/A

Total Mem
bers 185

Total Quotas 2.12794E+13
Total Votes 2169193.00

(4) Liberia's voting rights were suspended effective March 5, 2003 
pursuant to Article XX17, Section 2(b) o f  the Articles o f  Agreement.

(5) Zimbabwe's voting rights were suspended effective June 6, 2003 
pursuant to Article XXl'I, Section 2(b) o f  the Articles o f  Agreement.

Source; International Monetary Fund (www.imf.org) and Author’s Calculations, 2007.

II

Organisation and Management o f the IMF

As one o f the central institutions o f  the international monetary system, the IMF is involved in three 

main activities. These are: the provision o f financial resources to member countries, surveillance 

over the international monetary system; and technical assistance for its members. These operations 

are managed from the IMF headquarters located in Washington DC. The Fund has a Board of 

Governors, an Executive Board and a Managing Director that are supported by 2,650 staff mem

bers. The highest authority o f the IMF is the Board o f  Governors. However, the Executive Board 

in coordination with the Managing Director makes most decisions. The four divisions (Area De

partment, Functional and Special Services Department, Information and Liaison, and Support Ser

vices), which respond directly to the Managing Director, carry out the IMF operations. The opera

tional body is composed o f 17 departments, 8 offices and an institute that offers training in eco

nomic management to officials o f the Fund’s member countries. A new office and two committees 

have recently been incorporated at managerial level: the Independent Evaluation Office (2001), the
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International Monetary and Financial Committee (2003) and the Joint IMF-World Bank Develop

ment Committee (2003).

Figure III.4

Organisation Chart of International Monetary Fund
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Figure III.5

The Largest 10 Members (Voting Power) of the IMF
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*Vb of Total Quota-Voting Power

nor is the minister of finance or the governor of the central bank of the member country. According 

to Article XII o f the Agreement, the Board of Governors should decide on major policy issues. 

Major policy decisions are typically discussed at the International Monetary and Financial Com

mittee (IMFC) which is the formalised version o f the former A d Hoc Committee. The topics under 

discussion and the actions taken at the IMFC during the Spring and Annual Meetings closely re

flect the economic agenda o f the G-7/8.*° The day-to-day decision-making is delegated to the Ex

ecutive Board. The Board of Governors meets twice a year to decide matters such as strategic pol

icy initiatives (i.e. the MDRI in 2005) the election o f new members or changing the quotas. In 

recent years this gathering has turned into one o f the most important meetings o f state actors and 

the private financial elite.

The Executive Board comprises twenty-four Executive Directors and twenty-four Alternate Direc

tors, each pair representing a constituency; eight o f these pairs are representatives of the largest 

contributors to the IMF. The five countries with the largest quotas (the United States, Japan, Ger

many, France, and the United Kingdom) are automatically granted their own seats (i.e. a single

Due to the composition o f the IMFC largely reflecting that o f the G7/8 and the focus of the 
IMFC on matters o f international economic importance, it is only natural that the agendas o f the 
G7/8 and the IMFC are similar. For support of this statement please see (Isard, 2005: 53-4, 87) and 
Woods (2006: 191).



member constituency) on the Board as per the Articles. Saudi Arabia has a place in the board as it 

provides significant quota income to the IMF, while China was allocated a place to politically 

smooth its path to membership. Russia also possesses a single member constituency seat on the 

Executive Board. The other sixteen Executive Directors are elected for two-year terms by groups 

o f countries, known as constituencies. The chairman of the Executive Board is also the Managing 

Director o f the IMF. The Executive Board is the body that drives policy in the IMF. It is in charge 

o f the formulation and decision o f the facility programmes, economic policies and methods o f sur

veillance.

The Managing Director is the chief o f the IMF staff and is elected by the Executive Board for a 

renewable 5-year term. The Managing Director directs the activities of the IMF under the direction 

of the Executive Board and is assisted by a First Deputy Managing Director and two other Deputy 

Managing Directors. On May 4, 2004 Rodrigo Rato (Spain) was appointed Managing Director and 

Chairman o f the Executive Board, as Horst Kohler (Germany), who was appointed on May 1, 

2000 as Managing Director, formally resigned on March 4, 2004 and was replaced by Mr. Rodrigo 

Rato of Spain. The other Managing Directors o f the Fund were: Camille Gutt (Belgium, 1946-51), 

Ivar Rooth (Sweden, 1951-56), Per Jacobsson (Sweden, 1956-63), Pierre-Paul Schweitzer (France, 

1963-73), H. Johannes Witteveen (Netherlands, 1973-78), Jacques de Larosiere (France, 1978-87) 

and Michel Candesus (France, 1987-2000).

Mr. Rato, who is the ninth Managing Director o f the Fund, declared his intent to resign (28 June 

2007) from the Managing Directorship o f the International Monetary Fund following the 2007 

Annual Meetings.^' The selection process for the Managing Director has always been a compli

cated political drama. This latest process has elicited some responses from Civil Society and some 

o f these were outlined in the Fund’s Civil Society Newsletter (August 2007).

It observed that the worldwide publicity surrounding De Rato's resignation had produced 

international headlines and prompted calls for an open and transparent selection process for 

the next Managing Director. Civil society organizations (CSOs), such as Oxfam Intemation-

IMF. IMF Managing Director Rodrigo de Rato to Leave Following the 2007 Annual 
Meetings. Press Release No. 07/147. June 28, 2007. 
http://www.imf.org/extemal/np/sec/pr/20G7/pr07147.htm
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al, urged the IMF to “open up the playing field” and consider candidates from developing 

countries. European CSOs called on governments in Europe to “act proactively to propose 

steps to empower those voices that have too long been silenced in the governance o f the 

global economic system.” UK CSOs, including Oxfam, ActionAid, Christian Aid, the New 

Economics Foundation, and the Bretton Woods Project, called on the UK government and its 

European partners to end the tradition o f European governments appointing the Managing 

Director of the IMF and the U.S. government appointing the President o f the World Bank.

The IMF Board's statement received support from the Group o f 24 developing countries 

(G24), which includes China, India, and Brazil. The G24 called on advanced nations to re

spect the IMF Board's proposed approach for a transparent selection process, without bias in 

favour of a European candidate.

After de Rato's resignation, European Union finance ministers met and agreed to 

support French President Nicolas Sarkozy's nominee, Dominique Strauss-Kahn, a 

former French finance minister. Although developing country officials have indi

cated that they are interested in putting forward a candidate, so far no other names 

have been announced. (IMF, 2007d:

http://vm w.im f org/Extemal/NP/EXR/cs/eng/2007/081707.htm)

The Executive Board in a communication from the 12* of July 2007 made it clear that they were 

aware o f the concerns that various government and non-governmental actors had about the Manag

ing Director Process:

"The Executive Board has decided to adopt a process for selecting a successor to 

the current Managing Director, Rodrigo de Rato, by establishing a candidate profile 

and a selection procedure for the next Managing Director. Specifically:

1. The successftil candidate for the position o f Managing Director will have a dis

tinguished record in economic policymaking at senior levels. He or she will have an 

outstanding professional background, will have demonstrated the managerial and 

diplomatic skills needed to lead a global institution, and will be a national o f any of
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the Fund's 185 members. As chief o f the Fund's staff and as Chairman o f the Execu

tive Board, (s)he will be capable o f providing strategic vision for the work o f a high 

quality, diverse, and dedicated staff; and will be firmly committed to advancing the 

goals o f the Fund by building consensus on key policy and institutional issues, in

cluding through close collaboration with the Executive Board, under whose direc

tion (s)he will fulfill his or her responsibilities. (S)he will have a proven under

standing o f the Fund and the policy challenges facing the Fund's diverse global 

membership. (S)he will also be an effective communicator.

2. An individual may be nominated for the position o f Managing Director by an 

Executive Director. An Executive Director may nominate nationals of any o f the 

Fund's members. Any nomination shall be communicated to the Executive Board 

through the Fund's Secretary. The nomination will be held in confidence by the Ex

ecutive Board until the Dean, who is the longest-serving member o f the Board, on 

behalf o f the Executive Board, obtains confirmation from the nominee o f his or her 

willingness to be considered as a candidate. The nomination period will commence 

immediately and will close on August 31, 2007.

3. In September, the Executive Board will consider the candidate(s) who have been 

nominated on the basis of the above candidate profile, without geographical prefe

rences. As an initial step, the Executive Board will meet with the candidate(s) in 

Washington, D.C. Thereafter, the Executive Board will meet to discuss the strengths 

of the candidate(s) and make a selection. Although the Executive Board may select 

a Managing Director by a majority of votes cast, the objective o f  the Executive 

Board is to select the Managing Director by consensus." (IMF, 2007c: 

http://www.imf org/extemal/np/sec/pr/2007/pr07159.htm)

As indicated above there were many concerns voiced by non-governmental organisations and 

member states about the “conventional” process o f Managing Director selection. The European 

nomination went to Mr. Dominique Strauss-Kahn o f France. Mr. Strauss-Khan, whose career has 

been as a politician and as a government minister for the Socialist party, has attempted to lobby
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different member states for support. His nomination was put forward by the European Union 

grouping o f members. This process of nomination is through the IMF constituency where the state 

that is the presiding President o f the European Union is located. Mr. De Rato was nominated by 

Ireland in 2004 during the Irish Presidency o f the European Union*^ and Mr. Strauss-Kahn was 

nominated by the European Union group o f Finance Ministers via the Portuguese Presidency fol

lowing a meeting on the 10**' o f July 2007. The UK’s Alistair Darling voiced some objections to 

the n o m in a tio n .M r. Strauss-Kahn began the process of lobbying shortly after the announcement 

o f  his nomination and the IM F’s statement on the process o f Managing Director selection made on 

12 July 2007 (Press Release 07/159, found above) outlining the required characteristics o f  a candi

date for the position. According to the Financial Times, Mr. Strauss-Kahn has organised visits to 

the finance ministers o f Afi'ica and he intends on continuing his campaign with visits to Japan, 

China, India and Russia. The US Bush Administration formally supported Mr. Strauss-Kahn fol

lowing a meeting with US Treasury Secretary Paulson.^ The apparent ease by which Mr. Strauss- 

Kahn was to obtain the position o f Managing Director was complicated by the nomination by Rus

sian President Vladimir Putin o f former Czech Prime Minister and Czech National Bank Governor, 

Josef Tosovsky, on the 22"“* o f August 2007. Mr. Tosovsky’s nomination was praised by some, 

most notably Brazil^^, but he was firmly rejected by the Czech Premier Mirek Topolanek (the 

Czech Republic being part o f the European Union).*® President Putin and his Executive Director at 

the IMF (Mr. Aleksei Mozhin) have made statements that show their displeasure at the candidacy 

o f Mr. Strauss-Kahn, who was considered to be inadequate to the demands of the role of Managing 

Director o f the International Monetary Fund.*’ According to the 25 August 2007 Financial Times

Nomination o f Mr. Rodrigo Rato for vacancy o f Managing Director of the IMF 
http://www.finance.gov.ie/viewdoc.asp?DocID=2074&CatID=l&StartDate=01+J 
anuar\^+2004&m=. Accessed 22 August 2007 at lOhOO.
“  Parker, George & Pan Kwan Yuk. “Strauss-Kahn Gets IMF Nomination.” Financial
Times. 10 July 2007. http://www.ft.eom/cms/s/7e9177a0-2ecb-l 1 dc-b9b7-0000779fd2ac.html. 
Accessed: 27 August 2007 at 12h00.
^  Freeland, Chrystia & Edward Luce. “Bridging Poverty Gap Should be IMF Priority.”
Financial Times. 27 July 2007. http://www.ft.com/cms/s/0/fac0b26a-3c8f-11 dc-b067- 
0000779fd2ac.html. Accessed: 27 August 2007 at I2hl4.

Reuters. “Brazil Welcomes Open IMF Leadership Race: Report.” 24 August 2007. 
http://www.reuters.eom/article/bondsNews/idUSL2468905920070824. Accessed: 27 August 2007 
at 13hl5.

Belton, Catherine, Katka Krosnar & Stefan Wagstyl. “Russia Nominates Own Candidate 
for IMF.” Financial Times. 22 August 2007. http://\vw\v.ft.com/cms/s/0/78253ac6-509c- 
1 Idc-86e2-0000779fd2ac.html. Accessed: 27 August 2007 at 13hl5.

Luce, Edward. “Russia Says IMF Cadidate Lacks Key Skills.” Financial Times. 25 Au
gust 2007. http://www.ft.eom/cms/s/0/12632b4e-52a4-l Idc-a7ab-0000779fd2ac.html. Accessed:
27 August 2007 at 13hl5.
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interview with the Russian Executive Director, Aleksei Mozhin, the IMF is facing a crisis o f le

gitimacy, most especially with developing countries and Mr. Strauss-Kahn lacks the necessary 

technical skills for the position. Mr. Tosovsky has had a distinguished career as a policymaker. 

When he was Governor o f the Czech National Bank he was awarded “Central Banker o f the Year” 

by Euromoney magazine in 1993 and is considered to be the man responsible for Czech anti- 

inflationary policies and the introduction o f convertibility o f the Czech currency.^* Despite his 

qualifications his nomination has been seen as an example of Russia’s desire to once again engage 

in international power politics.*^ This is largely in keeping with President Putin’s view o f the cur

rent state o f international financial institutions. In a recent speech to the St. Petersburg Interna

tional Economic Forum (following the G-8 summit at Heiligendamm) President Putin outlined 

some o f his concerns and suggestions for the future operation o f the international economic and 

political system.™

The selection process for the new Managing Director of the IMF has proven to be a politically 

charged matter in the past but in these circumstances politics takes on a much larger meaning. The 

economic ascent o f China and India along with the revival of Russia and a difficult geopolitical 

situations existing in the Middle East and growing tensions between the United States and Russia^' 

has placed the role o f the IMF and its leadership in a new light. The IMF, its role, reform and fu

ture will be largely determined during the tenure o f the next Managing Director. The Medium- 

Term work-plan that Managing Director Rato began has yet to be completed, with decisions relat

ing to the Crockett Report (2007), the Malan Report (2007) and the reform of the quota-voting 

system still pending. The 20-22 October 2007 Annual Meetings of the IMF and the World Bank 

will provide the Fund with the answers to many o f these crucial questions.

A brief biography of Mr. Tosovsky can be found at the following location:
Czech National Bank. Overview o f  Representative o f  the CNB. 

http://www.cnb.cz/www.cnb.cz/en/cnb archive/cnb archiv guvemeri.html. Accessed: 27 August 
2007 a tl4 h l0 .
® Czech New Agency (CTK). “Foreign Press on Tosovsky Candidacy.” Prague Daily Mon
itor. 24 August 2007. http://launch.praguemonitor.eom/en/l 55/czech business/11245/. Accessed:
27 August 2007 at 14hl0.
™ Putin, Vladimir. Speech at the X I  St Petersburg International Economic Forum. St. Pe
tersburg. 10 June 2007.
http://www.kremlin.ru/eng/speeches/2007/06/10/1823 tvpe84779 133777.shtml. Accessed: 17 
August 2007 at 1 lh l3 .
”  See President Putin’s speech to the 43"** Munich Conference on Security Policy, 10 Feb
ruary 2007.
http://www.securitvconference.de/konferenzen/rede.php7menu presse=&menu 2007=&menu ko 
nferenzen=&sprache=en&id=l79&. Accessed 27 August 2007 at 13hl5. Also the BBC commen
tary on the event: Watson, Robert. “Putin’s Speech: Back to the Cold War?” BBC News. 10 Febru
ary 2007. http://news.bbc.co.Uk/2/hi/europe/6350847.stm. Accessed 27 August 2007 at 13hl5.
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Ill

The Staff & Organisation

An international staff o f approximately 2,650 provides support for the operations and activities of 

the IMF7^ The three primary activities o f the IMF mentioned above have three main levels: na

tional, regional and global. At national level, the IMF staff is involved with the evaluation, review 

and analysis o f the economy o f each member. Usually a team of economists visits a country to 

collect economic and financial information’ ;̂ as a result a Country Report is produced. On the 

basis of this report, the IMF advises the country member on how its policies may be improved to 

allow the more effective pursuit o f  goals. The conditions o f the IMF loans are based on the appli

cation o f the economic policies advised by the Fund and the macroeconomic performance o f the 

country. The Country Report, however, follows a long internal process where the Executive Board 

and management discuss the analysis done by the staff, then the IMF Chairman o f the Executive 

Board summarizes. The assessment of the IMF is mainly at macroeconomic level, focusing also on 

fiscal policies, national budget management and the exchange rate.

The IMF staff and management also participate in discussions on policies o f regions and groups 

such as G-7 and the Asia-Pacific Economic Cooperation forum. The World Economic Outlook, 

published twice a year, enables the International Monetary and Financial Committee to produce 

instruments o f global surveillance. The Executive Board holds frequent infonnal discussions on 

world economic and market developments. The Board o f Governor approves major policy issues, 

the Executive Board is responsible for day-to-day activities, and both ultilise a weighted voting 

system. This voting system has become very controversial, and will be examined in the next sec

tion in further detail.

Some Recent Developments

The IMF staff allocations reflect the quotas o f countries. The larger the quota the more 
likely there will be a greater number o f staff members from that country. Though not a written rule 
is taken as a generally accepted nonn within the Fund.

According to Article IV of the Agreement all members should contribute in the recollec
tion o f economic and financial data by the IMF staff.
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The 2007 Crockett and Malan Reports analysed some of the more pressing concerns o f the IMF 

over the upcoming decade. The Malan Report considers the interaction o f the World Bank and the 

IMF. This document acknowledges that the Fund and Bank have had several responsibilities 

placed upon them as a result of the changes in the international environment that were unexpected, 

such as the challenges o f climate change, and surprise financial crises. The Report made it clear 

that the limited resources o f both institutions needed to be prioritised and that protocols were re

quired, outlining responsibilities and limitations o f  both the World Bank and the IMF with respect 

to one another and the larger international community. These changes were to come about with a 

change in the culture of the institutions, facilitated by staff and management exchanges. Joint 

meetings o f the Executive Board were recommended. The procedure for the meeting was to have 

24 participants and not 48 in attendance. This would mean that only one representative of the rele

vant IMF/IBRD constituency would be present at the meeting. The arrangement would exist for 

the IBRD in particular and not for the other component members of the World Bank Group. The 

topic o f the Executive Board and its operation also has other dimensions, in so far as there are 

concerns about the voice of developing member states and o f the accountability o f not only the 

institutions but also their management. Essentially the objective of the Malan Report was to pro

vide recommendation that would enable the IMF and World Bank, both sides o f 19* Street in 

Washington, to work together in a much more systematic fashion.

The Crockett Report was exclusively concerned with the operations o f the International Monetary 
Fund. The Fund’s operations are funded by a combination o f the subscriptions of its members and 
its lending activities. The interest income from those activities goes towards to day-to-day opera
tions of the organisation. Given the lack o f financial crises and the success of the HIPC and the 

MDRI, the IM F’s major ftinding source -  lending interest income -  has effectively disappeared. As 
it stands the IMF will have an operating deficit for 2007 o f 69 million SDRs and this is due to in
crease to 245 million SDRs by 2010 according to IMF Staff estimates provided to the committee 
chaired by Andrew Crockett. The IM F’s budgetary woes have caused some comments along the 
lines that such deficits are an example o f the institution’s bureaucratic excess. In a recent Wall 

Street Journal article by the Chief Executive Director o f  the Czech National Bank, Mojmir 
Hampl,’"* the author made it clear that even within the community o f central bankers the IMF is 
seen as place that employs experts whose expertise the market no longer requires. As he states 

clearly, the responsibility o f  the next Managing Director will be to put the IMF on a diet. The ma
jo r sources o f cost within the fund largely relate to its “public good” operations. The Crockett 

Committee divided up the expenditure o f the Fund in the following ways:
Table III.6

Text o f this interview may be found here: Hampl, Mojmir. “Who Needs the IMF?” The 
Wall Street Journal Online.
http://online.wsi■COl'n/public/article/SB 118470707771669391.htm l. Accessed 28 Au
gust 2007 at 12h05.
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FY 2006 Administrative Expenditures Outturn by Output: 
Classification Based on the Articles of Agreement 
(In millions o f dollars)

Key Output Areas and Outputs Total Percent

SnniM naiice 368^ 39.6
0\'eisight of the intematioDal monetary system 31.4 3.4
Nfailtilate::al survcillsacc 212 29
Cross-cooDtiy statistical infbimation and methodologies 30.0 32
General research 13.9 I J
General outreach 26.1 2.8
Bilateral surveillance 221.7 23.8
Regional suivdllance 18.5 2.0

GRA Lending 130.7 14.0
Generally available &cilities 130.7 14.0

Article V. 2(b) 345.1 37.1
Technical assistance 175.8 18.9
F.xtpmal trainmg 37.9 4.1
Facilxtioc cp*cxfic to low-mcom« cauntriac 00.0 0.7
Standards and codes finanrial sector assessments 41.4 4.5

Total excliidiag governance and outreach 844.6 90.8
Governance 85.8 9.2

Total admtnistrativie expenditures (on a gross basis) 930.3 100.0

Source: Crockett Report. (2007) Appendix 5, Page 4.

Table III.7
FY 2006 Administrative Expenditures Outturn by Output: 
Committee’s Proposed Classification (In millions of dollars)

Key Output Areas and Oulpuis Total Percent

Psbiic goods 410.1 44.1
O '̂ersiglrt of the international monetary system 31.4 3.4
Multilateral snrveiUance 27.2 2.9
Cross-coonlry statistical infomiation and methodologies 30.0 3.2
General reseaidi 13.9 1.5
General outreach 26.1 18
Bilateral surveillance 221.7 23.8
Regional surveiUsice 18.5 2.0
Standards and codes and financial sector ass^sments 41.4 4.5

Credit intermediation 220.6 23.7
Generally available &dhties 130.7 14.0
Facilities specific to bw-income countiiffi 90.0 9.7

Bilareral services 2D.7 23.0
Technical assistance 175.8 18.9
Extgnal training 37.9 4.1

Total excluding governance 844.5 90.8
Governance 85.8 92

Total administratrve expenditures (on a gross basis) 930.3 100.0
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Source: Crockett Report. (2007) Appendix 5, Page 5.

These two tables taken from the Crockett Report illustrates the role o f the Fund that the Committee 

o f Eminent Persons envisioned. The IMF was no longer a component of the Bretton Woods struc

tures and a short-term lender during the balance o f payments difficulties. The IMF was now an 

important global public good desired to provide information to the world on the health o f national 

economies and the global economy and to facilitate overall global financial and exchange rate sta

bility.

The Crockett Report recommended that arrangements should be made to finance the IMF in the 

future by the potential sale o f some of its gold reserves to form the basis of an endowment. This 

recommendation is strewn with difficulties since it would require an 85% majority rule by the 

Board of Governors but also would require the assent o f the US Congress, as outlined by the re

sponsibilities of the US Executive Director in Title 22, Chapter 7 of the United States Code. This 

would be in conjunction with other revenue generation programmes, such as charging members for 

its consultative services. The final outcome of these recommendations has yet to be seen but will 

be a feature of the 2007 Annual Meetings and will be a top priority for the new Managing Director.

IV

A Look at the Quota-Voting System

The Findings of the Quota Fonnula Review Group

The internal politics o f the Fund are dictated by the interactions o f the Executive Directors and the 

Board o f Governors with the staff o f the Fund. Power within the Fund is defined by a mixture of 

economics and politics which goes back to World War II. As was illustrated in earlier chapters the 

Fund
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The IMF quota or capital subscription is a nation’s contribution to the Fund’s financing, it also 

determines a nation’s voting power in the IMF decision-making bodies and it determines a na

tion’s capacity to borrow money from the Fund. These features of the quota have made it into a 

notorious feature o f the IMF organization structure and a clear illustration o f the omnipresence of 

the US domination o f the institution. In this section one will look at the recommendations and 

findings of the Quota Formula Review Group (QFRG). The QFRG Report, which was commis

sioned by the IMF, is more commonly known as the Cooper Report (2000) and has been a wel

comed independent audit o f decision-making systems o f the Fund by the Managing Director Horst 

Kohler.

The Quota Formula Review Group

The majority o f the findings o f the QFRG are stated in Chapter III o f the report. The more detailed 

aspects of the report are the mathematical aspects o f the quota system. This chapter will attempt to 

explain the evolution o f the quota formulae mathematically and provide a brief discussion o f the 

QFRG proposals. First one will look at the evolution o f the quota formulae.

As demonstrated in the preceding papers, the IMF has engaged in, from its inception, a US centric 

policy o f political economy. As stated by Raymond Mikesell in “The Bretton Woods Debate: A 

Memoir” (1994), this meant that there was to be an empirical justification for how America 

wanted to organize the international power structure.’  ̂The four nations with significant economic 

and political power in the IMF would be the US, UK, USSR and China, with the US having twice 

the quota of the UK and the USSR and China having less than the UK. Box IIII.l

A Mathematical History o f the Quota Formulae

(The following mathematical representations were taken from the Report to the IM F Executive

Board o f  the Quota Formula Review Group (2000).)

The Original Bretton Woods Formula

Q" = (0.02Y + 0.05R + 0.01 CM + 0.10V).(1 + % ) (1)

Mikesell, Raymond. “The Bretton Woods Debate: A Memoir.” Essays in International 
Finance, No. 192. Princeton, NJ: Princeton UP, 1994.
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Where:

Q“̂ = Calculated Quota

Y = National income, 1940

R = Gold and foreign exchange reserves as o f July 1, 1943

X = Average annual exports (five-year average), 1934-38

M = Average annual imports (five-year average), 1934-38

V = Maximum fluctuation in exports defined as the difference between the highest and lowest

value o f exports in 1934-38.

1962/63 Revision o f the Formula and Multi-Formula System

Revised Bretton Woods

Qi = (0.01Y+ 0.025R + 0.05M + 0.2276V).(1 + \ ) (2)

Q*i = (0.01 Y + 0.025R + 0.05P + 0.2276VC).(1 + % ) (3)

Where:

Qi = Quota calculated with Set 1 data

Q’i = Quota calculated with Set 11 data

Y = National income in a recent year

R = Gold and foreign exchange reserves at the end o f a recent year

X, M = Average annual exports or imports over a recent five-year period

C, P = Average annual current receipts or payments over a recent five-year period

V, VC = Variability of annual exports or current receipts, defined as one standard deviation from

the centered five-year moving average, from a recent 13-year period.

Modified Formulas on Set 1 Data:

Scheme 111: Qj = (0.0065Y + 0.078M + 0.5065V).(l + % ) (4)

Scheme IV: Qj = (0.0045Y + 0.070M + 0.9622V).(l + % ) (5)

Scheme M4: Q 4  = 0.005Y + 0.044M + 0.044X + 1,044V ( 6 )

Scheme M7: Q 5  = 0.0045Y + 0.039M = 0.039X + 1.304V (7)
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Modified Formulas on Set II Data:

Schem e III: Q * 2  =  (0 .0 0 6 5 Y  +  0 .078P  +  0 .5065VC).(1 +  % )  ( 8 )

Schem e IV: Q *3 =  (0 .0045Y  +  0 .070P  +  0 .9622VC).(1 +  % )  (9)

Schem e M4: Q * 4  =  0 .005Y  +  0 .044P  + 0 .044C  + 1.044V C  (10)

Schem e M7: Q*s =  0 .0045Y  +  0 .039P  + 0.039C  + 1.304V C  (11)

Calculated quota

= Max [Mean (Qi, Q*i), Qavg] (^2)

Where:

Q avg = M ean o f  the low est tw o o f  M ean (Q„ Q*j), i = 2 to 5 and the values o f

Qi (i =  2 to 5) and Q*. (i =  1 to 5) have been norm alized so that their totals equal that o f  Qj.

1983 R evision o f  the 1962/63 Formulae

Bretton Woods: Q, = (0.01 Y  + 0 .025R  + 0.05P  +  0.2276V C ).(1 + % )  (13)

Schem e III: Qj =  (0 .0 0 6 5 Y  + 0 .0 2 0 5 125R + 0 .078P  + 0.4052V C ).(1 + % )  (14)

Schem e IV: Q 3 =  (0 .0045Y  +  0 .03896768R  + 0.07P  + 0.76976V C ).(1 + % )  (15)

Schem e M4: Q 4  =  0 .005Y  +  0 .042280464R  + 0 .044  (P + C) + 0.8352V C  (16)

Schem e M7: Q 5  =  0 .0045Y  + 0 .0 5 2 8 1008R + 0 .039  (P + C) + 1.0432V C  (17)

Where:

Y  = GDP in a recent year

R =  Average value o f  gold, SD R s, and foreign exchange reserves in a recent year 

X, M, C, P, V, VC =  Remain as defined in 1962/63.

Calculated Quota

=  M ax (Q i, M ean o f  low est tw o o f  Q 2 , Q 3 , O 4 , Q 5 ) (18)



Where the values o f Q, (i = 2 to 5) have been normalized so that the totals o f Q, equal that o f Qi. 

(OFRG,2000: 15-16)

Box IV. 1 provides an outline o f the mathematical evolution o f the quota formulae from its incep

tion to its current form. The formulae appear to be and indeed are highly complicated. This is in 

part due to their econometric o rig in .H istorically , though, the quota formulae have been rooted in 

the political economy o f the post-war era. (Which was then empirically justified in the quota for

mula.) The multi-formula model was designed to provide higher quotas to small open economies 

and reflected, economically, a world trend towards greater trade and ease in capital flows. The 

basic premise behind the original formula was maintained - a delicate balance between the impor

tance o f GDP (the output o f the economy) and exposure to the international economy (variability 

o f exports -  a direct link to the maintenance of a stable balance o f payments). The multi-formula 

approach of the 1963 Quota Review was to be the cornerstone o f the capital subscription and vot

ing system throughout the turbulent period o f the 1960s and 70s, as more members joined and the 

Bretton Woods System collapsed. The coefficients o f the Bretton Woods Formula were halved and 

variability was redefined in the five formulae. This was the first phase o f the quota revision. The 

new set o f formulae coincided with the use of two datasets in the process o f calculation. This re

sulted in a total of ten quotas that were averaged to become one end o f the calculated range. Next 

the average of the two lowest calculations based on the first dataset was ascertained and then the 

calculation repeated with the second dataset. This calculation became the other end of the quota 

range. A single quota was finally calculated. This quota figure was to be at the higher end of range 

o f quota values.’’ (QFRG, 2000) This new system, though complicated, is still in use and was con-

For a full discussion of the findings of the Quota Formula Review Group, with special 
attention to the statistical and mathematical aspects o f the quota formulae, please see the IMF 
website at http://www.imf org/extemal/np/tre/auota/2000/eng/Qfrg/report/index.htm. It is also rec
ommended that one read:

Mikesell, Raymond. “The Bretton Woods Debates: A Memoir.” Essays in International 
Finance, No. 192. Princeton, NJ: International Finance Section, Department of Economics, Prince
ton University, 1994.

—. Foreign Adventures o f  an Economist. Eugene, Oregon; University o f Oregon Press,
2000 .

The Eighth through eleventh General Reviews revised the formulae once again but only 
marginally. The 1983 revision only resulted in a change in the influence o f variability of current 
receipts on member states’ quotas. Also nafional accounts were changed, with GDP replacing na
tional income, the reintroduction o f the reserves variable and a redefinition o f measuring reserves 
to include SDRs and ECUs on a system o f a twelve month average rather than the previous year- 
end quantity. (QFRG, 2000)
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sidered flawed by the QFRG due to its demands on statistical information. The need for a compre

hensive timeseries o f accurate data for one hundred eighty-three countries would be required to 

estimate the capital subscriptions with a high degree o f accuracy -  something that plainly does not 

exist in the statistical compendiums currently available. (QFRG, 2000)

A major concern o f the QFRG was that in addition to the statistical problems that the formulae 

pose a problem o f distribution o f quota increases under the General Reviews. The most striking 

fact is the reduction o f the quota share o f the developing world that has coincided with the rise in 

the quotas o f the industrialized world. ™ A second observation has been the slow changes that 

have taken place to the quotas o f  those nations that underwent extensive and high-speed growth. 

(QFRG, 2000) This has been highly apparent in the East Asian nations, where the growth in the 

nation’s quota has not kept in step with real GDP growth rates. The final contentious issue is the 

impact o f a change in quota shares on the distribution of votes and on a member’s representation 

at the Executive Board. (QFRG, 2000) The concern to maintain the post-war balance o f power has 

encouraged the system of quota formulation that currently exists.’  ̂ This has in aggregate resulted 

in a call for a more transparent system o f ascertaining IMF quotas and was the to be the brief of 

the QFRG.

The QFRG proposed an answer to the problem o f an obtuse and politicised method o f ascertaining 

the IMF capital subscription. A simple model was devised by the QFRG and contained, princi

pally:

1. Gross Domestic Product averaged over three years to ensure that fluctuations and changes in 

the exchange rate are smoothed out. It is a measure of the ability to contribute to the Fund’s re

sources.

78 A disturbing fact that has been cited by other authors, namely Woods (2000).
Mathematically, the source o f many o f these problems comes from the reduction of 

weights on the variables, such as variability o f current receipts in 1983. This was also in addition 
to the small or negative marginal effect o f GDP on the calculated quota due to the nonlinear nature 
o f the quota formulae. (QFRG, 2000) This is a problem, though that has existed for many years, 
was never addressed. The original Bretton Woods Formula has a multiplicative coefficient equal to 
one plus the ratio o f exports to GDP. This weight begins to cause difficulty when the ratio be
comes sufficiently high, at this point an increase in GDP would reduce the quota, ceteris paribus. 
With the highly open economies o f the world today some forty-eight percent o f all members are 
subject to this fault in the quota allocation fomiula. The problem is that when transformed into a 
linear equation the ratio problem is still present. It was therefore recommended by the QFRG that 
the ratio be dropped from the quota fonuula. (QFRG, 2000)
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2 . The Measure o f Variability of Current Receipts, which would be the standard deviation from 

the trend but could eventually include long-term capital flows in nations’ external financing by 

accounting for net inflows o f long-term capital. This would measure the vulnerability o f the coun

try to external disturbances.

The following linear formula was proposed by the QFRG“ :

Q = aGDP + ^Variability (1)

Where:

a  = 2 p

GDP and Variability*’ are expressed as relative shares. The full description o f the variables is as 

follows:

It may be noted that the input data for each country is expressed in terms o f its 

share in global totals for GDP and variability. For the country, variability is the 

standard deviation from trend of current receipts plus net long-term inflow capital, 

measured in SDRs. Furthermore, the relative weights a and (3 are fixed and, unlike 

the weights o f variables in existing formulas, are invariant with respect to changes 

in the economic data between the five-yearly quota reviews. (QFRG 2000: 64-65)

80

81
See: QFRG (2000: 5-6)
Variability, V, was redefined as one standard deviation from trend, where trend was 

represented by a centered five-year moving average. Specifically,

where ̂  = value of current receipts in year t, and

X , = centered fi\'e-\'ear ma’iTng ai’eraae of A'r calculated ovei' 
a 13-5’ear period.

It may be noted that the coefficient for variability (0.2276) is equivalent to one half o f the 
coefficient (0.10) in the original Bretton Woods formula after taking account o f the redefinition o f 
the measure o f  variability. (QFRG 2000: 20n)
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This equation was chosen due to its simplicity and versatility. The formula can be augmented to 

include reserves, population and additional weights. There were further proposals made, one be

ing for two versions of Equation (1), which would work in tandem with one another but with the 

relative weights reversed.*^ Quotas would be assigned on the basis o f the larger o f the two sums. 

This proposal would favour countries with large economies (the G-7) and those with high variabil

ity (Indonesia) o f external receipts and less to the more “middle o f the road” countries (Mexico). 

This would have considerable drawbacks, given more power to those nations that already have 

dominance o f  the IMF power structure and weakening the position of developing nations with 

relatively small and/or closed economies. The most important issue to be addressed by the results 

o f the QFRG Report was the politicisation o f the quota formulation process. A major point made 

by the QFRG and by the IMF Staff was that there was a view to a priori conditions before the 

review. The IMF and the original Bretton Woods Formula was a product finding an empirical 

argument for a particular predetermined answered. (IMF, 2000) The QFRG’s departure from the 

previous method o f quota formulation is essential for true institutional reform o f the IMF to take 

place. Unfortunately, the model proposed in the QFRG Report produces results that are not much 

unlike those currently produced by the existing formulae. The QFRG equation produced similar 

results, which can be clearly illustrated in the following tables:Table III . 6

Illustrative Quota Calculations for 74 Fund Members by Major Country Group 
By WEO Classification 
(In percent)

This would be that Eqn. (1) Q = %  GDP + V3  Volitility
and the alternative equation being ; Eqn (2) Q = V3  GDP + V3  Volitility 
(For fiarther model explanation see: IMF. Alternative Quota Formulations: Considera

tions. Washington, D.C.: IMF, 2001)
This would provide the quota calculation. The results can be found in the tables below.
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Cmrent
Quota
Shares

Calculated 
11* Re\iew 
Quota Shares

Calculated Quota Shares, Latest Data 
QFRG formula 

GDP: 2/3 GDP: 1/3 
Variabihty: 1/3 Variability': i '3

Traditional 
5 Formulae

Advanced economies 60.4 72.2 72.0 72.8 70.6

Major industrial countries 46.0 54.0 52.4 59J2 54.6

Odief advanced economies 14.4 18.1 19.6 13.6 16.0

Developing coimtries 17.1 12.1 12.3 11.7 12.4

Afiica 1.4 0.7 0.7 0.6 0.6

Asia 5.6 4.2 5.0 3 J 3.5

\{iddle East and Europe 5.0 3.0 2.7 2.3 3.2

Westem Hemisphere 5.1 42 3.9 5.4 5.3

Transition economies 5.4 3.7 3.7 3.5 4.9

Total (74 members) 83.0 88.0 88.0 88.0 88.0

Memorandum items:

Other (109 members) 17.0 12.0

Advanced economies 2.3 2.7

Major mdustnal countries 0.0 0.0

Other ad\'anced economies 2.3 2.7

Developing countries 12.6 7.8

Transition economies 2.1 1.5

Source: International Monetary Fund. External Review o f  Quota Formulas Quantification. Wash- 

ington;DC, 2000. p.5.

Table III.7
Average Contribution o f  Variables to Calculated Quotas 
By WEO Classification 
(In percent)
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0 3 P Resen^es
Curtent
Pa^’ments

C un«it
R ece^ts Variabilitj’ 1/ Total

Tr»fitional fh 't formubi« 2/

Advanced ecooocoies 30-2 4.1 45.8 5.5 14.4 100.0

Xlajor induslxial countries 35.4 2.8 45 2 3.6 13.0 100.0

O tW  ad\*anced economies 16.2 7.6 4 7 J 10.7 1S2 100.0

De\*elopi]]g counliies 26.1 8 8 4 5 J 4.1 15.7 100.0

A&ica 2«-6 5-5 50.1 52 10.5 100.0

Asia 21.0 9 5 49.6 5.4 14.1 100.0

\lid d le  East & Eorope 12.6 7-1 43-1 5.5 31.6 100.0

Hemisphise 41.7 9-2 40-5 12 7.4 100.0

Tnnsition economies 7.9 6.0 3 75 12.4 35.8 100.0

Total (74 membeis) 28.7 4:9 45.4 5.6 15.5 100.0

QFRGferanula
BaseHnfi 66-7 33.3 100-0

Ahemaiive 333 66.7 100.0

Notes:
1/ Vaiiability o f cun^iit receipc, in the case o f  the tradiboaal five fomiulas, and o f cm rent receipts and net long-tenn capital inflows, in 
th« c a ^  o f  the QPRG finmula.
2' The a\-e3.a^ conxr^nxticm o f a \-axiabk is die sum, ox-er the membeas in the s o i^ ,  o f the \*axiable multiplied b>* its c o e ^ d e n t in ti»  
applicable fonmila, dhided b>' the erov4>'s total calculated quotas. The 'vaiiable's coefficient includes the m ult^licatn'e £actt» in  the case
o f die nrmlt-n^ar formnlas

Source: International Monetary Fund. External Review o f  Quota Formulas Quantification. Wash

ington: DC, 2000. p.6.

The results presented in the above tables illustrate how the QFRG equation provides largely simi

lar results to the traditional quota calculation systems. The second table also illustrates a serious 

problem faced by the current system o f ascertaining a quota value -  the variables used in the quota 

formulae are highly similar. If  one were to look at these variables econometrically, one would say 

that they were suffering serious multicollinearity.*^ The explanatory variables used to calculate the 

IMF quota are similar. The interrelationship between these variables is clear and a problem is 

therefore posed as to the accuracy o f equations’ results. Current payments, current receipts and 

reserves are all intrinsically linked through international transactions. A change in one o f  those 

variables will eventually have an effect on one o f the other variables. This is a major failure o f the 

traditional methods o f  calculation which has been corrected by the QFRG simple model and given 

the results o f the simple model are highly similar to that o f  the more traditional models, it can be

83 See the section below for more on this topic.
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clear that given a certain method o f weighting the many variables of the traditional five formulae 

will provide similar resuhs to the new variability measure combined with GDP.

The QFRG equation produces results that favour the major industrialized countries and subtracts 

power from the average and developing nations. The large weight on the GDP factor o f the QFRG 

equation allows for a preference for large and relatively closed economies (i.e. the US*'') and the 

variability measure benefits countries with balance of payments receipts that are highly variable. 

This measure o f variability is not calculated by the absolute value. The results are smaller than 

would be otherwise, distorting the results o f the quota formula according to the IMF Staff. The 

QFRG equation defines variability in relative terms o f the other members o f the IMF. This means 

that the variability element o f the equation is being expressed as shares o f the global total o f vari

ability. (IMF, 2001a) The main findings of the QFRG are that the current quota determination sys

tem is overly complicated and a simplified model would provide the required quotas in a fair and 

economically sound manner. The actual results o f QFRG are dubious from the point o f view of 

political economy since they do not correct the problem o f most o f the nations of the world having

The following are some representative Openness at Current Prices data from; Heston, 
Alan, Robert Summers & Bettina Aten. Penn World Table Version 6 .1. Center for International 
Comparisons at the University of Pennsylvania (CICUP). October 2002.
_______ http://datacentre.chass.Utoronto.ca/pw t6 1 / . Accessed: 18 September 2007 at
12hl8.

UK/ Ireland/ USA/

OPENNESS OPENNESS OPENNESS
IN CON IN CON IN CON
STANT STANT STANT
PRICES PRICES PRICES

YEAR (unit %) (unit % ) (unit % )
1950 26.34 34.13 7.03
1960 27.94 36.42

000000

1970 33.43 62.91 11.50
1980 41.30 77.20 13.59
1990 49.32 100.79 18.26
1991 48.89 103.05 18.97
1992 51.48 111.01 19.54
1993 52.14 117.53 20.19
1994 53.47 128.06 21.37
1995 55.68 137.69 22.68
1996 59.08 143.46 23.71
1997 62.16 151.46 25.66
1998 64.10 171.79 26.47
1999 67.27 176.74 27.21
2000 72.20 186.00 29.06
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little or no say in a multilateral institution, despite the fact that the IMF is devoted to creating a 

stable economic environment in those nations and worldwide.

In the next section one will address the econometric and statistical background o f the QFRG find

ings. The section will require some knowledge o f statistical concepts but it is largely self- 

contained. The objective is for the reader to understand the major difficulties faced by the QFRG 

and by economics in general.

Table III.8

Selective and Ad Hoc Quota Increases in the Context o f General Reviews

The methods used in allocating selective and ad hoc quota increases in General Reviews o f Quotas 
have evolved over time. Prior to the Eighth Review, when selective increases were allocated only 
to a subset o f members, the distinction between selective and ad hoc elements was not clear cut.

1958/1959 Review The February 1959 resolution provided special increases for three countries 
(Canada, Germany and Japan) to reflect both economic factors (i.e., their position in world trade 
and their recent relative economic growth) and their ability to contribute to the Fund’s liquidity. 
The resolution adopted in April 1959 provided for special increases for 14 additional countries 
(other than those eligible for increases under the small quota policy), largely on the basis that their 
relative positions had been adversely affected by the quota increases o f other members and by the 
increases in the Fund membership.

Fourth  Q uinquennial Review Selective increases in quotas were authorized for 16 countries 
whose quotas were relatively low as compared with their calculated quotas (i.e., lower by 25 per
cent) and also with other members’ quotas, especially those that were eligible for increases under 
the Compensatory Financing Decision. Furthermore, quotas for five industrial countries (Austria, 
Canada, Germany, Japan and Sweden) were increased in order to maintain or enhance the Fund’s 
liquidity.

Fifth G eneral Review The list of members for selective quota increases included each member 
whose calculated quota exceeded its actual quota (or which exceeded actual quotas after taking 
account o f the amount of the equiproportional increase or exceeded actual quotas by certain per
centage) or whose share in calculated quotas exceeded its share in actual quotas. 78 members were 
authorized to increase their quotas by amounts larger than the equiproportional increase and one 
member increased its quota by less than that amount.

Sixth G eneral Review Selective increases were determined on the basis o f major country group
ings in the context o f  doubling o f the aggregate share o f the group of oil exporting countries. This 
approach provided 41 countries an increase in their quota shares. The selective increases were al
located to eligible members in proportion to their shares in the sum o f the excesses of calculated 
over actual quotas.

Seventh G eneral Review Only 11 members shared in a small amount allocated for selective in
crease in this review that essentially aimed at increasing all members’ quotas by 50 percent. Dis
tribution o f selective increases was based on an approach that combined members’ shares in the 
excess o f calculated over actual quota with creditor positions in the Fund to form the distribution 
key.

E ighth G eneral Review The selective quota increase was distributed among all members in pro
portion to their calculated quotas. In addition, very small quotas were rounded up in multiples of 
SDR 0.5 million.
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Ninth G eneral Review The selective quota increase was distributed among all members in pro
portion to their calculated quotas. In addition, very small quotas were rounded up in muhiples of 
SDR 0.5 million. Furthennore, before rounding, the very small quotas o f four countries were in
creased by such amounts as to raise their then existing shares in quotas up to their calculated quota 
shares. There was also a redistribution o f quota increases among the largest seven industrial coun
tries to accommodate an ad hoc increase in the quota of Japan in such a manner that the quota in
creases for the rest o f  the membership were unaffected.

Eleventh G eneral Review The selective quota increase, which amounted to 15 percent o f the total 
increase, was distributed among all members in proportion to their calculated quotas. The ad hoc 
component was 10 percent o f the overall increase. O f this, 9 percent was distributed to 38 mem
bers with ratios o f calculated over Ninth Review quota shares greater than one. The remaining one 
percent o f the overall increase was distributed to five members (Korea, Luxembourg, Singapore, 
Malaysia, and Thailand— all NAB participants) whose quotas were significantly out o f line with 
their relative economic positions and which were expected to contribute to the Fund’s liquidity 
over the medium term.
Source: IMF. Quota Distributions- Selected Issues. 17 July 2003. pp. 26.
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Table III.9

Ad Hoc Increases In Fund Quotas Outside a General Quota Review (1)

Member
Year Resohmoc 

Adopted Justification for Increase

France 1S>4« Low imnal level
Paraguay 1946 Low tnitul ie\%]
tS>Tt 1948 Low nuaal le\'el
Iraa 194S Low initial le\'el
Hosdoras 1952 Irs quota was redoced at its reques: in 1948, but 

restored to ilse orifmal anwmt in 1952.
?hilippi!»s 1958 Low iDinal lewl
Aostralia 1960 *Catch-iq>'’ to 1959 renew
Chiie 1960 *Catch-Bp" to 1959 re\iew
Colombia 1960 ’Catch-np" to 1959 re\Tew
Yneoslavu 1960 ’Catch-up" to 1959 re\iew
Ef\-pt 1962 Export variability^
Israel 1964 'Borderiiae" case associated w’iih increases in the 

quotas for other members linked to the Coii^iisator>' 
Fmapcipf Decision of 1963

Mala>'sia 1964 'Borderline'* case associated with mcreases in the 
quoms for other members linked to the Cony>essator>' 
FimmuDE Decision of 1963

Itah' 1964 Inqjrove Fimd liquidity and comparability with 
quotas of other members

Lao People's Dem. Rep. 1969 'Catch tqj" to Fotirth Review
China 1980 Chance m represestation
Saudi Aiabta 19SI Improve Fund hqiddity and coi^hide bcm'omni* 

arraQpetneot
Cambodia 1994 Resamption of Fund relanoos
China 2001 Fwesoizipnoc of s«\%reipirv' o\*er Hoc? Kos.^

1 Tbe qrQon increavK sboms here exclude the qtwra increases atithorlzed under the smali quota poIic>' 
of 195S and in connectioQ mth the 1963 Decmon on Compensatory Fmancins of Expon Fluctuatiocs.

Source: IMF. Quota Distributions- Selected Issues. 17 July 2003. pp. 28.

The tables and commentary will provide a sufficient introduction to the statistical data found in 

the tables below. The tables will provide one with a first-hand account of the findings o f the 

QFRG and a basic knowledge o f their methodology.
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VI

Recent Developments Regarding Quotas - Quota Review 12

Since the QFRG, quota analysis has largely remained static. The simple equation model recom

mended by the Cooper Report (2000) has remained a topic o f debate. The most important feature 

of any quota formula review has been the process o f approval, which can only be defined as a 

political debate. Quotas are the keys to power within the Fund and act as a signal o f economic 

vitality and power; countries are highly unlikely to approve a reduction in their quota, as it would 

be seen as an eclipse of their power. This is especially the case for the United States, where the 

16.84% of the total quota allocation is essential to maintaining veto power over the organization 

concerning matter requiring an 85% majority.

Table III. 10

Distribution o f Variables in World Totals: GDP and Openness 
(In percent and SDR million)
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Actual GDP PPP-GDP2-' OpniDMil*'
Xzn.'iftsnDttiit
Iacoia»4<

Qnotts V 1997-99 1991-99 1991-99 1 9 9 5 ^ 1995-99

Q) (2) (3) m 0 ) («)

D ua^raice  ofvanabUs ^parc«et)

AlTntcAd »co3Ksnui 6I.< 77.3 77.5 53.7 72.0 873
M ^or &dranc«d «cixilqie9w 4fi.O 6^.4 66.4 43.5 51.9 67.4

Of wfaich: Uistfrd Scum 17.4 29J 2B.1 21.5 133 20.8
Otiur adTanc«d acoxKsaioK 13^ 10.5 11.1 82 20.1 19.9

Dfi\*<eSopni§ cnrnHrint 30j9 20.0 19.7 403 34.0 113
Africa 3.5 1.7 1.7 3.7 1.9 0.9
Asia V 103 8.9 8.9 22^ 13.8 4.4
MiddU XCiia and Todcs}* 7.6 3.0 2.9 33 3.4 11
W« sam  Kaem iphsro 7.5 6.4 6.2 S3 4.9 3.9

TojssitLoe ecazmnaet 7.5 17 2.8 6.0 4.0 1.4

local 100.0 IGO.O IDO.O SM.O 100.0 100.0

At;«ra^ sis» of raiialb^As ( a  SDR. bsUwd)

Adrsncftd ftcosKxsuAs 3,063 «4S,S:5 426,411 606JU 319,997 55.300
M qoradriiic«d •conocciM 14,033 2.070,163 1J993.M7 1.950,667 837.107 139.044

Of vhtck  U:st»d SafiK 37.149 6.430,333 351D.2B4 6,3S4_934 L769.304 343,612
O&or adT«ic«d Bconkonxu i 1,751 123,174 122.840 126.13S 122.113 173J2

Dcri'«iopnu coonciei 311 33,78S 32.001 9U 79 21,434 1,448
Afoca 230 7.139 6,929 2!J!»6 4.299 303
Asia 3l<' 733 «4.4«2 £2,113 223.774 33.049 2,439
MiddQ* East. K£ih& & Tvrksr L019 4 i;! l4 37,449 9t*51 24,750 2.119
WaiSKii Kflcmsphjan 498 43.8C5 41,0tW 7SJ248 17.326 2,008

Ttazaitaoc ecaofiCQK 576 :i.42S 21.142 62.720 16,685 824

Tool 1.168 119,279 114.791 160.545 63,141 9,032

Sororcofi: JnwuaoanaiFtnanc^ Statistics .VtaM . Sronffmir Oadook dcibato; snd ctadfoisnuilK.

1< Ejccopt &3ir tb« zzinA cauzsn»s thv. hsv* uoe y*z co&sciLMd » tludr qoota iiLCT«fc»»i. 6k  whicli 11 ±  'Bjtviw proposftd gDot£s sra niod.
2' Excopt ibr ̂  11 numbcn viaboizt PPP-GD? dzzi n  iha ^ tab tK . ioc which GX>P at nuak«c pixas ii 
3>' Sun: oc crnrantrK«ipcs and paTicantt. &<x ftdjnstftd sor c ^ i a l  tranifsn. nucpoxzi, ts.d intaisiccuul bmlring 
4 ' Sum of rocoipB «nd parmsnix. aot ftdristod im intemzaoaal 'beskins ts tsnct 
j.’ Tnfhiriang Kor«& isid Sizuapon.

Source: IMF. Alternative Quota Formulas -  Further Considerations. Washington, D.C.: IMF, 

2002a. p. 5.

Review 12 had recommended an analysis o f enhancing the representation o f the poorer members 

o f the Fund by increasing the level o f basic votes, but noted that it must be a concern of those 

charged with this adjustment to ensure that voting power is sufficiently linked to the economic 

importance of that country. This effectively nullified the prospect o f increasing the basic votes of 

the country. Some very interesting proposals were made during the review process. The European 

Union once again made recommendations relating to the creation o f a single European constitu

ency, a topic that is discussed in the section below. In addition to those proposals, the Kelkar Plan 

was outlined, where the then current Executive Director for India, Dr. Vijay Kelkar, stated that 

quotas should include a population factor in their determination, as well as economic factors.
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The quota system has been criticized from many different points o f view. Some have asserted that 

members acting as independent agents prevents the concentration o f  power in the hands o f the 

few/^ but evidence from the history o f the Fund disproves this assertion. There were many pro

posals considering the use of GDP at Purchasing Power Parity but this rather logical advance was 

rejected due to a lack o f data to produce PPP based statistics. The effects on the quota calculations 

were limited, further undermining the desire to use this data source for computation. This was a 

barrier that the members o f the QFRG had come up against during their review o f the quota for

mula. The Twelfth Review also continued to look to the simple weighted average formula devised 

by the QFRG for inspiration. New calculations illustrated a reduction of the US quota allocation, 

usually around 15%, but in some computations going below that value. The Review Group was 

conscious of this as a potential problem and referred to it repeatedly. As quota changes have to be 

agreed to by an 85% majority o f  members, the United States would hold 16.84% o f the vot

ing/quota power, which would enable it to veto changes that would jeopardize its hegemonic posi

tion as single largest contributor to the Fund. The failure to introduce change and to expand quotas 

has resulted in the Fund lacking the resources to fulfil its aims. As was stated earlier on, the IMF 

was under-funded at its foundation?. As time went by the ratio o f quotas to imports, a key indica

tor o f the Fund’s ability to do business, began to shrink.

Table III. 11

The Ratio o f Total IMF Quotas to Imports

1944 1950 1965 1970 1978 1990 1998

0.58 0.17 0.15 0.14 0.09 0.06 0.06

Source: Buira, Ariel. “The Governance o f the International Monetary Fund. ” Oxford University 

Department o f  Economics Discussion Papers Number 73. July 2001. p. 11.

See: Dreyer & Schotter. “Power Relationships in the International Monetary Fund: The 
Consequences of Quota Changes.” The Review o f  Economics and Statistics. Vol. 62, No. 1 (Febru
ary, 1980), 97-106.
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The two innovative proposals produced during the Twelfth Review concerned changing the basic 

votes and the Kelkar population-based proposal.*® We will first look at the revisions to the level o f 

basic votes.

Basic votes were designed during the original deliberations to bring about a level o f equality be

tween members. In 1944 they comprised 11.3 percent o f the total quota allocation, the current al

location of basic votes accounts for only two percent. To bring the level o f basic votes back to 

their original proportion would require an increase from 250 votes per member to 1323 votes per 

member. Many commentators argue that the proportion of basic votes relative to the total should 

be increased even more; Kelkarand Buira (2001) both propose an increase to 25 percent o f the 

total. This would increase individual basic votes to 2927. The effect o f increasing the basic 

votes by this amount would mean that US veto would be eliminated. By increasing basic votes to 

their original proportion o f the total voting power, the US veto would be maintained but reduced 

from 17.16% to 16.1%. This proposal again faces the same problems faced by all revisions of the 

quota formula since it directly influences the power o f the United States yet its passing requires 

the assent o f that member.

These proposals both have been considered in the past with concerns about basic votes 
being voiced on many occasions. The idea o f including a population factor in the quota formula 
was raised during the original Bretton Woods deliberations. Interestingly, it was the Indian repre
sentative that proposed this idea both in the 1940s and in 2003.
87 Kelkar, Vijay, Vikash Yadav and Praveen Chaudhr)'. “Reforming the Governance o f the 
International Monetary Fund.” The World Economy. 27.5; 727-43. (May 2004)

—, Praven Chaudry, Marta Vanduzer-Snow and Venkataraman Bhaskar. ‘Reforming the 
International Monetary Fund: Towards Enhanced Accountability and Legitimacy’, in Ariel Buira 
ed. Reforming the Governance o f  the IM F and the World Bank, London: Anthem Press, 2005.
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Tables III. 12

Illustrative Voting Shares: N o Change in Quotas and Increased Basic Votes 
(In percent)___________________________________________________________

Current (250 500 Basic Votes 1488 Basic V̂ otes
Votes per pernaember per member
member
Voting Basic Voting Basic Voting Basic
Shares Votes Shares Vot« Shares Votes as
(1) as (1) as (1) percent

percent percoit of total
of total of total

Advanced economies 60.6 0.5 59.6 1.0 56.2 2.9
Major advanced economies 45.1 0.2 44.3 0.4 41.3 1.0
Of which; United States 17.0 0.1 16.7 0.1 15.5 0.4
Other advanced economies 15.5 1.4 15.4 2.8 15.0 7.8
Developing countries 31.7 4.7 32.5 8.9 35.3 22.5
Africa 6.0 9.8 6.4 17.8 8.0 39J
Asia 3/ 10.4 3.3 10.5 6.4 11.0 16.9
Middle East Malta &
Turkey 7.7 2.4 7.7 4.7 7.8 12.7
Western Hemisphere 7.7 4.8 7.9 9.1 8.6 23.0
Transition economies 7.7 4.2 7,9 8.0 8.4 20.5
Total 100.0 2.1 100.0 4.1 100.0 11.3
Nicaragua 0.071 16.129 0.0-81 27.778 0.116 53.372

Source; Staff estimates.
1/ Based on actual quotas except for the nine countries that have not j^et consented to their quota 
increases, for which 11th Review proposed quotas are used.
2/ Basic votes equal to the 1945 share of 11.3 percent of total votes.
3;' Including Korea and Singapore.

Source; IMF. Alternative Quota Formulas: Further Considerations. Washington, D.C.: IMF, 

2002a. p. SO.Table IV. 13

Illustrative Voting Shares; General Quota Increase and Increased Basic Votes 
(In percent)

125



Current (250 
Votes per mem
ber
Voting 
Shares 
( 1 )

500 Basic Votes per 1488 Basic Votes per

Basic 
Votes as 
percent of 
total

member

Voting 
Shares (1)

Basic 
Votes 
as 
per
cent o f 
total

member

Voting
Shares
( 1 )

Basic 
Votes as 
percent 
o f total

Advanced economies 60.6 0.5 59.6 1.0 56.2 2.9
Major advanced economies 45.1 0.2 44.3 0.4 41.3 1.0
O f which: United States 17.0 0.1 16.7 0.1 15.5 0.4
Other advanced economies 15.5 1.4 15.4 2.8 15.0 7.8
Developing countries 31.7 4.7 32.5 8.9 35.3 22.5
Africa 6.0 9.8 6.4 17.8 8.0 39.3
Asia 3/ 10.4 3.3 10.5 6.4 11.0 16.9
Middle East, Malta & 
Turkey 7.7 2.4 7.7 4.7 7.8 12.7
Western Hemisphere 7.7 4.8 7.9 9.1 8.6 23.0
Transition economies 7.7 4.2 7.9 8.0 8.4 20.5
Total 100.0 2.1 100.0 4.1 100.0 11.3

Source: Staff estimates.
1/ Based on actual quotas except for the nine countries that have not yet consented to their quota increases, for 
which 11 th Review proposed quotas are used.

Source: IMF. Alternative Quota Formulas -  Further Considerations. Washington, D.C.: IMF, 
2002a. p.31

The Kelkar Proposal offered the most interesting reappraisal o f  the voting system. Basic votes 

were at the core o f  Kelkar’s changes but he goes further to add two factors, one is using PPP-GDP 

and the other is the inclusion o f  a population factor. The voting power o f  the member would be 

determined by a weighted average: 75% determined by the quota allocation, 12.5% determined by 

population and 12.5% detennined by basic votes.

The effects o f  the Kelkar plan are seen below: Table III. 14
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Reserves In- Reserves
eluded Excluded

Voting
Voting Shares Shares

Curent
Voting
Shares

1

(1) '

Actual
Quota
Shares
(1)

Calcu
lated
Quota
Shares

Ne
w
Qu
ota
Sha
res
(2)

500
Basic
Votes

2232
Basic
Votes
(3)

Calculated
Quota
Shares

New
Quota
Shares

500
Basic
Votes

223
2
Ba
sic
Vot
es
(3)

Advanced econ
omies 60.6 61.6 64.7 62.6 61.3 57.2 66.9 63.4 62

57.
8

Major advanced 
economies 45.1 46 48.1 46.7 45.5 41.9 49.4 47.2 46

42.
3

O f which: United 
States 17 17.4 17.4 17.4 16.9 15.5 19 17.9 17.4 16
Other advanced 
economies 15.5 15.6 16.6 15.9 15.8 15.3 17.5 16.2 16

15.
6

Developing coun
tries 31.7 30.9 29.7 30.5 31.6 35 26.2 29.3 30.4 34
Africa 6 5.5 2.3 4.4 5.1 7.1 2.7 4.6 5.2 7.2 

1 1
Asia4/ 10.4 10.3 15.1 11.9 12 12.4 11.6 10.7 10.9

1 1 .
4

Middle East, Malta 
and Turkey 7.7 7.6 5.7 7 7 7.2 6.3 7.2 7.2 7.4
Western Hemis
phere 7.7 7.5 6.6 7.2 7.5 8.3 5.6 6.8 7.1 8
Transition econo
mies 7.7 7.5 5.6 6.9 7.1 7.8 6.9 7.3 7.6 8.2
Total 100 100 100 100 100 100 100 100 100 100

Source: Staff estimates.
1/ Votes o f all members are included in the calculation, the total o f which is different from the actual total votes of the 
Fund.
3/ This would restore the share o f basic votes in the total voting power to the level in 1945, i.e., 11.3 percent.
4/ Including Korea and Singapore
2/ General quota increase o f 50 percent distributed on basis o f calculated quota shares, resulting in new quota share distri
bution that reflects the calculated 
quota share distribution with a weight o f one third.

1 vj^uiutiwii I  uviwi

= 12.5% (1)

Advanced Economies 60.6 49.8

Developing and Transition 

Economies (2)

39.4 50.2

Total 100.0 100.0

Source: IMF. Alternative Quota Formulas -  Further Considerations. Washington, D.C.: IMF,

2002a. p. 28.
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(1) Derived on the basis o f actual quotas except for the nine countries that have not yet consented 

to their quota increases, for which Eleventh Review proposed quotas are used.

(2) Including Korea and Singapore.

The Twelfth General Review considered the proposals made by Mr. Kelkar. Ultimately, these plans 

were rejected. The Review was concluded on January 30, 2003 with the final decision reached that 

there should be no increase to the quotas. The Fund’s review group had concluded that the quotas 

that existed in actuality had diverged significantly from the calculated quotas using the existing 

five formulas or the different formulas proposed by the various review groups. The various ad hoc 

changes to the quotas o f members had in some cases corrected problems but in orders, such as the 

changes made for the admission of Switzerland and the Eastern European nations in 1992 solidi

fied the status quo power dynamic that had existed at the Fund since the late 1950s. The conclu

sion by the Board on July 31*‘, 2003 was that there did not exist a sufficient difference across 

country groups to warrant a change in the quota formulas. Despite the potential for different data 

sources being used, there was no sufficient universality of data quality and attainability (PPP-GDP, 

International Investment Position) the use o f the new weights and techniques devised by Fund 

Staff. The changes to the basic votes and the population variable change o f the Kelkar Plan were 

highly charged political assertions, which the Fund only addressed as academic matters. The Board 

did encourage the staff to continue to investigate the quota question in the hope of finding a more 

transparent and simpler formula than that traditional five. On August 27* 2004 the Fund issued a 

document relating to quotas. In that document the Fund acknowledged some of the most insur

mountable problems o f the quota formula process -  the massive correlation between the variables 

used in the calculation process. The results of the updated considerations are seen in the table be

low:

Table III. 16

Distribution o f Quotas and o f Updated Quota Formula Variables (1)
(In percent)
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Actual
Existing 5 
Formulas

Existing 5 
Formulas GDP

Openness
(5) Variability' Resen^es

Quotas (3) (4) 2000- 1998- (6) (7)
(2)UT»DATED PRE\TOUS 02 2002 1990-2002 2002

Advanced economies 61.6 68.3 68.9 76,8 71,3 60-8 45,9
Major advanced

economies 46 48.8 49.7 66.4 50.9 43.2 34
Ofwhich : United States 17.4 17.8 16.6 32,1 16.5 20.8 3.6

Odier advanced
economies (8) 15.6 19.5 19.2 10,4 20.3 17.6 11.9

De\'elop countries 30.9 27 26 20.4 24.4 31.5 47.1
Africa 5.5 2.3 22 1,4 1.9 3,7 3.3

Asia 10.3 14.9 14.4 9.6 13.7 12,8 30.6
Middle East, Malta &

Tuikey 7.6 4.6 4.3 3,5 3,6 7,6 5.7
Western Hemisphere 7.5 5.2 5 5,9 5.2 7,4 7.6

Transitional Economies 7.5 4.7 5,1 2,8 4.3 7,7 7
Total 100 100 100 100 100 100 100

Nicaragua 0.061 0.02 0,008 0,021 0,031 0.019

Sources: International Financial Statistics ; ft'orid Economic Outlook ; and staff estimates.
1/ Indindual countr}' shares aie provided in the Statistical AppendLx.
2/ For the four countries that ha\’e not yet consented to and paid for their quota increases, Eleventfi 
Review proposed quotas are used.
3/ Based on 1990-2002 data and computed as traditionally specified, except that current receipts and 
payments have not been adjusted for official transfers, reexports, and international banking inteiest. 
4/ Based on 1987-1999 data and computed as traditionally specified, except that current receipts and 
payments have not been adjusted for official transfers, reexports, and international banking interest. 
See Alternative Quota Formulas—Further Considerations (SM'02/'132, 5/6.''02), Table 4.
5/ Average sum of current receipts and payments, not adjusted for official transfers, reexports, and 
international banking interest.
6/ Variability' of current receipts and net capital inflows, measured as a standard deviation from 
centered 3-year trend.
7/ Average international reseri'es based on end-month data.
8.' IfEO classification except inclusion o f Korea and Singapore undei Asia instead of ’’other 
advanced".
9/ Including Korea and Singapore.

Source: IMF. Quotas -  U pdated Calculations. Washington, D.C.: IMF, 2004b. p. 7.

The data above provide a useful lesson in the evolution o f  the quota formula and the basis for the 

QFRG’s proposed simple quota formula and the Twelfth Review’s interesting proposals regarding 

basic votes and population variables. The QFRG did provide some informative and interesting 

commentary and very interesting and germane ideas. Unfortunately, the quota fonnula that was 

devised by the QFRG was neither a challenge to the IMF organization problems nor a corrective 

to the highly stratified system o f  nations. The QFRG formula, in fact, even increased the 

quota/voting power o f  the G-7 nations. The findings o f  the QFRG do not attempt to address the 

political economy issues o f  a multilateral organization. Those issues, which where present in 

many o f  the above-mentioned reforms and criticisms are lacking the in the QFRG results. The 

Twelfth Review attempted to address some o f  these equity considerations but the Board decided
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against changing quotas. The only positive consideration was the enthusiasm on the part of the 

Board and the Staff to find a more transparent method o f deciding quotas. In closing, the QFRG 

and the Twelfth Review were useful and important reviews of the quota system but given the limi

tations of there analysis, both statistical and politically, their findings do not provide the necessary 

results required to truly reform the International Monetary Fund.

VI

The European Union & the Executive Board

The findings o f the QFRG are explained in Chapter VI but there remains one issue to be addressed 

with respect to the QFRG report. The key point to be mentioned is that the QFRG rejected the idea 

of treating the European Union Eurozone nations as a single economic unit despite its single cur

rency. This meant that the QFRG essentially rejected the concept o f the European Union or the 

Eurozone as a single entity within the IMF. The QFRG cites that the Eurozone is not a state and 

only states may be members of the IMF as ascribed under Article II o f the Articles o f  Agreement. 

(See Appendix I) The QFRG also outlined that since the IMF exists to maintain stability and to 

assist nations when faced with balance o f payments difficulties, the Eurozone cannot be treated as 

a single unit. Why? The nations that make up the Eurozone will still be able to place themselves 

into balance of payments difficulties, and still may be eligible for IMF assistance.(There is how

ever a quantity of legislation already existing within the European Union which addresses the ex

istence o f such a debilitating imbalance’s existence and which will most likely prevent the occur

rence such a problem.)

The quotation o f paragraph 103 of the Report would provide a useful reference with respect to the 

point o f view o f the QFRG towards the concept o f  the Eurozone being treated as a country for 

quota purposes:

Without addressing the relative representation o f some members in the Execu
tive Board, an issue beyond our terms of reference, we disagree with this sug
gestion. First, under the current Articles, only states, not other entities, can be 
members of the IMF (in this respect, it differs from the WTO). Second, shar
ing a currency with one or more countries does not imply that a member can
not run into balance o f payments difficulties o f  a type with which the IMF can 
help, or would never be tempted, on balance o f payments grounds, to take 
measures that threatened the prosperity o f its trading partners. So while the 
creation o f EMU - and indeed extensive arrangement o f deep economic inte-
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gration among members - creates some problems for measuring and interpret
ing trade flows, as discussed above, it does not, per se, undermine the value of 
current arrangements between the IMF and its member countries. (QFRG,
2000: 63)

In considering whether to endorse the recognition o f the Eurozone as a single entity for quota pur

poses, the Fund had also to take into account the implications for the Executive Board. On the 

one hand, the creation o f  an EU chair might be considered a solution to the problem of an over

sized Executive Board. With a total of twenty-four members, the Executive Board is now twice 

the size of the Bretton Woods original. The creation o f the EU chair would reduce the number of 

Board members to eighteen. There are however two problems with this idea. One is that the Arti

cles of Agreement demand that five largest shareholders must have individual chairs on the Board. 

The second is that the creation of this chair would resuh in a radical change in the manner in 

which the IMF conducts its business. First, the US veto would be eliminated; with the EU having 

the largest share o f the votes at almost 20%. This would have implications for the second issue; 

the creation o f an EU chair would imply the transfer of IMF offices from Washington, D.C. to 

Europe, as the Articles demand that the head offices o f the Fund be located in the territory of the 

largest donor. Political concerns continue to impede thorough reconsideration of the governance of 

the Fund but the European Union persists in voicing its ambitions on this subject.** Reform of the 

Fund continues to be a desire o f the developing world, academic community and various world 

powers, but as of yet no acceptable solution has been found.

VII

Recent Developments & Commentary on the IMF Corporate Governance Model

The IM F’s governance structures, especially the quota-voting system, have thus attracted signifi

cant criticisms. Recently, the outgoing Managing Director, Rodrigo Rato, has made reform o f this 

system a priority o f the medium-term strategy.*^ As background to this policy statement on voice 

and accountability reform, the Independent Evaluation Office o f the IMF constructed an “issues

** The Italian Minister o f Finance produced an article on this subject for the respected aca
demic journal Journal o f  Common Market Studies. See: Bini Smaghi, Lorenzo. “A Single EU Seat
in the IMF?” Journal o f  Common Market Studies. 42.2: 229-48 (2004).
89 See the following IMF statement for further details of the Managing Director’s propos
als: IMF. Statement by the Managing Director on the Work Program o f  the Executive Board, Ex
ecutive Board Meeting. 30 May 2007.
http://\vww.imf.org/extemal/np/pp/2007/eng/053007.pdf. Accessed; 20 August 2007 at 
15h25.
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paper” for a future evaluation o f the IMF corporate governance. The main questions to be put to 

the IMF and its Board during this evaluation are as follows:

Are the responsibilities o f the IMFC [International Monetary and Financial 

Committee], the Board, and Management clearly defined?

Who sets goals and decides on strategies? What are the respective roles of 

the Board and Management in the day-to-day running of the IMF?

What incentives are in place to ensure effective strategies, implementation, 

and oversight? Are these activities discharged efficiently in terms o f timeliness and finan

cial costs?

Does the Board operate effectively as a collective? Is there a mechanism to 

hold it accountable as a collective?

How are EDs [Executive Directors] held accountable both as country repre

sentatives and as officers o f the IMF?

What instruments does the Board have to monitor and evaluate Manage

ment? How are the Board’s strategic and oversight roles complicated by the Board’s ex

ecutive responsibilities?

Are adequate channels open to member states to express their views and to 

have those views considered, in particular to countries with little voting power but with 

intensive financial and policy relations with the IMF? Are there channels for other stake

holders, beside the authorities, to have their views and concerns considered?

To answer these questions the evaluation proposes to com pare actual governance p rac

tices with three standards. First, governance practices will be compared against the ar

rangements set in the Articles o f  Agreement and other IMF documents. The second com-
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parison will be with the governance structures and practices o f other inter-govemmental 

organizations. These are probably the most closely comparable organizations to the IMF, 

but they may not necessarily embody best practice. The third comparison will be against 

principles o f good governance developed in the private and public sectors, which would be 

adapted to make them relevant to the IMF. [Original Emphasis] (Independent Evaluation 

Office o f the IMF, 2007: 5-6)

The corporate governance approach to framing the discussion o f IMF reform was used in a recent 

paper by Santor (2006) from the Bank o f Canada. He uses a Gompers, Ishii and Metrick (2003) 

system o f measurement to construct a governance index. This index classifies firms as either de

mocracies or dictatorships. A score that is less than or equal to five is described as a ‘pure democ

racy’ and a score that is greater than or equal to fourteen is described as ‘a pure dictatorship’. The 

US average score is 2.7.’° The IMF using this system scored an 8.5 making it relatively dictatorial. 

The analysis finds that the focus on consensus decision-making is part o f the problem at the IMF 

as it provides the Managing Director with an overly powerful position in agenda-setting and makes 

the Executive Board less strategic in its decision making. These failures, as Stantor outlines, result 

in the institution being out-of-step with corporate best practice. His conclusion is:

The IMF’s decision-making process suffers from two potential governance fail
ures: first, minority shareholders may have difficulty in resisting the actions o f a 
controlling shareholder, and second shareholders may have difficulty in resisting 
the initiatives that the Managing Director infers from the often heterogeneous in
terests o f the Executive Board. While these governance issues are important, they 
are only parts o f a larger challenge to IMF governance: the problem of accounta
bility. The source o f this lack o f accountability lies within the consensus model of 
decision making, and the close working relationship between the Managing Di
rector and the Executive Board. Moreover, the governance structure itself does 
not follow corporate best practice and renders internal change unlikely. (Santor,
2006: 20)

Though this corporate governance approach has many benefits and readily identifies some o f the 

underlying problems o f the IMF, as a critique of the Fund it is orientated towards the analysis of a 

profit-maximizing firm that is publicly traded in international equity markets. The Fund however 

is more properly described as a public good for the international financial system. To this effect 

the Fund’s objectives and its governance structures are more appropriately compared with that of 

other international organisations and to central banks. Two recent anthologies on the reform and

For example: Berkshire Hathaway = 2 as a democratic firm and K Mart = 14 as a dicta
torial firm.
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redirection o f  the International Monetary Fund analyse the institution as an international political 

organisation. Reforming the IM F fo r  the 2 f '  Centwy  (2006) edited by Edwin Truman and Global 

Governance Reform: Breaking the Stalemate (2007) edited by Colin Bradford and Johannes Linn 

were produced by two long-established Washington research and lobby groups, the Institute for 

International Economics and the Brookings Institute respectively. Both anthologies analyse the 

various internal institutional problems facing the Fund and outline some o f the potential exogen

ous shocks the organisation may face in the future.

One of the most radical and compelling recommendations is presented in the volume edited by 

Bradford and Linn (2007) in their own signed article “Summit Reform: Toward and L-20” . This 

model utilizes the framework already created by the G-20.^' The G-20 group of nations is made up 

o f developed and rapidly developing nations and is designed to facilitate dialogue between the 

finance ministers and central bankers o f these member nations. The re-orientation of the IMF 

would be along G-20 lines and this would link to a reorientation of the leader system (hence the 

use of the letter “L”) that is currently dominated by the G-7/8 system. The inclusion of Brazil, In

dia, China and South Afi'ica and the orientation of the European Union into a single political and 

economic unit would be part o f this reform. This model seeks to solve the problems of the G-7/8 

model having become obsolete as a result o f  the geopolitical and economic changes since 1989. 

This model and the other related proposals in this volume were of sufficient significance to the 

Fund to feature o f an IMF Book Forum’  ̂and a feature in the IMF Survey (19 March 2007) article 

“Reforming How the World Cooperates.”’  ̂ The challenges facing the IMF with respect to its go

vernance system are clear. The IMF released the following statement on the IMF Website on the 

topic and the timetable of quota and voice reform:

G-20: Founded in 1999. For more information see: www.g20.org.
19 countries. A mixture o f developed and developing world countries that have a com

mon interest in reforming the Bretton Woods Institutions. Members are: Argentina, Australia, 
Brazil, Canada, China, France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi 
Arabia, South Africa, South Korea, Turkey, the United Kingdom and the United States o f Amer
ica. The EU is also a member in the form o f the ECB and the membership of the European Coun
cil President, as is the convention in the Bretton Woods Institutions.

IMF Book Forum: 6 March 2007, IMF Headquarters Washington, D.C.
________http://www.imf org/Extemal/NP/EXR/BForums/2007/030607.htin. Accessed: 12 August
2007 at 12h00. The transcript o f the Forum may be found at this address: 
http://www.imf org/extemal/np/tr/2007/tr070306.htm. Accessed: 12 August 2007 at 12h00.

IMF. “Reforming How the World Cooperates.” IM F Survey. 19 March 2007. 
http://www.imf.org/extemal/pubs/fl/survev/so/2007/POL052C.htm. Accessed: 25 August 2007 at 
12h00.

134



Q&V Reform in Context
The two-year reform program includes a first step o f  ad hoc quota increases for a 
group o f the most clearly underrepresented countries— China, Korea, Mexico and 
Turkey. It is expected that by the 2007 Annual Meetings and not later than the 
Spring Meetings in 2008, the IMF Executive Board will reach agreement on a 
new quota formula to guide the assessment of the adequacy o f members' quotas 
in the IMF and set the basis for a second round o f ad hoc increases.

The reform program will also include an amendment o f the IMF's Articles o f 
Agreement to provide for at least a doubling of the basic votes that each member 
possesses, so as to protect the voting share o f low-income countries as a group. It 
is envisaged that the amendment should also include a mechanism to maintain the 
proportion o f basic votes in total voting power in the event o f future increases.

Finally, the reform program calls for increases in the staffing resources available 
to those Executive Directors elected by a large number of members whose work
load is particularly heavy.

The reforms are to be completed by the Annual Meetings in 2008.
(IMF. Quota and Voice Reform.
http://v/ww.imf org/extemal/np/exr/kev/guotav.htin. Accessed: 17 September 
2007 at 12h00.)

It is important to note that at the IMF 2006 Annual Meetings in Singapore the following ad hoc 

changes were made to the quota-voting allocations of China, Mexico, Turkey and Korea. This 

reflected the rapid growth and stabilisation of these countries over the past d e c a d e . T h e  follow

ing is the IMF press release on the matter:

Initial ad hoc increases for China, Korea, Mexico and Turkey
The initial ad hoc increases for China, Korea, Mexico and Turkey imply new quotas 
for the four countries as shown in Table 1, and imply an aggregate increase in quo
tas of SDR 3.81 billion (about US$5.66 billion), or 1.8 percent o f IMF's total cur
rent quotas o f SDR 213.48 billion (about US$317.26 billion). The ad hoc quota in
creases shall become effective after each member has consented to and paid the fijll 
amount o f  the increase. Both the written consent and the flill payment to the Fund 
for the increase must be made no later than 30 days after the approval of the pro
posed ad hoc increases by the IMF Board o f Governors.

Table 1. Current and New Quotas for China, Korea, Mexico and Turkey

For more on this ad hoc increase see: IMF. “Reform o f IMF Quotas and Voice: Respond
ing to Changes in the Global Economy.” IM F Issues Brief. 07.2: Electronic Edition (April 2007). 
http://www.imf org/external/np/exr/ib/2007/041307.pdf. Accessed: 12 August 2007 at 12h42.
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Current Quota 

(in millions of 

SDRs)

Proposed Quo

ta

(in millions o f 

SDRs)

Current Quota 

(in millions ol 

US dollars)

Proposed Quota 

(in millions of 

US dollars)

China 6369.2 8090.1 9465.5 12023.0

Korea 1633.6 2927.3 2427.7 4350.4

Mexico 2585.8 3152.8 3842.8 4685.5

Turkey 964.0 1191.3 1432.6 1770.4

A second round o f ad hoc quota increases, based on the new quota formula to be 
developed, is envisaged and will aim to achieve a significant further realignment 
o f quotas, according to the reform plan. Beyond the second round, it is proposed 
that the Board o f Governors would consider distributing any future increase in 
quotas with a view to achieving better alignment o f members' quotas with their 
relative positions in the global economy, while continuing to ensure that the Fund 
has adequate liquidity to achieve its purposes, which is the traditional objective 
o f general reviews o f quotas. (IMF. IMF Executive Board Recommends Quota 
and Related Governance Reforms. Press Release No. 06/189. September 1, 2006. 
http://www.imforg/extemal/np/sec/pr/2006/pr06189.htm. Accessed: 17 Septem
ber 2007 at 12h00.)

Table III. 17

Current and New Quotas for China, Korea, Mexico and Turkey

Current Quota 
SDR

Proposed Quo
ta SDR USD Current

USD Pro
posed

China 6369200000 8090100000 9465500000 12023000000
Korea 1633600000 2927300000 2427700000 4350400000
Mexico 2585800000 3152800000 3842800000 4685500000
Turkey 964000000 1191300000 1432600000 1770400000

Ad Hoc No
vember 2006

Votes (Vote=l 
per 100,000 
SDRs quota)

Votes w/o Ba
sic (Basic=250) New Votes

New Votes 
w/o Basic

Basic as per
cent o f total

China 63942 63692 81151 80901 0.3081%
Korea 16586 16336 29523 29273 0.8468%
Mexico 26108 25858 31778 31528 0.7867%
Turkey 9890 9640 12163 11913 2.0554%

Source: vyww.imforg. A uthor’s Calculations. VIII
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The objective o f this section was to provide a systematic look at the operation o f the IM F’s quota- 

voting system and its role in the governance o f the institution. As is clear to any reader, the com

plexity o f this system o f governance has been both its protection from external criticism and its 

impediment to primary impediment to reform. The QFRG provided some clear ideas on how to 

address the problems faced by the five-formulae model that is in current use by the Fund. The 

group was keen to outline in their report that one o f the primary problems that existed even with 

the application o f the five-formulae system was that it was consistently at the mercy o f  geopoliti

cal considerations. This political dimension to quota-voting changes has existed since the founda

tion o f the Fund in 1944, as can seen by the history o f the Fund outlined in Chapters I and II. The 

political complexity o f this system is also clear. The quotas are the determining factor for the 

“subscription” paid by all members in the “credit union”. Those who have to loan the most funds 

should have the greatest say but at the same time this organisation’s most numerous clients are 

poor countries. The political obligation to provide some accountability to states has to be balanced 

with the financial obligations to shareholders. The union o f  the two obligations has resulted in a 

situation that has made the IMF a political persona non grata to many members o f civil society 

but has not delivered the necessary institutional flexibility to finance the operations o f the organi

sation or enable it to adapt to the rapidly changing global environment since the late 1980s.

The most recent attempts to reform the internal governance o f the IMF have taken on a wider ap

proach to the problem of political accountability and quota-voting power. This has included the 

calls for a population-based reform similar to the Kelkar Plan. The feasibility o f these changes 

depends largely on the ability of the largest shareholder, the United States, to accept reforms that 

will potentially reduce its overall authority in the Fund’s decision-making processes. The Crockett 

Report in early 2007 has attempted to construct a “reform agenda” based on the clear fmancial 

needs o f the organisation, while simultaneously redefining the IMF as a public institution. These 

considerations will be addressed with greater depth in the next section of this work. Conclusion

The objective o f this series of chapters has been to produce a degree of knowledge and under

standing about how the IMF works in the context o f its history and the history of conditionality. 

The hegemonic position of the Unites States in the post-war world ensured that the Fund did not 

enjoy a history unmolested by political manoeuvring, in which it was many times the pawn. In
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order to understand the Fund we must learn about its history, its origins. This history has resulted 

in is corpus juris  and that has profound influences on how the Fund operates and how it adminis

ters its resources. It is a unique organization, created as a supranational institutional that behaves 

in many ways like a state. It has limited accountability and it only accountable to its Board of 

Governors, which is a creature of world politics and Machiavellian diplomacy. The objective of 

this third chapter has been to consider what may be called the definition o f power within the Fund 

-  quotas. The quota system is an amalgamation o f ad hoc and concerted changes to the level of 

resources demanded from members. At Bretton Woods it was devised as a political decision to 

divide power between the major powers after the War. It continued to be an instrument o f financial 

diplomacy and even as reforms are demanded from outside and inside the Fund the political char

acter o f the quota voting system stifles change. In the next section o f this work one will try to ad

dress some of the potential solutions to problems created by the quota-voting system.
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Part 2

Ethics, Epistemology, International Law and the International Monetary Fund 

Chapter Four

Ethics, Epistemology, International Law and the International Monetary Fund -  The Connexions.

The argument presented here is that the IMF is not a positivist organisation and can be brought 

into the international legal system despite decades of interpretation to the contrary. How can this 

be stated? First, the IMF exists within a framework of international law, regardless o f  its own in

terpretation of its obligations to other treaties. By the fact that a treaty created the IMF, it is part o f 

the system of international law and the Vienna Convention. The implication of this relates to the 

matter o f interpretation. The IM F’s legal exceptionalism is based upon a strict interpretation of 

legal positivism. That legal positivism is based upon a combination o f factors, most notably the 

Memorandum of Agreement between the IMF and the UN and the 1953 FCC case. The sole power 

of interpretation of the Articles of Agreement exists internally within the Fund. This power extends 

to Article I of the Articles o f Agreement. The contents o f Article I can be linked to the historical 

origins o f the Fund. The explicitly economic language used in Article I can be directly related to 

the development of the Fund during the 1944-46 negotiations. Keynes is the key to this linkage. 

Though White’s structures and systems were to become what we now know of as the IMF it was 

Keynes’ ideas and vision that made it a reality. Keynes may not have made the Fund but he was 

perceived to be the origin and its source of credibility. This requires one to look at the economics 

o f Keynes and economics generally. If  an organisation has aligned itself with economics as a prism 

of analysis and policy development then it cannot be a positivist organisation, since economic ex

pertise or knowledge has no legal positivist support. Furthermore, Keynes’ interpretation of the 

aims o f economics and of the Fund itself were far beyond what would be considered the basic sa

tisfaction o f material needs in the face o f scare resources. Economics was ultimately a means to an 

end, an end with a higher order purpose. The Fund was also a means to an end, to avoid the con

flicts o f the Interwar period and the Second World War. The purpose o f the Fund was a final order 

good.

The linkage of this final order good with economics can be seen in its historical development. 

There is a linkage between law and economics and international law. A large part o f that linkage
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can be made though Aristotelian, Thomistic and neo-Aristotelian philosophy. The origins o f inter

national law, which is largely a normative concept, and political economy, take place along the 

same lines and during the same historical context. The ability to link to the early development of 

international law allows one to illustrate the inherent linkages between international law and eco

nomic development. The application of Althusius’s Politico allows the multilateral nature of the 

IMF to be accommodated within this intellectual framework. This creates the context whereby the 

application o f natural law principles can be made to the IM F’s legal structures.

This application can take place through the application of the concept o f compelling law. There is 

no border between the law and morality in international affairs, and states and organisations are 

obliged as a given principal o f international law to afford the basic rights and dignities afforded by 

international covenants and agreements. All IMF conditionality and lending agreements are 

agreed in municipal jurisdictions, meaning that they are not directly responsible to international 

law. What is clear is that these agreements must be compliant with international law, most espe

cially the Covenant on Economic, Social and Cultural Rights if  one were to apply the positivist 

tool o f Drittwirkung. This tool o f law allows the application o f some internally agreed right and 

privileges as a third party. Therefore both parties in the agreement are obliged to not only accept 

compelling law but also to accept the authority o f international agreements via this third party ar

rangement. Since states cannot violate a treaty for the sake o f another treaty, this is quite a power

ful legal tool. The final positivist tool bringing the IMF towards a normative interpretive frame

work is the application of economic thought to legal cases. The infamous Lochner (1905) case was 

the first instance of economic analysis being used to create a positivist legal precedent. This use of 

economics and the concept o f basic economic rights went on to become part o f law in the South 

African Constitution, which is seen as a paradigm o f good legal governance. In order to create a 

system o f effective governance many sources must be used in interpretation, not just positive law. 

The IMF can therefore be seen as an organisation that has painted itself into a legal comer but has 

the capability, though its own powers o f  interpretation, o f fmding both a normative and positivist 

way forward. This has implications for the quota-voting system.

Due to the analysis that takes the IMF outside the context of a purely positivist institution one can 

then begin a discussion o f how to frame the issue of the quota-voting system in context. According
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to the Crockett Report the IMF is a public good. As a pubHc good, and especially as an interna

tional public good there are some basic principles o f international law that can be applied to the 

organisation, one o f them being the concept of compelling law and the other being the idea o f the 

final good. The Iranian Executive Director has attempted to frame the question o f quota reform 

within the context o f the Rawlsian “original position” argument. In the context o f the IMF, consid

erations related to the proper and judicious use o f IMF funds makes the application o f  the Rawl

sian argument difficult. In order to provide an alternative for analysis I use natural law theory. The 

ability to use natural law theory comes from its connections to economics and international law 

and its focus on the idea of the fundamental rights o f man. Though this is also included in the “jus

tice as fairness” concept, the natural law concept is slightly more focused on the issues of just ac

tion and responsibility. The implication o f quota-voting system is not that it would be a complete 

utopia but to develop a system that exercises both protections for the rights o f man, just action and 

responsible action towards the ftinds entrusted to it.

The argument of these chapters is that the IM F’s application o f economic expertise has placed it 

firmly in line with the legal heritage o f Lochner (1905) and in the Irish context of Magee (1974) 

and Ryan (1965). In addition, the constitutional arrangements made in Germany and South Africa 

and the interpretive systems used in Israel and Canada deem the positivist practices o f the Fund to 

be not only outdated but also inconsistent with current jurisprudence. Natural law is one prism 

through which this discussion can take place, and given its historical and intellectual links to both 

international law and political economy I consider it to be a potentially rewarding method of anal

ysis. The IMF can be a normative legal entity while at the same time maintaining crucial elements 

of its positivist tradition. This is the aim o f these chapters.

The IMF, despite its resolute policy of legal exceptionalism can be brought into a larger legal 

framework that accepts the fundamental rights of man. One must legally accept that as long as the 

IMF continues to interpret its Articles o f Agreement in a purely positivist fashion this cannot take 

place and previous decisions are fully acceptable. The lack of consistency in the IMF interpreta

tion is that it sees its role as part o f a larger non-positivist legal system. The reliance on economic 

expertise and the objectives laid-out in Article 1 run directly counter to the positivist interpretation 

o f international law but are complicit with natural law interpretations o f the society o f nations and

141



peoples. The law precedents presented above illustrates how fundamentally positivist legal com

mon law regimes rely upon legally normative concepts to seek justice and just law within the 

framework o f the fm is  bonorum. The IMF, ontologically, epistemologically and teleologically, is a 

fundamentally non-positivist institution, based on a larger natural law framework that has defined 

the creation o f international law and the discipline o f economics since the mid-seventeenth cen

tury.

I.

The argument put forward in this section relates to not only the design of the institution but also its 

final objectives, its teleology. This is important for two reasons in the context o f the International 

Monetary Fund. First, as I have stated above, the history or the Fund is considered to be travaia  

preparatoires for the organisation’s various agreements and decisions made by the Board o f Gov

ernors. This framework o f natural law is a useful and powerful prism through which to evaluate 

the role o f the organisation and develop it. As can be seen by the history o f the IMF it was de

signed with lofty intentions for the maintaining a system of exchange rates that would prevent the 

strife o f the Interwar Period. The teleological aspects o f the organisation came from one o f its 

founders -  John Maynard Keynes. Keynes’ intellect gave the Fund its character and reason for 

existence. Harry Dexter White provided the initial structures but circumstances outlined in the first 

chapter have resulted in an organisation that no longer maintains an international currency system 

but acts as an economic advisor and short-term lender to the developing world. In this section one 

will look at how the natural law prism can be used as a method of analysis and how its application 

might provide more fulfilling results for the 185 member countries.

II.

Michel Camdessus, former Managing Director of the IMF, has highlighted the challenges facing 

the organisation in the 21*' century. Many of those which he identified related to lending: to the 

Fund’s position as an international lender of last resort, the reform o f the quota system and to the 

improvement o f the human resources of the Fund. In additional to these very tangible managerial 

objectives (note that the IMF does operate as a financial institution) he devoted a special section of
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his remarks as the iceynote speaker at the 2005 Per Jacobsson Lecture^^ to the importance o f the 

Fund’s political responsibilities and to the need for the organisation to actively engage with world 

governance. These comments were augmented by Michelle C a m d e ssu s ,w h o  in a recent IMF 

forum on “Faith and Economics” outlined a vision whereby the future o f economic development 

was to be found in a model o f universal ethics and individual responsibility. The fostering o f hu

man development and the maintenance o f human dignity were essential components for the Fund’s 

mission. In his conclusion, Camdessus paraphrased the line o f Andre Malraux stating that, “the 

21®' century will be a century of ethics, or it will not be at all.” (IMF, 2007c) Malraux had made 

this abundantly clear in his interview with TIME magazine, printed in the April 18*, 1955 edition:

"Our era is thus the first which poses civilization as a problem— which asks itself, 
what is civilization? This is a great adventure o f the spirit. The image it recalls is 
o f a man advancing not in the light, but in the night, lit up only by the torch he 
bears in his hand."

This is the place to which this tormented, restless man o f intellect and o f action 
has come in his quest through the godless pantheon o f the Enlightenment. To 
Andre Malraux, man's hope, often betrayed, always risen again, is still in man. It 
is a gallant position, but perilously exposed, and Malraux seems to know it. "The 
next century's task will be." says Malraux, "to rediscover its gods."
{TIME, http://www.time.eom/time/printout/0.8816.866480.00.html')

This is a discourse which has to an extent been integrated into the public discussion o f the 

role o f the European Union, with Romano Prodi, as President o f the European Commis

sion, stating categorically the need for an ethical dimension in policy formulation and 

identifying the European Union as ideally placed to bring this problem to the fore. He 

argued that politics could not be practised as a ‘thing apart or for “reasons of state’” , and 

cited Andre Malraux to the effect that, ‘morality cannot be the basis for political action but 

neither can it be left out’. The practical response would be ‘to integrate the ethical dimen

sion into our work and thinking. Although — indeed perhaps because — the Union does 

not have any power to regulate ethical matters directly, it can play an important role in

International Financial Institutions: Dealing with Global Challenges. 25 September 
2005. http://www.perjacobsson.org/lectures/G92505.pdf

Camdessus has been interested in matters related to ethics and economics since the pub
lication of the Encyclical Centesimus Annus (1 May 1991). For Camdessus’ comments on this top
ic see the IMF Civil Society Newsletter o f May 2007. He is a member o f the Pontifical Commis
sion for Justice and Peace since August 2000 and president o f the Semaines sociales de France. 
(Sources: Le Monde 27 March 2007, http://www.lemonde.fi~/web/imprimer element/0.40-0@2- 
3214.50-888376.0.html and Membres et Consulteurs, Conseil Pontifical Justice et Paix 
http://www.iustpax.it/pcgp/fi'a/membri.html.')
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signposting the way forward, estabUshing the parameters o f debate and promoting dialo

gue... On [this dialogue] depends our capacity to devise a new political project for Eu

rope, and Europe's capacity to contribute towards a more just model o f global gover

nance’. (Prodi, 2002)

With these quotations one has tried to set a foundation for the approach to be advocated here -  the 

application of an ethical dimension to the activities o f governing agencies. The development of 

economic thought fiirther buttresses this argument and this is where a return to the origin of the 

fiind and an investigation o f Keynes’s ontological approach is o f importance.

III.

Keynes, to use the description provided by Skidelsky (2003), was an unusual economist, believing 

that economics was not solely to be concerned with matters relating to the “allocation of scarce 

resources” but to have higher and nobler aims. As can be seen in Chapter 12 o f his General Theory 

he had a significant knowledge of the history o f economic thought. A useful introduction to 

Keynes’ epistomology is Skidelsky’s summary o f his view of economics:’’

Like Marshall, Keynes believed that mathematics were useful as a check on one’s 
thoughts; he did not think his thoughts mathematically. He allowed his mathemat
ics to rust away because, unlike Edgeworth, he was not interested in ‘mathemati- 
cising’ the social science. He believed with Foxwell that ‘economics ... belongs 
to the art of managing public affairs by application of sound reasoning to the 
whole corpus of experience”, though he would never have claimed, as Foxwell 
did, that it was not a branch o f logic. Good economic performance, he thought, 
required an amalgam o f intuition and logic applied to a wide range o f facts, not to 
simplified and artificial hypotheses.” (Skidelsky, 2003: 459-60)

Keynes’ understanding o f the responsibilities of the economist, both as thinker and policymaker 

centered around his deep-seated notion o f ethics and teleology. These notions were largely the 

product o f his life-long interaction with the Bloomsbury Group and the “Bible” o f his Cambridge

The third part o f Skidelsky’s three-volume study of Keynes has proved indispensable to 
this study, as the relevant portion of one o f the most recent and comprehensive o f Keynes’s biog
raphies, which reproduces in full many essential primary documents considered here:

Skidelsky, Robert. John Maynard Keynes: Fighting fo r  Freedom, 1937-1946. Volume
III.

London: Penguin Books, 2000.
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youth — G. E. Moore’s Principia Ethica (1903). Keynes’ entire approach to economics returned 

again and again to this volume and its profound impact on his life: it effectively became his social, 

political and economic creed. During the negotiations for the International Monetary Fund he re

flected again on the premise in his work the “Economic Possibilities for our Grandchildren” 

(1930). This work found the root o f the economic problems facing Depression era Britain in a fear 

o f consumption. “To achieve ‘capital saturation’ as quickly as possible, so that mankind could 

confront its permanent problem -  ‘how to live wisely and agreeably and well’ -  was the overriding 

aim o f his economic statesmanship.” (Skidelsky, 2000: 278) The final objective was to make 

M oore’s worldview in the Principia Ethica possible. In his letter to T. S. Eliot (a regular corres

pondent o f the Bloomsbury group), Keynes stated that “full employment policy by means o f in

vestment was only one particular application of an intellectual theorem. You can produce the result 

just as well by consuming more and working less.” (Skidelsky, 2000: 279) It was this objective to 

“live wisely and agreeably and well” that was the logical end o f  economics. It is also the source o f 

his consistently negative approach to the “Benthamite calculus”, Keynes’s description o f the pure

ly utilitarian approach, which he sought to challenge and rise above.

The acquisitiveness o f the “Benthamite calculus”, or to use the Aristotelian classification of the 

vice o f pleonexia, was the major failing and error o f economics in the mind o f Keynes. In one of 

his rare criticisms o f Moore he accuses him o f having one foot on the threshold o f heaven and the 

other in the “Benthamite calculus” . Keynes’ epistemology, though heavily influenced by Moore, 

drew heavily on earlier philosophical systems. In his Treatise on Probability (1921), Keynes com

bined his affinity for Moore with a older intellectual pedigree -  the early modem philosophers 

Leibniz, Bernoulli and Laplace. As Skidelsky (2003) states about the Treatise:

A Treatise on Probability can be seen as an exploration if what it means to be
have rationally under varying conditions o f knowledge, ranging from certainty to 
uncertainty. But it was not a complete theory of rational behaviour. In Keynes’s 
philosophy, what it was rational to do was jointly controlled by probability and 
ethics. In deciding on a course of action, a person had to make two decisions: 
what were the most likely effects o f one’s actions? And would those effects make 
the world a better place? Rationality, in other words, had reference to both means 
and ends. This is in sharp contrast to modem economics, which takes ends as giv
en (that is, as purely subjective) and focuses solely on the rationality o f means. 
That Keynes’s major philosophical work was in the sphere o f ‘practical’ rather 
than ‘speculative’ ethics indicates his orientation towards the world rather than 
the cloister. But he never lost his sense o f the ends to which economic life was di
rected. And for an economist, he was unusually alert to the ethical costs o f social 
progress. (Skidelsky, 2003: 283-4)
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Ultimately, “Keynes thought o f  economics much as he thought o f probability theory; as a logic of 

non-conclusive arguments. In the history o f public language this comes closest to the Aristotelian 

notion o f the enthyeme — a ‘rhetorical logic’, appropriate to reasoning about ‘things which are va

riable’, and taking its premise from the audiences’s stock o f social knowledge.” (Skidelsky, 2003: 

469) Keynes’ epistemic basis for economics was in the field o f ethics. He was a mixture of the 

Aristotelian and the Moorite. The recurrent theme in Keynes’ interactions was a combination of 

the desire for economic stability and growth with this distaste for the changes in the moral and 

ethical framework he witnessed during the Interwar period and in his mind allowed communism to 

become an appealing alternative. Moore was Keynes’ insulation from what were the equally false 

credos o f communism and Christianity. One may cite in support o f this two incidents, one in April 

o f 1934 and the other in September 1938:

At dinner Keynes said to Eliot [T. S. Eliot], ‘You have brought up again one of 
the primal questions, & nobody has even tried to consider it.’ No, replied Eliot 
.... Keynes told Eliot that ‘he would be inclined not to demolish Xty [Christiani
ty] if  it were proved that without it morality is impossible’/ He said to Virginia 
[Woolf], ‘I begin to see that our generation -  yours & mine...owed a great deal to 
our fathers’ religion. And the young, like Julian [Julian Heward Bell], who are 
brought up without it, will never get so much out of life... We had the best o f 
both worlds. We destroyed Xty & yet had its benefits.’ Then Julian Bell came in 
and Keynes turned to ‘the economic question: the religion o f Communism’. 
Marxism was ‘the worst of all & founded on a silly mistake of old Mr. Ricardo’s 
which M [Keynes] given time will put right. And then there will be no more eco
nomic stress, & then -  ? How will you live, Julian, you have no moral strictness?’
Julian replied that the absence o f the old morality had landed his generation in 
psychoanalysis, but that ‘I prefer my life in many ways.’ (Skidelsky, 2003: 515) 
[Originally written in 1934.]

A further basis for the examination o f Keynes’ internal motives and o f his view o f the ontology

and teleology o f political economy is found in this second statement. It was written in September

1938 following Keynes’ reading o f  David Garnett’s memoirs.

... it follows that we were amongst the first o f our generation, perhaps alone 
amongst our generation, to escape from the Benthamite tradition. In practice, o f 
course, at least so far as I was concerned, the outside world was not forgotten or 
forsworn. But I am recalling what our Ideal was in those early days when the life 
o f  passionate contemplation and communion was supposed to oust all other pur
poses whatever. It can be no part o f this memoir for me to try to explain why it 
was such a big advantage for us to have escaped from the Benthamite tradition. 
But I do now regard that as the worm which has been gnawing at the insides of 
modem civilisation and is responsible for its present moral decay. We used to re
gard the Christians as the enemy, because they appeared as the representatives of 
tradition, convention and hocus-pocus. In truth it was the Benthamite calculus,
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based on an over-valuation o f the economic criterion, which was destroying the 
quality o f the popular Ideal.

Moreover, it was this escape from Bentham, joined with the unsurpassable indi
vidualism of our philosophy, which has served to protect the whole lot o f us from 
the final reductio ad absurdum o f Benthamism known as Marxism. We have 
completely failed, indeed, to provide a substitute for these economic bogus-faiths 
capable o f protecting or satisfying our successors. But we ourselves have re
mained—am 1 not right in saying all o f us?--altogether immime from the virus, as 
safe in the citadel o f our ultimate faith as the Pope o f Rome in his. [original em
phasis] (Keynes, 1949: 96-7)

What is the purpose of this set of reflections on the mind of Keynes? It is to provide a view of the 

“founders” of the International Monetary Fund. The original intent o f  the organisations was quite 

different to their eventual operational actions. The proposals o f Harry Dexter White and Keynes 

were similar but radically different in what they personally hoped them to achieve; this is, o f 

course, was quite different to what the US government desired o f the institutions.

Keynes’s model o f the new international monetary system and his clearing union was a product o f 

his economic thought and the history o f the British Empire. W hite’s model was a product o f the 

New Deal in the United States and the desire for the Treasury to determine foreign policy instead 

of the State Department. To conclude this section on Keynes one will once again draw on Ski- 

delsky. Skidelsky’s argument is that Keynes ‘gave the Bretton Woods Agreement its distinction, 

not its substance’, with the substance ultimately derived from White and the American Treasury, 

and formed by the U.S. desire for an updated gold standard as a means of liberalising trade, rather 

than Keynes, his General Theory and the British Treasury. The underlying ideology, if it can be 

described as such, was Morgenthau’s efforts to make Washington the centre where financial power 

would be concentrated. Skidelsky concludes, with the Commercial and Financial Chronicle, that 

‘[t]he delegates did not reach an “agreem enf’. They merely signed a paper which looked like an 

agreement.’ (Skidelsky, 2003; 767)

Though this is a fair assessment of the final outcome of the negotiations, it would be unwise to fail 

to consider how the ideas of White and Keynes shaped the Fund. The logic o f Keynes was driven 

by what he set out to prevent -  the recurrence of the trade wars o f the 1920s and 30s. The Interna

tional Clearing Union plan was to create a world economy with stable exchange rates and free 

trade. It was also to replicate the stabilizing influence o f the City o f London. Pursuant to this ob

jective, Keynes had several preconditions in mind, such as the requirement that all surplus coun-
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tries liquidate their surpluses and that the operational resources of the organisation should be $25 

billion. W hite’s plan was altogether less ambitious but aimed to maintain exchange rate stability. 

White drew heavily on his role in international monetary transactions during the Interwar period, 

most importantly the Tripartite Agreement, in which he was a negotiator participant. The Interna

tional Stabilization Fund was designed to provide deficit countries with time to reorganise their 

finances through the use o f short-term lending. The resources available to the Fund would only be 

$5 billion. While Keynes desired the City o f London embodied in an international organisation. 

White, in traditional New Dealer form, was deeply suspicious o f “high finance” regardless o f its 

political masters or what institutional form it took. (Skidelsky, 2003)

IV.

This brings us to a discussion of the New Dealer behind the IMF — Harry Dexter White. White had 

entered the US Treasury in 1934 as part o f the group o f economists assembled by Jacob Viner, then 

in the employment of the Treasury Department. This made White a fimctionary of the Roosevelt 

Administration, and he remained with the Treasury until his appointment as Executive Director for 

the United States at the IMF in 1946. White is not only important because o f his role in the crea

tion o f the Fund but also because of his dramatic fall from grace. Though James Boughton (2000) 

(the IM F’s “official” historian) still does not feel that there is a case of espionage against Harry 

Dexter White, it is clear from the VENONA recordings, discussed in Chapter One, that he was at 

least a “fellow traveller” and Skidelsky (2000) finds that he was a poor custodian o f the official 

secrets he was entrusted to keep. White was not just any member o f the Treasury, he worked ex

tremely closely with Secretary Morgenthau, who dined daily with President Roosevelt. Thomas 

Fleming (2001) goes further and his assessment of White in the New Dealers ’ War: F.D.R. and the 

war within World War II provides evidence that this was a man entrusted with some o f the most 

sensitive economic information in the United States. In addition he writes:

In 1939, a disillusioned ex-Communist named Whittaker Chambers went to As
sistant Secretary o f State Adolf Berle, who was Roosevelt’s advisor on internal 
security matters. Chambers named Lauchlin Currie, Harry Dexter White, Alger 
Hiss, and a baker’s dozen other administration officials as Soviet spies.

Berle sent Roosevelt a report o f the conversation, with all the names. The presi
dent dismissed it as absurd. (Fleming, 2001: 320)
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Henry Wallace, Vice President from 1941-1945, was a committed New Dealer and desired to make 

it the universal economic model of the world following the war. Isaiah Berlin, upon hearing one of 

Wallace’s speeches commented that the New Dealers desired to save the world. (Fleming, 2001) 

Wallace was made famous and attracted his greatest level o f  attention for his “Century of the 

Common Man” speech in May 1942 on the struggle to retain freedom. This speech also was an 

assertion o f  his status as an active supporter of the New Deal and Roosevelt’s war policies with a 

firm desire to spread Roosevelt’s Four Freedoms®* around the world.

One o f the less noted theatres during World War II was China. China was a part o f the world that 

was o f particular interest to the White House early on in the war. Wallace was sent there to discuss 

economic matters and negotiate a loan to be made on behalf o f the US government to assist the 

Chinese in the war with Japan. Wallace, as head o f the Board o f Economic Warfare (later the Of

fice o f Economic Warfare directed by White House-based Lauchlin Currie) was to be engaged in 

these activities until the Board was abolished in 1943.

...the president had consigned him to the tutelage o f  Lauchlin Currie, second in 
command of the Foreign Economic Administration, that had absorbed the Board 
o f Economic Warfare. The Canadian-born economist had gone to China at the 
president’s behest in 1942. For fiirther advice, Currie selected John Carter Vin
cent, a State Department expert on China, and Owen Lattimore, deputy director 
o f the overseas branch of the OWI [Office of War Information] and an old China 
hand. Also in the picture was Harry Dexter White, the assistant secretary o f the 
Treasury, who was an expert on international monetary matters. Finally, Alger 
Hiss, a specialist in international organisation at the State Department, sent Wal
lace a long memorandum on who to trust and who not to trust in the American 
embassy in Chungking.’’ (Fleming, 2001: 383)

Wallace so trusted the advice that he was given by White that he had full intentions o f appointing 

him Secretary of the Treasury if he was in power. (Given the weak health of President Roosevelt 

during the war this would not have been beyond the realm o f possibilities.) Wallace in a 7 Septem

ber 1952 article in the New York Herald Tribune entitled: “Where I Was Wrong”, outlines how he 

was incorrect in his support for Stalin and in his open-minded attitude towards communism.

The Roosevelt Four Freedoms were: 1. freedom of speech; 2. freedom o f worship; 3. 
freedom from want; 4. freedom from fear. These were first outlined in Roosevelt’s State o f the 
Union speech to the US Congress on 6 January 1941.

It is important to note that Currie, White and Hiss were all alleged to have been sending 
information to the NKVD (predecessor o f the KGB). Currie’s assistant administrator in the Office 
of Economic Warfare, V. Frank Coe was also implicated as being part o f this group. Coe would 
eventually become Secretary to the International Monetary Fund. More on this topic below.
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One representative o f the Roosevelt administration that worked closely with Keynes and the Brit

ish administration was Harry Hopkins, who was appointed by Roosevelt as a special envoy to 

Churchill. In April 1941 he wrote a memorandum to the White House entitled: “The New Deal of 

Mr. Roosevelt is the Designate and Invincible Adversary o f the New Order o f Hitler.”

As Hopkins saw it, the new order o f Hitler “can never be conclusively defeated 
by the old order o f democracy, which is the status quo.” There was only one way 
to beat Hitler: “By the new order o f democracy, which is the New Deal universal
ly extended and applied.” Unless “world democracy” backed Roosevelt’s New 
Deal, they would fail. The people o f the world were not fighting to preserve the 
old order “but to build a new one.” Only under the leadership of Franklin D. Roo
sevelt “was a more humane and democratic world order plausible.” (Tuttle, 1983:
41-43 quoted in Fleming, 2001: 85)

The New Deal had an obvious impact on how the Roosevelt Administration thought and how its 

many administrators worked. The creation o f a new international financial system after the war 

was not outside o f the realm o f thinking for the Treasury and White had designed a plan. The 

White plan was first produced in the summer o f 1941. The definitive draft was finalised in the 

April 1942. Raymond Mikesell, in his year 2000 memoir, Foreign Adventures o f  an Economist, 

outlines how the American side o f the negotiations of the IMF began and what influenced the 

Treasury and Harry Dexter White. Mikesell was presented with a copy o f W hite’s proposal in Au

gust 1942 and was astounded by the many functions that the organisation was intended to perform.

He states that,

The plan’s principle objectives were firmly rooted in the U.S. monetary policy of 
the 1930s, when the U.S. government opposed what was called “competitive ex
change depreciation,” and bilateral currency agreements and exchange controls 
that discriminated against U.S. exports. The concept of assisting other countries 
to stabilize their exchange rates at agreed levels in found in the Tripartite Agree
ment o f 1936 with Britain and France. According to this agreement the three na
tions, later joined by three others, agreed to consult one another before changing 
their rates and to assist each other in stabilizing their rates. (Mikesell, 2000: 22)

White, of course was not the sole plan on offer. There were several proposals. For example, there 

was a proposal that was made by Harvard’s Professor John Williams. This was a joint proposal 

with New Dealer Luther Gulick o f Columbia University and the Institute o f Public Administration, 

New York. This proposal had the support o f the New York banking community but was largely 

ignored by the American Technical Committee (ATC) that reviewed the various models for re

structuring the international monetary system after the War. The American Technical Committee,
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based in the US Treasury, was founded in May of 1942 and only seriously considered the Keynes 

plan for the International Clearing Union. The Keynes Plan carried the eminence o f Lord Keynes, 

who was admired by White, but was also related to the wider question of the Lend-Lease Agree

ment.

The desire for exchange rate stabilization and the elimination o f exchange controls that involved 

discrimination against imports from particular countries was a necessary condition o f the negotia

tions over the International Clearing Union and the International Stabilization Fund. These condi

tions were already components of Article VII o f the 1942 Lend-Lease Agreement between the 

United States and Britain. Article VII dictated that there should be the complete elimination of 

trade discrimination associated with the operation of the sterling area. The Lend-Lease Agreement, 

the US loan to Britain and the creation of the IMF and the World Bank were three equally impor

tant objectives for both Keynes and White. Keynes desired the easing o f the conditions with re

spect to the sterling area, a large grant from the US and not a loan and a truly multilateral set of 

institutions to operate the international monetary system. White, Morgenthau and the Roosevelt 

White House were firm in their desire to bring about free trade, to limit the size and generosity of 

terms on the British loan and to ensure that new multilaterals were not too large or autonomous.

To Keynes and the mandarins of Whitehall the issue of Article VII of the Lend-Lease Agreement 

was one o f justice. This dispute between the US and the UK had implications for the creation o f a 

worldwide trade arrangement. The US desired a commercial trade treaty, which was designed by 

Harry Hopkins and James Meade. Little was done on the US or UK side to link this proposal to 

the IMF. The proposal itself was met with an icy response by the UK delegation, which saw the 

commercial treaty as nothing more than an extension of Article VII o f the Lend-Lease Agreement. 

The International Trade Organisation was effectively tabled as a result of these differences be

tween the Americans and the British. In a 15 November 1945 meeting between Keynes and Fre

drick Vinson, the then US Secretary o f the Treasury, Vinson outlined that some o f the details o f the 

US loan to Britain. Keynes’ patience came to an end during the meeting and he exclaimed that 

“You cannot treat a great nation as if  it were a bankrupt company.” (Keynes quoted Skidelsky, 

2000: 434). Article VII and the loan were to cloud all the negotiations and thinking on the creation 

o f the Fund and the Bank.
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In the models presented by Keynes and White this was always clear. Access to credit was a major 

difference between the two proposals. White’s ISF obliged all its members to provide its own cur

rency and gold according to quota. Keynes’ ICU placed no limits on the credit a member was to 

provide. Credit was the representation o f the willingness o f the country to accept credits from the 

ICU for the amount owed by members to other members. If  the US was to be the sole creditor (not 

an unlikely given the wartime expenditures o f most countries) and the all other members were in 

deficit to the full extent o f their quota, the US would be obliged to provide credits to those nations. 

In other words, the US would forward the entire sum o f the quota obligations o f  the ICU. Mikesell, 

who was a member o f the ATC, calculated that the total cost o f such an action for the US would be 

S470 billion during the first decade o f operation. The White plan posed a potential cost o f only $3 

billion. (Mikesell, 2000)

When Mikesell was requested by White to create a set o f calculations for the quotas he was ad

vised that the US quota was to be approximately $3.2 billion, which was in keeping with the oper

ational sum o f the Exchange Stabilization Fund. White desired to have the quotas linked not only 

to subscription and lending purposes but also to the governance. France was disabused in this early 

stage o f quota creation, with White outlining the importance o f the USSR and China as outstrip

ping that o f France politically. The original method devised by Mikesell was:

National Income = 2%

Gold and Dollar Reserves = 5%

Average Annual Imports = 10%

Maximum Variation in Annual Exports = 10%

In June 1943 this list o f quotas was circulated to White. The quotas for China, France and the 

USSR were changed arbitrarily to $600 million, $500 million and $900 million respectively; the 

original Mikesell quotas being $350 million, $700-800 million and $763 million respectively. The 

UK quota was $1.3 billion.
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Mikesell makes it abundantly clear that Keynes failed in his negotiations over the International 

Credit Union and that by 1946 it was very much a White defined institution. The surrender o f the 

sterling area privileges was effectively completed in 1942, but the UK Treasury delegation spent 

much o f the their time on negotiating an escape clause. To Keynes, the American demand that the 

sterling areas be exchanged for the loans required to enable the UK to survive and rebuild was a 

mortal blow. White was vehemently against the British loan and eventually the Treasury offered 

$3.75 billion loan as opposed to the UK desired $6 billion grant. W hite’s testimony to congress 

against the loan was part o f the reason for this outcome. (Mikesell, 2000)

The loan question was one o f the reasons for White having an acrimonious relationship with 

Keynes. Contemporaries noted that Keynes him self could be awkward and arrogant at times, and 

he had a tendency to become emotional during meetings, but it should be emphasised that many 

of differences between the two men were intellectual. Their were several fault lines in the relation

ship. One o f the most acute was over the Articles o f Agreement, which Keynes saw as the embo

diment o f the American over-reliance on lawyers. He famously declared the document to be writ

ten in Cherokee (see quotation above. Chapter One). Before considering in greater depth the final 

negotiations of the Fund where the sticky questions o f politics, power and purpose were discussed, 

there will be a brief aside to discuss the person of Harry Dexter White.

White had come from a Jewish background in Boston. He was educated at Stanford and Harvard 

and came to the Treasury via Jacob Viner.'“  According to Robbins, White was;

...not a very beautifiil character. He was brash, truculent, and I suspect, some
what unscrupulous when his own interests were concerned. In his younger days 
he had been the victim of academic unemployment, possibly due to the discema- 
ble anti-Semitism which at that time tended to affect the policies of the great uni
versity with which he had been associated; and I am fairly clear that he was de
termined that henceforth Harry White should not be worsted in the struggle for 
survival -  or eminence. But that he was in any way associated with the groups in 
the United States who actively wished harm or wished to exploit our [Britain’s] 
position o f weakness will not stand up to examination for a moment. (Robbins,
1971 quoted in Mikesell, 2000: 55)

Broughton (2004) shows a different picture o f White, an image o f a scholar-administrator who was

also a theoretical and institutional innovator. He is shown as having made a positive contribution

For fiirther details on White’s background see Boughton (2004) and the Time magazine 
articles o f 23 November 1953 and entitled “One M an’s Greed” for a detailed biography o f White’s 
early years.
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to the development o f the International Monetary Fund. Given the comments and desires o f 

Keynes that would be a just assessment o f the contribution o f White to the Fund, but the Fund did 

not behave as planned. Once again one must return to the political situation surrounding White.

As stated above, White worked closely with Morgenthau, Currie and Coe. Morgenthau’s political 

association with Roosevelt was so close that he was one of the first fatalities o f the transition to the 

Truman administration. Morgenthau and White had together composed the “Morgenthau Plan”, 

which sought to create an impoverished, agrarian Germany after the war. White’s involvement 

with this plan was to have implications for the final negotiations in the 1946 Savannah meeting. 

This was a representation o f a larger powerplay between the State Department and the Treasury. 

Regardless o f the truth o f the spying accusations made against White, Coe and Currie the asper

sions cast on these men influenced the final decisions regarding the creation o f the Fund. The ac

cusations combined with the rejection of the Morgenthau-White plan by Edward Bernstein, the 

Monetary Research Office o f the Treasury and President Truman undermined the credibility and 

the authority o f White with the Treasury, the State Department and the White House. When Mor

genthau resigned'®' the access and authority that White possessed disappeared. (Mikesell, 2000)

The palpable distaste that Morgenthau and White had for Germany manifested itself in support for 

the then US ally, the USSR. During the war, Roosevelt had demoted the UK in favour of Stalin 

and the USSR as the essential power with which an American relationship must be maintained for 

U.S. victory. Roosevelt, felt, like Wilson before him, that the British Empire was a malign influ

ence on the world. Churchill and Keynes were painfully aware of the Roosevelt’s desire to bring 

about an end o f the Empire. (Flemming, 2001: 310) White shared this distaste for the Empire: in 

common with many New Dealers he combined this attitude with an open-minded view of the 

USSR and Stalin. The close relationship with the USSR fostered by Roosevelt and Vice President 

Wallace'®^ can be seen as a partial exoneration of White’s behaviour towards the NKVD. Secretary

Morgenthau was in effect fired by Truman. Following the President’s decision to request 
that the Secretary o f War accompany him to Germany in July 1945, a trip that Morgenthau de
manded to be a part of, the Secretary o f  the Treasury resigned. The Morgenthau plan for postwar 
Germany was presented to Truman prior to the visit to Germany and he asked for it to be pub
lished. Truman stated that it was never to see the light o f day. (Fleming, 2001) See the 15 October 
1945 Time magazine article entitled “Morgenthau’s Hope” for a contemporary discussion o f the 
Morgenthau Plan for Germany.

Wallace eventually retracted his support o f the USSR, Stalin and all forms o f socialism in 
a 7 September 1952 New York Herald Tribune article entitled: “Where 1 Was Wrong”.
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Vinson by the April 1946 Savannah meetings was aware o f W hite’s compromised security status 

and this influenced his final decisions with respect to the Fund and his final meetings with Keynes. 

Skidelsky summarised the unusual case o f Harry Dexter White as such:

A combination o f  naivety, superficiality and supreme confidence in his own 
judgement -  together with his background -  explains the course o f action White 
took. There is no question of treachery, in the accepted sense o f betraying one’s 
country’s secrets to the enemy. But there can be no doubt that, in passing classi
fied information to the Soviets, White knew that he was betraying his trust, even 
if  he did not thereby think he was betraying his country. (Skidelsky, 2000: 263)

It was in this difficult political situation the final negotiations for the IMF began.

VI.

The Bretton Woods meetings were highly charged politically and the issue of the organisations’ 

quotas was the lighting rod. White, as stated earlier, linked quotas to power within the sister orga

nisations. During the conference, Pierre Mendes-France (a future premier during the Fourth Re

public) was the representative o f the French government in exile. The final quota for France was 

$450 million. Mendes-France saw this as a direct insult to the French. It was known that relations 

between Charles de Gaulle and the US government were poor but this incident farther compro

mised that bond. When Mendes-France questioned Morgenthau as to the reason for the especially 

low French quota, he was informed that it was because China was a member o f the “Big Four” and 

that President Roosevelt desired that China be given the fourth place of power in the scheme o f the 

IMF. With Mendes-France infuriated by this reasoning, the delegates once again stated that the 

combination of subscriptions, drawing rights and voting power was illogical and that the Mikesell 

formula should be used, with a direct link to be made between economic size and voting power. 

White rejected this proposal at the Bretton Woods Conference, stating that the quotas were the 

product o f scientific procedures. He demanded as well that the quotas o f the Bank and the Fund 

be equal. This resulted in an altercation between the US and the USSR over the quota subscription 

for the World Bank. The USSR paid $1.2 billion to the Fund but refused to pay any more than 

$900 million to the Bank. White changed the US, Canadian and Chinese quotas for the Bank, with 

the US quota increasing fi'om $2.75 billion to $3,175 billion so that both organisations had total 

subscriptions of $8.8 billion. Eventually the USSR relented and the final total quota subscriptions
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for the Bank and the Fund were $9.1 billion and $8.8 billion respectively, scuppering W hite’s plan 

for parity. This was just the beginning o f political problems facing the Fund and the Bank at the 

1946 Savannah meeting.

Keynes’ vision was of the IMF was o f an international secretariat which would operate the organi

sation, with the Executive Board consisting o f a non-resident body with only occasional interac

tions with the Fund’s headquarters. White opposed this vision. He presented the alternative o f an 

organisation with a resident Executive Board where the Executive Directors, Alternate Directors 

and the Managing Director would be all well paid officials. Keynes disliked this plan since it 

opened up the organisation to political interference and on a personal level felt that it was a move 

on the part o f White towards personal enrichment since the Treasury official was the most likely 

candidate for one o f these positions and his personal recommendation for Managing Director. On a 

practical level Keynes did not find it cognisable what these twelve resident Executive Directors 

and twelve Alternate Directors (a grand total o f forty-eight persons for the Bank and Fund com

bined) would do within the organisations. Mikesell’s conclusions on Keynes at Savannah were:

The U.S. position prevailed, but Keynes was obviously bitter because he saw that 
the Fund would operate quite differently fi'om what he had hoped. Keynes’s de
sire to have the Fund operated by international civil servants reflected his desire 
to make drawing rights largely unconditional and in accordance with rules rather 
than being subject to the judgements o f a political body. It is somewhat surprising 
that Keynes continued to hold this positions, since the U.S. position had already 
been established in the Joint Statement and in the Articles o f Agreement. Why, 
then, did Keynes continue to argue the point at Savannah? In discussing this 
question, Roy Harrod, in The Life o f  John Maynard Keynes [1951], stated “that it 
has been represented to me by Professor Mikesell and Mr. Bernstein that Keynes 
ought to have realized at Bretton Woods that it was the intention to make drawing 
rights conditional and must have realized it at the Savannah meeting.” Keynes 
evidently believed that the matter was still open for discussion at Savannah. (Mi
kesell, 2000: 70)

Keynes’ detachment from this reality was important for two reasons. First, it was clear that he was 

still attempting to fight for better terms on the British loan and second, he was unaware o f the ex

tent to which the US delegation had politically outmanoeuvred him. This extended to his lack of 

understanding o f  Harry Dexter White’s precarious position in the US Treasury. Keynes, despite his 

differences with White, requested that White be made the first Managing Director o f  the Fund. He 

trusted that White would be concerned purely with the operation o f the organisation and would 

chafe at any sign o f political intervention by any government. The US Federal Bureau o f Investi

gation reported to Secretary Vinson o f White’s alleged involvement with the NKVD, effectively 

spelling the end o f White’s career. In a meeting with Vinson, Keynes was informed that White
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could no longer be considered for the position o f Managing Director due to security concerns. 

White would be given the prestigious but strategically safe position of Executive Director. Keynes 

recommended his long time friend Camille Gutt o f Belgium, who was subsequently accepted for 

the post o f  Managing Director.'®^

Keynes and Vinson also had an altercation as to the location o f the two new institutions. The US 

delegation wanted the organisations based in Washington, D.C.. The UK delegation desired that 

they be based in New York City for two reasons: one, to be located at the financial centre o f the 

world -  the new London and second, to be able to liaise with the United Nations Social and Eco

nomic Council. Pierre Mendes-France and the Indian delegation supported Keynes’ objection but 

the Latin American countries supported Vinson and “towed [sic] the State Department line” . (Ski- 

delsky, 2000: 486)

Keynes’s main purpose was to protect the Fund Irom the preponderant US political con

trol. He saw the managing director as analogous to the governor o f a central bank, ulti

mately accountable to his board, but not under it day-to-day control. The main fijnction of 

the executive directors was not to manage the Fund, but to be the link between the Fund 

and the national treasuries and central banks fi'om which they were seconded. They would 

imbibe the internationalist outlook from their sojourns at Fund headquarters; and they 

would bring to the Fund intimate knowledge of their own governments’ policies and ob

jectives. In this way national could be made to yield to international perspectives through a 

process of learning and mutual accommodation. Keynes also believed that this kind o f set

up would cut down on the need for the Fund to amass statistical information centrally, and 

thus enable it to make due with a lean staff.

The Fund and the Bank and the entire negotiation process wore on Keynes. He commented that his 

meetings with Vinson were like meetings with a tyrant; though this was not an uncommon view 

amongst the delegates. Keynes’ final testament on the what he desired of the organisations came in 

a dinner speech to the delegates:

This began the convention (gentleman’s agreement) that the Fund Managing Director 
being a European and the Bank President being an American. This practice is currently under re
view by the IMF.
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In Keynes’s mind, and language, the birth o f the twins ‘Master Fund and Miss 
Bank’ -  whose names, he wished, had been reversed -  fused with the great first- 
act christening part in The Sleeping Beauty which he had just seen danced, when 
the fairy godmothers showered their gifts on the newly bom Princess Aurora. The 
gifts bestowed by Keynes’s godmothers were to Universalism, Courage and Wis
dom. Having playftilly embroidered this theme, Keynes expressed the hope that 
there was ‘no malicious fairy, no Carabosse’ whom the organisers had forgotten 
to ask to the financial christening. ‘For if so’, he went on, ‘the curses which that 
bad fairy will pronounce will, I feel sure, run as follows: - “You two brats shall 
grow up politicians; yoiu" every thought and act shall have an arriere-pensee', eve
rything you determine shall be not for its own sake or on its own merits but be
cause o f something else.’” If  the twins ever become political, their best fate 
would be to fall into ‘eternal slumber’. Whether the delegates quite followed the 
thread Keynes was so expertly spinning may be doubted. After he finished, Col
lado [a US Treasury official] and Clayton [Undersecretary o f State for Economic 
Affairs] leant over to Brand [UK Treasury representative] and said, ‘Keynes is 
really much too clever for us.’ Vinson [US Treasury Secretary] sense that 
Keynes’s barbed words might be directed against him. ‘I don’t mind being called 
malicious, but I do mind being called a fairy,’ he growled.” (Skidelsky, 2000: 
465)

Ultimately, the Fund and the Bank did not function as expected. Convertibility and stable ex

change rates were not realised. John Maynard Keynes died a few weeks after the Savannah meet

ings on 21 April 1946. The Fund was entrenched in political credibility problems following the 

appearances o f Harry Dexter White (who had already resigned as the US IMF Executive Director) 

in fi-ont o f the House Un-American Activities Hearings on 13 August 1948 and the subsequent 

political battle between sitting President Eisenhower and former President Truman during the early 

1950s. A ftirther complication was that the Secretary o f the International Monetary Fund, Frank 

Coe, was asked to appear before the Senate Internal Security Committee"*^ in 1952 and was sub

sequently requested by Managing Director Ivar Rooth to resign. These events had a profound im

pact on the operation of the IMF and essentially pulled one of Keynes’ so-called twins into the 

realm of becoming politicians. The Marshall Plan and the European Payments Union ameliorated 

the immense problems facing the world economy, not Miss Bank and Master Fund. The European 

Payments Union, operated by the Bank for International Settlements, brought about multilateral

ism within the Western European nations and many of the benefits that Keynes and White sought 

through the creation o f the IMF. (Mikesell, 2000)

Time magazine. “Man o f Bretton Woods” . 15 December 1952. Coe eventually left the 
United States and lived in China from 1959 until his death in 1980. (Haynes, 1999) Mao men
tioned Coe’s writing on American political events during discussions with Kissinger and Nixon. 
See US State Department China Editorial Note President Nixon and his assistant fo r  National 
Security Affairs, Henry Kissinger, October 1971-Feburaiy 1972:
http://www.state.gov/documents/organization/70143.Ddf According to Strong & Keyssar (1985) 
Coe was one o f M ao’s “American friends” and was seen with him often by Anna Louise Strong, 
another American expatriate residing in China. (Strong & Keyssar, 1983)
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White summed up his intentions for the Fund in a January 1945 Foreign Affairs article. The heart

o f the Bretton Woods system was to move outside the equilibrium approach and replace the old

automatic adjustment mechanisms o f the gold standard. Regulation would solve these problems o f

sentiment and stickiness that Keynes had so eloquently outlined in the General Theory. These

rules were to be consistent, enforceable and credible and as durable as the classically understood

gold standard. (Cesarano, 2006) White stated his vision o f the purposes o f the Fund as follows:

The first is the need for stability, order and freedom in exchange transactions ...
The second is that stability in the international exchange structure is impossible 
o f attainment without both international cooperation and an efficient mechanism 
for implementing the desire for such cooperation among the United Nations.
(White, 1945: 196)

The IMF negotiations and the objectives o f its founding fathers, show how the organisation was 

created out o f a difficult political situation where the full facts were not known to all parties. The 

desire on the part o f Keynes to prevent the twin Bretton Woods Institutions from becoming politi

cal is an important historical fact that should be taken into account when discussing matters of 

governance. The desire on the part o f both Wliite and Keynes to see the Fund as part of the United 

Nations structures is also critical to the discussion of the application o f ethics and natural law to 

the IMF. The Fund’s original purpose and design was to be quintessentially multilateral and out

side political influence and subject to a decision-making process that was based up the work o f its 

technical staff. This Fund was the product o f  the thought o f Keynes and to a certain extent White, 

who was in the mould o f a New Dealer: a man visualising institutional and legal structures in the 

place o f visceral market mechanisms.

In the next section of this work one will link international law and natural law and investigate the 

importance of natural law to the creation and exposition of economics.

VI

In this section one will look at the connections between natural law, economics and international 

law. The importance o f individual epistemology was shown in the discussions above. The objec

tive o f applying natural law theory to economics is twofold. One of the benefits of this form of
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analysis is that it will allow the reader to look at economic objectives within a larger frame o f 

thinking, that is, according to the teleological framework that Keynes so desired. Second, natural 

law is a usefiil prism through which to analyse large institutions that exist for the benefit o f the 

common good and rely upon technical knowledge and understanding to achieve their purposes and 

objectives. The insitution that this method is being applied to is the International Monetary Fund. 

First, one will look at the basic links between natural law and economics.

According to Keynes’ work on economics, the discipline was part o f the framework o f ethics and 

logic. The classical work o f Aristotle may be considered the first exposition o f this framework of 

natural law and the allocation o f scarce resources. Aristotle’s purpose was not the maximisation of 

personal consumption but the leading o f the “good” life. The concept o f natural justice was at the 

heart o f Aristotle’s philosophy and this was to manifest itself in the form o f laws that were created 

to benefit the common weal. Natural justice, and its instrument, natural law was to be a universal 

law of peoples, a ius gentium, a law not limited to individual city states or municipalities. Positive 

law, or the law of man, was limited to those parochial concerns. The issue o f justia  distributiva 

was part of this framework. Aristotle states:

For if  the people involved are not equal, they will not receive equal shares; in
deed, whenever equals receive unequal share, or unequal shares, in a distribution, 
that is the source o f quarrels and accusations. (Aristotle, 1990: 255)

And fiirther:

For the one who receives an unjust share does not do injustice, but rather the one 
who willingly does what is unjust, i.e. the one who originates the action; and he is 
the distributor, not the recipient. Further, if  the disfributor judged in ignorance, he 
does not do injustice in violation o f what is legally just and his judgement is not 
unjust; in a way, though, it is unjust, since what is legally just is different from 
what is primarily just. (Aristotle, 1990; 263-4)

To Aristotle the supply o f wealth to the household'®^ was through nature and thus the property that

is the creation of nature and is held by the individual constitutes wealth. Aristotle develops this

One may cite in this connection the etymology o f the word economy. The earliest use of 
the term in its modem sense was during the middle o f  the 17th century by Thomas Hobbes (1651) 
in the Leviathan (Il.xxiii.l24). The Oxford English Dictionary provides the following history of 
the origin o f the word:

ad. L. ceconomia, ad. Gr. o'lKovon'ia, f  o'lKOvojios one who manages a 
household (usu. spec, a steward), f  o ' ik o -s house + -vonos, f  venetv to manage, 
control. The Gr. o 'ik o v o îo s  was adopted in classical Lat. as ceconomus, but seems
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idea into the areas of acquisitiveness, which is the classical Greek vice of pleonexia, which was 

aptly translated by Nietzsche as haben und mehrwollhaben. This vice was contemporaneous with 

the Aristotelian concept o f  money, which was an unnatural source o f  wealth as its process of 

wealth creation was the product o f unequal exchange and thus was to be considered unnatural. 

This interpretation o f money as unnatural would influence the early thinking on financial matters 

such as usury and the declaration by the Schoolmen and other early economic commentators that 

money was sterile. This occluded judgement existed well into the nineteenth century. As will be 

discussed in the final chapter o f this work, in the seventeenth century John Locke also continued to 

think o f issues relating to currency and the financial system in these Aristotelian and Scholastic 

terms even at the height o f the English Financial Revolution.

T he evolution of Aristotelianism and natural law took shape through the work of the stoics, most 

notably Cicero, and its subsequent synthesis with Christianity under Thomas Aquinas. The Tho- 

mistic system works in conjunction with the Judaeo-Christian-Platonic framework constructed by 

Augustine. The city o f man was a natural necessity and was to be compared to the city o f God with 

obligations placed upon the prince to act justly. To act in a manner that was just was to be revealed 

through divine revelation and reason. The acquisition o f knowledge for this purpose o f behaving 

justly and leading a good and natural life was an essential component o f this system of thought. 

Through this framework of rationality informed positive law the achievement o f a just order could 

be possible. The ftirther developments of this theory were made by the late Scholastics and the 

Renaissance utopian humanists and finally in the rights between men and states (peoples) that was 

developed by the Early Modem thinkers Althusius (1557-1638) and Grotius (1583-1645). This 

method o f modem natural law thinking eventually was incorporated into the work o f Adam Smith, 

which formed the foundation for modem economics.

The objective of Aristotle’s system was for the individual to achieve a collection o f Hellenic vir

tues, o f  them, that o f sophrosune was the highest. This consisted of the ability to wield power but 

not abuse and embodied the restraint through reason. This was linked to the other Platonic virtues

to have been re-introduced into med.L. from contemporary Gr. (in an ecclesias
tical sense) with the phonetic spelling yconomus, whence the early Fr. and Eng. 
yconomie as forms of this word.

In Christian Latin the accepted transl. of o 'iK o v o ) i 'ia ,  was dispensatio 
(c f  L. dispensator = Gr. o 'ik o v o |xos steward); hence in certain Theol. senses 
economy and dispensation are used convertibly. {Oxford English Dictionary, s.v.)
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o f courage (andreia), wisdom as manifested in the knowledge o f the good (sophia) and the proper 

allocation o f the soul, commonly translated as justice, dikaiosime. These virtues were related di

rectly to the individual polis. Though these virtues were considered limited to the polis o f the citi

zen, a parochial setting, they can be universalised.'“  The objective o f Aristotle’s ethical investiga

tions was to determine the best way to live the good life. The motivations o f individuals are, o f 

course, extremely important when discussing this topic. For a discussion o f the immediate reasons 

behind human action and the concept o f obligation, one recommends that the reader refer to the 

work o f John Finnis in Natural Law and Natural Rights (1980) and H.L.A. Hart in The Concept o f  

the Lmv(1961).’°’

Motivations and the diflficult mixture o f concepts such as the law, justice and morality, pose an 

especially challenging melange in the absence o f rules (i.e. existing positive law or legal 

precedent) or in a situation which may genuinely be described as de novo. In these circumstances, 

Aristotelian ethics oblige the individual to behave according to right reason, kata ton orthon logon. 

To act justly one must measure acts of injustice with suffering injustice; one must assess courage 

against rash judgement and one must gauge generosity against niggardliness. Rawls’ original 

position argument, when placed in an environment where rules are absent and facts are murky, 

comes up against the harsh daylight o f complexity and is found wanting. The ability to exercise 

collectively all the virtues of the intellect and the self is summed up in the final term o f virtue con

ferred by Hellenic system: - the manifestation and use o f right reason, phronesis.^'^ The conse

quence o f obtaining the virtue of phronesis is that one can therefore avoid the vice of pleonexia, 

since this is a plainly preventable through the application o f sophrosune. The ultimate aim of ac

tion is how it relates to the good and obtaining o f the knowledge to achieve the good. The teleolog- 

ical aim is not purely pleasure or comparative happiness, which is dependent upon time, mores and

This will be illustrated in the subsequent section.
This is an especially rich debate that largely exists in the field of jurisprudence. The 

questions o f what is the law, action, morality and justice and how are they acted upon are all in
terwoven. English has difficulties rendering the subtleties o f these questions since it does not have 
the terminology that splits law, justice and rights in the way that ins and lex do so in Latin. This, of 
course, is the current, modem version o f a much older tradition of debate on these topics.

The work o f John Rawls in A Theory o f  Justice and other works is discussed below.
To this framework o f virtues, sophrosune, andreia, sophia, dikaiosune and phronesis one 

can add the Christian virtue o f caritas, added to the Aristotelian system by the work o f Aquinas.
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location but the excelling at the achievement o f  the tool o f  right living. The objective is the 

achievement of the state o f eudaimonia.“ ’’ (MacIntyre, 2007)

Augustine inherited the Hellenic tradition and was the product o f the late classical Roman system 

o f thought. The Stoics’ philosophy, in the form o f Cicero, was made evident by Augustine’s ap

proval o f Cicero’s interpretation o f moral virtuousness as existing in right reason and with this 

term defined as being a reason that is imclouded by passions and the quiet domination o f rational 

resolve. Actions were defined along similarly Hellenic lines but with the addition o f a Christian 

dimension: “Acts are good when they are accorded with right reason by virtue o f it having with the 

immanent principle (logos) of the world and this with the moral law, understood properly embo

died in the respublica." (Hundret, 1992: 88) Man need to engage with his ability to self-govem. 

The lack o f self-government was the defining characteristic o f  the City o f Man as opposed to the 

City o f God. Augustine defines the situation o f man as such:

There is nothing else that now makes man more miserable than his own disobe
dience to him self Because he would not do what he could, he can no longer do 
what he would. It is true that even in the Garden, before man sinned, he could not 
do everything; but he could still do all he desired to do, since he had no desire to 
do what he could not do. It is different now. In too many ways not to mention, 
man cannot do what he desires to do, for the simple reason that he refiises to obey 
himself; that is to say, neither his spirit or his body obeys his will. (Augustine,
1958: 11.15)

The Ciceronian system o f morality is clearly present in Augustine’s thinking and this system is 

visible in Aristotle, while at the same time this framework was modified. The Roman rhetorical 

tradition was rejected, as it did not hold fast to its own system o f moral obligations for quiet ra

tional resolve and self-government. To Augustine, the canonical stories o f Roman virtue, of Cato 

and Lucretia, were the embodiment o f the lack of unity of thought and action, and this flaw thus 

resulted in the suicides o f the two characters concerned. This again was the reason for the endless 

failure o f the City o f  Man. The motives of man and his city would form the foundations of the 

early modem discussions of the state and moral virtue.

Eudaimonia is the happiness that comes from the knowledge that one has achieved the 
ability o f engaging with the good and living the good life. It is attained through the acquisition of 
all the necessary Hellenic virtues.
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This Roman influence is deeply important for its role in the development o f international law.” ' 

The Roman system o f law allowed for the speciesization of law into municipal law and the law o f 

nations. This is clearly expressed by Gaius in his Institutes (165 AD):

Every people that is governed by statutes and customs observes partly its own pe
culiar law and partly the common law o f mankind. That law which a people es
tablishes for itself is peculiar to it, and is called ius civile (civil law) as being the 
special law o f that civitas (state), while the law that natural reason establishes 
among all mankind is followed by all peoples alike, and is called ius Gentium 
(law o f nations, or law o f the world) as being the law observed by all mankind.
Thus the Roman people observes partly is own peculiar law and partly the com
mon law o f mankind. (Rubin, 1997: 12)

This idea is further developed by Justinian in his Institutes (533 AD), and his distinctions perhaps

made clearest here with his discussion here of the public use o f the sea-shore:

O f these, some admit o f private ownership, while others, it is held, cannot belong 
to individuals: for some things are by natural law common to all, some are pub
lic, some belong to a society or corporation, and some belong to no one. But 
most things belong to individuals, being acquired by various titles, as will appear 
from what follows.

1 Thus, the following things are by natural law common to all — the air, running 
water, the sea, and consequently the sea-shore. No one therefore is forbidden 
access to the sea-shore, provided he abstains from injury to houses, monuments, 
and buildings generally; for these are not, like the sea itself, subject to the law of 
nations. 2 On the other hand, all rivers and harbours are public, so that all per
sons have a right to fish therein. 3 The sea-shore extends to the limit o f the high
est tide in time o f storm or winter. 4 Again, the public use o f the banks o f a river, 
as o f the river itself, is part o f the law of nations; consequently every one is en
titled to bring his vessel to the bank, and fasten cables to the trees growing there, 
and use it as a resting-place for the cargo, as freely as he may navigate the river 
itself But the ownership of the bank is in the owner of the adjoining land, and 
consequently so too is the ownership o f the trees which grow upon it. 5 Again, 
the public use o f the sea-shore, as of the sea itself, is part o f the law o f nations; 
consequently every one is free to build a cottage upon it for purposes of retreat, 
as well as to dry his nets and haul them up from the sea. But they cannot be said 
to belong to any one as private property, but rather are subject to the same law as 
the sea itself, with the soil or sand which lies beneath it. 6 As examples o f things 
belonging to a society or corporation, and not to individuals, may be cited build
ings in cities -  theatres, racecourses, and such other similar things as belong to 
cities in their corporate capacity. (Justinian, Institutes, II.i, 1-6)

The Roman, Hellenic and early Byzantine traditions were incorporated into the main corpus of 

ethical, legal and economic thought of the High Middle Ages. Raymond de Roover (1955) clearly 

states “that Aquinas was the founder o f a school and that his doctrines were further elaborated and 

refined by his followers.” (De Roover, 1955: 162)

It was also important for the creation o f merchant law {lex mercatoria) and the law o f the 
sea {lex mare), both designed to facilitate the transfer o f goods and persons. There is evidence that 
internationally agreed nontis and minimum legal standards were in existence from the time o f An
cient Egypt. (Rubin, 1997)
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It should be added that these followers continued far beyond the Middle Ages un
til well into the seventeenth century. Moreover, some o f their important economic 
doctrines were taken over, with only slight modifications, by the philosophers of 
natural law, such as Hugo Grotius (1583-1645) and Samuel Pufendorf (1622-94), 
who were still Aristotelians, even if  they were opposed to scholasticism. (De 
Roover, 1955: 162)

The Schoolmen in their teaching o f  law and ethics considered the subject o f political economy to 

be an important appendix to those subjects. Aquinas (1226-1274) placed economics within his 

universal scheme o f thought and the pursuit o f material gain was to be governed by the principles 

of justice and grounded in the concepts o f private property and exchange. Material gain was not to 

be the sole objective of the individual but only a means to an end. That end was the siimmum bo- 

num” \\\V . final end) o f salvation. As stated below this is the method o f achieving hominem inte

grum (lit: complete human). San Bernardino of Siena (1380-1444) begins to develop a theory of 

value based upon usefulness, scarcity and agreeableness {virtuositas, raritas and complacibilitas). 

Bernardino also condemns the practices o f persons attempting monopoly rents while commenting 

on the just price o f a good being determined by a common estimation o f the community. This re

vulsion at the presence o f a monopoly continued well into the sixteenth and seventeenth centuries 

with works o f Thomas Cardinal Cajetan (1469-1534), Juan Cardinal De Lugo (1583-1660) and 

Giambattista Cardinal De Luca (1613-1683).“  ̂ In addition this, his theory of the difficulty in the 

production of goods affecting supply and therefore price, was to be seen partly in Hutcheson and 

Smith and fully outlined in Ricardo’s Principles o f  Political Economy (1817).'’'' The Scholastics 

and their broader system o f thought came into question during the later 17th century"^, becoming 

largely associated with the issue of usury laws. This connection had less to do with the writings of 

the late Scholastic authors and those who were members o f the School o f Salamanca that with the

In the framework o f the discussion o f economics and international law this can be consi
dered equivalent to fin is bonorum, which is the final good determined by that quiet rationality of 
Augustine.
‘ These late Scholastics may be considered to be almost neo-Thomistic in their thought, in
so far as they were responding and reacting to dramatic changes in European ontology as a result 
o f the Reformation. That, in conjunction with dramatic changes in politics and the discovery o f the 
scientific method, altered their methods o f engaging with philosophical, political, legal and social 
questions. On can only look at the robust defence o f the work o f Descartes (1596-1650) by the 
Jesuits o f the University o f Avignon in the late 17* and early 18* centuries.

See Chapter 20.
It is useful to quote De Roover on one o f the fathers o f international law (see De Jure 

Belli Ac P ads Libri Tres ( 1625), this constitutes one of the first modem expositions o f internation
al law) at this point: “At any rate, Hugo Grotius or de Groot deserves a niche in the gallery of 
famous economists. One can hardly classify him as a mercantilist; he was rather an Aristotelian 
who used scholastic methods to defeat schoalsticism.” (De Roover, 1955: 181)
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1745 encyclical o f Pope Benedict XIV, Fix Pervenit, which re-asserted the dogma related to usury. 

As De Roover makes clear in his study, the Scholastics’ system lacked a sufficiently robust intel

lectual apparatus to compete with the empirical, project-driven economics o f the Mercantilist pe

riod. The Schoohnen, in his view, overly concerned themselves with ethical matters (through the 

lens o f jurisprudence) and left public policy and the methods o f implementing policy in the hands 

o f largely incompetent and inefficient government authorities; paralysis, as opposed to the Roman 

and Hellenic inspiration, was engendered by an excessive focus on what ought to be as opposed to 

what was the reality. Even with this indictment “modem economics owes the Schoolmen and their 

successors a greater debt than is commonly acknowledged.” (De Roover, 1955: 189)

This traditional Scholastic interpretation o f jurisprudence was handed down to Adam Smith 

through his teacher, Francis Hutcheson (1684-1746). Hutcheson’s major work, A System o f  Moral 

Philosophy (1755) drew heavily on the work of Pufendorf, who himself relied heavily on Grotius. 

“Hutcheson . . . followed very closely the natural-law theory of value and price as developed by 

Pufendorf and Gershom Carmichael [Hutcheson’s immediate predecessor], in terms of scarcity, 

demand and supply" (Hutchison, 1988: 195) Work by Pesciarelli (1999) illustrates this intellectual 

linkage from Pufendorf to Hutcheson to Smith rather elegantly:

The first level, to which he gives the most detailed treatment, is that o f the meas
ure of value, with which he deals almost exclusively in the chapter "The Value of 
Goods and o f Coin." The second level, that o f the source o f value, is analyzed in 
the chapter "The Duties and Rights of Masters and Servants."

As for the measurement of value, I have shown elsewhere (Pesciarelli 1986, 77- 
78) that Hutcheson's decision to include the chapter dealing with this topic in the 
section devoted to onerous contracts was not due (as some have argued) to a mis
take made in organizing the book's contents; the same ordering is to be found in 
Samuel Pufendorf s De Officio hominis et civis (1673) and De Jure Naturae et 
Gentium (1672). Nor is it illogical, given the particular field of Hutcheson's in
quiry, to argue that in passing from analysis o f gratuitous contracts to that of 
onerous contracts one must address the issue o f price. In particular, I would stress 
that the problem (preeminently juridical) that concerned Hutcheson was the ne
cessity for equivalence in exchange, on which the validity of the confract de
pended. His solution was that "the values o f what is given and received in buying 
and selling should still be kept equal on both sides" {System, 2:63), and that, 
therefore, for it to be possible to achieve a fair exchange the "values of goods for 
commerce . . . must be reduced to some common measure on both sides" (57). 
Thus Hutcheson addressed, and in very similar terms, the same issue, although 
set in a juridical context, that Smith discussed in chapter 5, book 1 of the WN 
[The Wealth o f  Nations]: the search for a somehow invariable measure o f value. 
(Pesciarelli, 1999: 536)
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Hutcheson’s thought formed the basis o f the Smith’s approach to the role and character o f  the pru

dent man. This idea o f creating virtues out o f prudence and judgement hearkens back to the Aristo

telian Hellenic virtues o f phronesis and dikaiosune. To Smith and Hutcheson actions are to be 

guided by a sense o f propriety and directed by a dignity. Through this, economics inherited the 

intellectual toolkit o f natural law along with many other systems o f thought developed throughout 

the seventeenth and eighteenth centuries."^

Natural law, and the philosophy o f Aquinas and Aristotle, through the intellectual inheritance o f its 

founding authors, thus became part o f the very fabric of economics. Jacques Maritain (2005) de

scribed the intellectual debt as such;

T his philosophy of Aristotle and St. Thomas is in fact what a modem philosopher 
has termed the natural philosophy o f  the human mind, for it develops and brings 
to perfection what is most deeply and genuinely natural in our intellect alike in its 
elementary apprehension and in his native tendency towards truth.

It is also evidential philosophy, based on the double evidence o f the data per
ceived by our senses and our intellectual apprehension o f first principles -  the 
philosophy o f being, entirely supported by and modelled upon what is, and scru
pulously respecting every demand of reality -  the philosophy o f the intellect, 
which it trusts as the faculty which attains truth, and forms a discipline which is 
an incomparable mental purification. And for this very reason it proves itself the 
universal philosophy in the sense that it does not reflect a nationality, class, 
group, temperament, or race, the ambition or melancholy o f  an individual or any 
practical need, but it the expression and product o f reason, which is everywhere 
the same; and in this sense also, that it is capable o f leading the finest intellects to 
the most sublime knowledge and the most difficult attainment, yet without once 
betraying those vital convictions, instinctively acquired by ever sane mind, which 
compose the domain, wide as humanity, o f common sense. It can therefore claim 
to be abiding and pennanent (philosophia perennis) in the sense that before Aris
totle and St. Thomas had given it scientific formulation as a systematic philoso
phy, it existed from the dawn o f humanity in germ and in pre-philosophic state, as 
an instinct o f the understanding and natural knowledge of the first principles of

It is also important to note that through the social economics o f the late 19* century neo- 
Thomistic philosophy became part o f present-day legal and economic ideas. The European Union 
constitutional principle o f subsidiarity has its origins in the encyclical o f Pope Pius XI, Quadrage
sima Anno  (1931), which drew upon the Pope Leo XIII’s encyclical Rerum Novarum  (1891) and 
was the inspiration for the Pope John Paul IPs encycical Centesimus Annus (1991). The concept of 
subsidiarity also drew heavily on the Second Vatican Council encyclicals o f Pope John XXIII, 
Mater et Magistra (1961) and Pacem in Terris (1963). The ideas in Rerum Novarum  drew heavily 
from economists, theologians and social thinkers writing in German and France during the 19* 
century, most notably by Bishop Wilhelm Emmanuel Baron von Ketteler (1811-1877) and Hei
nrich Pesch, S.J. (1854-1926). Pesch’s work was influenced by the 1891 encyclical and was re
sponsible for creating a systematic structuring of economic thought in concert with the 1891 
promulgation. His work, Lehrbuch der Nationaldkonomie (5 volumes, 1905-1923), left a firm in
tellectual legacy with his students, most notably Oswald von Nell-Breuning, S.J. (1890-1991), 
who was instrumental in the drafting o f Quadragesimo Anno. For more information on this topic 
please see: Elmer (1951), Kreikamp (1957), Liguori (1941), Schmiesing (2005), Harris (1946) and 
Almodovar & Teixeria (2005).
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reason and ever since its foundation as a system has remained firm and progres
sive, a powerful and living tradition, while all other philosophies have been bom 
and have died in turn. And, finally, it stands out as being, beyond comparison 
with any other, one; one because it alone bestows harmony and unity on human 
knowledge -  both metaphysical and scientific -  and one because in itself it realis
es a maximum o f consistency in a maximum of complexity, and neglect o f the 
least o f its principles involves the most unexpected consequences, distorting our 
understanding o f reality in innumerable directions.

These are a few o f the external signs which witness to its truth, even before we 
have studies it for ourselves and discovered by personal proof its intrinsic certi
tude and rational necessity. [Original Emphasis] (Maritain, 2005: 54-55)

VII

In what way does natural law philosophy, the thought of Keynes and White link to international 

law and for that matter to the International Monetary Fund? The objective o f this exercise was to 

illustrate that epistemics was an important part o f the development o f not only the Fund but also of 

the discipline o f economics itself. The linkage between those great virtues o f Aristotle’s citizens 

and the modem world o f states, transnational actors and international institutions can be found by 

using some of the insights in Althusius’ work Politico (1614) and the international law convention 

of ius cogens or compelling law.

Johannes Althusius (1557-1638) devised a theory of political interaction that was based upon the 

principle o f consociatio, the principle o f association for the purposes o f collectively leading a 

harmonious life. The following is the introductory schematic o f Althusius’ political system.

Politics is the art o f associating (consociandi) men for the purpose o f establishing, 
cultivating, and conserving social life among them. Whence it is called “symbio- 
tics.” The subject matter of politics is therefore association {consociatio), in which 
the symbiotes pledge themselves each to the other, by explicit or tacit agreement, 
to mutual communication o f whatever is useful and necessary for the harmonious 
exercise of social life.

The end of political “symbiotic” man is holy, just, comfortable, and happy symbi
osis, a life lacking nothing either necessary or useful. Truly, in living this life no 
man is self-sufficient (a ’u t ’apriQ, or adequately endowed by nature. For when he 
is bom, destitute o f  all help, naked and defenseless, as if  having lost all his goods 
in a shipwreck, he is cast forth into the hardships o f  this life, not able by his own 
efforts to reach a maternal breast, nor to endure the harshness o f his condition, nor 
to move himself from the place where he was cast forth. By his weeping and tears, 
he can initiate nothing except the most miserable life, a very certain sign o f press
ing and immediate misfortune. Bereft o f all counsel and aid, for which neverthe
less he is then in greatest need, he is unable to help himself without the interven
tion and assistance o f another. Even if he is well nourished in body, he cannot 
show forth the light o f reason. Nor in his adulthood is he able to obtain in and by 
himself those outward goods he needs for a comfortable and holy life, or to pro
vide by his own energies all the requirements o f life. The energies and industry of
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many men are expended to procure and supply these things. Therefore, as long as 
he remains isolated and does not mingle in the society o f men, he cannot live at all 
comfortably and well while lacking so many necessary and usefiil things. As an aid 
and remedy for this state o f affairs is offered him in symbiotic life, he is led, and 
almost impelled, to embrace it if he wants to live comfortably and well, even if  he 
merely wants to live. Therein he is called upon to exercise and perform those vir
tues that are necessarily inactive except in this symbiosis. And so he begins to 
think by what means such symbiosis, from which he expects so many useful and 
enjoyable things, can be instituted, cultivated, and conserved. Concerning these 
matters we shall, by God’s grace, speak in the following pages.

The word “polity” has three principal connotations, as noted by Plutarch. First it 
indicates the communication o f right (jus) in the commonwealth, which the Apos
tle calls citizenship. Then, it signifies the manner o f  administering and regulating 
the commonwealth. Finally, it notes the form and constitution o f the common
wealth by which all actions o f the citizens are guided. Aristotle understands by 
polity this last meaning.

The symbiotes are co-workers who, by the bond o f an associating and uniting 
agreement, communicate among themselves whatever is appropriate for a com
fortable life o f soul and body. In other words, they are participants or partners in a 
common life.

This mutual communication, or common enterprise, involves (1) things, (2) ser
vices, and (3) common rights (jura) by which the numerous and various needs o f 
each and every symbiote are supplied, the self-sufficiency and mutuality o f life 
and human society are achieved, and social life is established and conserved. 
Whence Cicero said, “a political community is a gathering o f men associated by a 
consensus as to the right and a sharing of what is useful.” By this communication, 
advantages and responsibilities are assumed and maintained according to the na
ture o f each particular association. The communication o f things (res) is the bring
ing of useful and necessary goods to the social life by the symbiotes for the com
mon advantage of the symbiotes individually and collectively. The community of 
services (operae) is the contributing by the symbiotes o f their labors and occupa
tions for the sake o f social life. The communion of right (jus) is the process by 
which the symbiotes live and are ruled by just laws in a common life among them
selves.

This communion o f right is called the law of association and symbiosis (lex con- 
sociationis et symbiosis), or the symbiotic right (jus symbioticum) , and consists 
especially o f  self-sufficiency (a ’u i ’apKriQ, good order (e’uvona), and proper dis
cipline (euvo^ila). It includes two aspects, one fiinctioning to direct and govern so
cial life, the other prescribing a plan and manner for communicating things and 
services among the symbiotes.

The law o f association in its first aspect is, in turn, either common or proper. 
Common law (lex communis), which is unchanging, indicates that in every associ
ation and type o f symbiosis some persons are rulers (heads, overseers, prefects) or 
superiors, others are subjects or inferiors. For all government is held together by 
imperium and subjection; in fact, the human race started straightway from the be
ginning with imperium and subjection. God made Adam master and monarch of 
his wife, and of all creatures bom or descendant from her. Therefore all power and 
government is said to be from God. And nothing, as Cicero affirms, “is as suited to 
the natural law (jus naturae) and its requirements as imperium, without which nei
ther household nor city nor nation nor the entire race o f men can endure, nor the 
whole nature o f things nor the world itse lf” If the consensus and will of rulers and 
subjects is the same, how happy and blessed is their life! “Be subject to one anoth
er in fear o f the Lord.” (Althusius, 1995; 17-20)
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The above quotation demonstrates how the Aristotelian notion o f the polis and what it means to be 

a zoon politikon  has been extended into a larger concept o f association, the virtues of man are no 

longer framed within the parochial setting o f the Hellenic polis. The system’s aims are to be 

achieved by the use o f lex justitiae, lex veritatis and lex sapientiae, concepts drawn from Aris

totle’s Posterior Analytics and altered through the early-modern eyes of Petrus Ramus (1515- 

1572). These ideas ail relate to the categorisation of knowledge into different section so as to culti

vate the art o f prudence and through that the art o f governing. The system o f government, as de

veloped from the basic structure o f the family to the state is based upon the use o f the concept o f 

foedus, covenant as federal, based on the allocation o f authority, while at the same time pactum, 

covenant as an expression o f union and communication by symbiotes. Sovereignty existed in a 

duality, it was individual trait necessary for the res ptiblica, the commonwealth but at the same 

time it can exist in the collective, the collegia part o f the universitas created by the consociatio

consociatiorum}^^ Action, and the sovereignty of the individual as the collective, exists in the ins

regni, the fundamental law o f the institution. In the case of the International Monetary Fund, this 

collective sovereignty is to be found in the Articles o f Agreement. The pooled sovereignty o f 185 

member states and their citizens is found in the Articles and this power extends to the ability of the 

Executive Board and the Board o f Governors to interpret these statutes. This again turns one to the 

issue o f judgement, knowledge and the application of knowledge and wisdom to judgement.

VIII

In the legal profession there are many avenues to interpretation, many of which involve the use of 

non-legal expertise. To begin this discussion, one must first look at the commentary on modem 

human rights law and the United Nations, a vehicle by which these principles are to protected and 

supported:

Professor Ian Brownlie o f Oxford University has said ... that there is no Rubicon
between morality and law in the international landscape. ... Indeed, there is no
Rubicon between law and morality in the real world of affairs, because the legisla
tive process accepted by mainstream positivists today includes the evidence of 
consent given by diplomatic correspondence and analogy; the law to them is not 
confined to matters o f express treaty interpretation. (Rubin, 1997: 164)

As a point o f information the Latin term for the United Nations is Consociatio Nationum.
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The system of interpretation has also decanted into the term erga omnes“  ̂ and its related concept 

o f ius c o g e n s These compelling aspects o f  international law have been made even more mallea

ble and applicable to a municipal context through the European (originally German) legal concept 

o f Drittwirkung}^^ International financial institutions are legal entities that exist in the realm of

Defintion: obligations or rights due to all.
Definition: compelling law (norm) from which no member o f the community o f  nations 

may deviate.
The following is a definition o f Drittwirkung:

In the former, Drittwirkung is still evolving in, e.g., the case-law under 
the European Convention on Human Rights (infra). Bearing in mind the consi
derable variety of rights guaranteed under human rights treaties, there are provi
sions in these latter that seem to indicate that at least some of the rights are sus
ceptible o f third-party applicability (Drittwirkiing). Thus, Article 2(1 )(d) o f the 
UN Convention on the Elimination o f All Forms o f Racial Discrimination prohi
bits racial discrimination "by any persons, group or organization " By Article 2( 1) 
of the UN Covenant on Civil and Political Rights States Parties undertake not on
ly "to respect" but also "to ensure" to all individuals subject to their jurisdictions 
the rights guaranteed under the Covenant - what may be interpreted as at least the 
States Parties' duty o f due diligence to prevent deprivation or violation o f the 
rights o f one individual by others. And it has been argued that Article 17 o f the 
Covenant (right to privacy) would cover protection of the individual against inter
ference by public authorities as well as private organizations or individuals. In 
addition, Article 29 of the Universal Declaration o f Human Rights refers to "eve
ryone's duties to the community."

The European Convention on Human Rights, in its turn, states in Article 
17 that nothing in the Convention may be interpreted as implying "for any State, 
group or person," any right to engage in any activity or perform any act aimed at 
the destruction of the guaranteed rights. Articles 8-11 indicate that account is to 
be taken of the protection of other people's rights; and from Article 2, whereby 
"everyone's right to life is protected by law," it may be inferred the state's duty o f 
due diligence o f prevention and of making its violation a punishable offence. It 
can in fact be forcefiilly added that the supreme values underlying fundamental 
human rights are such that they deserve and require protection erga omnes, 
against any encroachment, by public or private bodies or by any individual.

Even though the issue of Drittwirkung was not considered when the Eu
ropean Convention was drafted, the subject-matter o f the Convention lends itself 
to Drittwirkung in the sense that some of the recognized rights deserve protection 
against public authorities as well as private individuals, and states have to secure 
everyone - in the relations between individuals- against violations of guaranteed 
rights by other individuals. Thus, e g, with regard to the right to privacy (Article 8 
of the Convention, on respect for private life), there is need to protect this right 
also in the relations between individuals (persons, groups, institutions, besides 
states). Situations have in fact occurred in practice where the state may be in
volved in the relations between individuals (e.g., custody o f a child, clandestine 
recording o f a conversation by a private individual with the help of the police) 
Certain human rights have validity erga omnes, in that they are recognized in re
lation to the state but also and necessarily "in relation to other persons, groups or 
institutions which might prevent the exercise thereof"

Thus, a human rights violation by individuals or private groups can be 
sanctioned indirectly, when the state fails, in "its duty to provide due protection," 
to take the necessary steps to prevent or punish the offence. Article 8 of the Euro
pean Convention pertinently illustrates the "absolute effect" o f that right to priva-
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international law. The actions o f the International Monetary Fund are related to states that exist 

within the confines o f international and many o f the 185 members are signatories o f the various 

conventions and covenants relating to human rights, civil, political and economic rights. Many of 

these rights are enshrined in the municipal law o f those states. In addition the agreements between 

the IMF and its member states exist within the municipal legal frameworks o f those member states 

in addition to the international legal convention o f pact sunt servenda (lit: unbreakable treaties) 

which applies since the Articles o f Agreement are considered not only a constitutional document 

for the Fund, in other words a Grimdgesetz, (lit: basic law) but also an acknowledgement confer

ring rights and obligations on each the member states individually, towards one another and collec

tively.

The International Monetary Fund, as clearly seen in the above chapters, is a financial organisation 

with explicit economic responsibilities. The development of the discipline of economics since 

1944 has also changed how the IMF goes about its business. The policy process has been conti

nuously informed by the research department o f the Fund and through a constant interchange with 

academic institutions, as seen by the members o f the senior management team fi"equently being 

sourced from top American and international universities. The recent changes made the to 1977 

Decision (see IMF, 2007f) show how changes in international circumstances and economic theory 

have resulted in a dramatic reinterpretation o f the obligations of Article IV. Mikesell (2000) dis

cussed how political expediency in the 1950s, and what he sees as a flawed interpretation of the 

operation o f open capital markets, led to the letter and spirit o f Article VI being disregarded. The 

flexibility of interpretation shown by the Fund in the past and present allows one to argue that the 

IMF has an obligation to modify its sources of interpretation in keeping with best practice.

cy, the need for its protection erga omnes against frequent interferences or viola
tions not only by public authorities but also by private persons or the mass media.

In the same line, it has been forceflilly argued that the right to a healthy 
environment ought to be "opposable aicc tiers, avoir un effet direct d leur egard," 
ought to be "opposable directement aux particuliers de fagon d assurer la protec
tion des interets des individus et des groupes en matiere d'environnement" Dritt- 
wirkung amounts to the situation whereby everyone is beneficiary o f that right 
and everyone has duties vis-a-vis the other citizens and vis-a-vis the whole com
munity; "tout le monde est beneficiaire de ce droit, mais en meme temps tout le 
monde assume aussi des obligations de son fait: Etat, collectivites, individus."

(Weiss, 1992: http://www.unu.edu/unupress/unupbooks/uu25ee/uu25ee0r.htm)
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Some would argue that the inclusion o f economic theory in the interpretation o f  constitutional or 

statutory documents is an example o f excessive judicial activism. The famous Lochner (198 U.S. 

45 (1905)) case would be an example o f  such activism and the dissent by Justice Holmes is con

sidered a classic account o f how the bench can cynically apply the principles o f  economics to mat

ters o f great legal importance through loose legal diction in a foundational document. This use of 

the tool o f economics in legal interpretation is not in itself a bad thing. The recent Leegin Creative

Leather Products, Inc. vs. PSKS, Inc., CBA Kay's Kloset ... K a y’s Shoes. (551 U .S . (2007))

decision is an illustration o f the Supreme Court o f the United States utilising economic theory, 

through the latest research by university academics and economic research orientated institutions, 

being used to support both the opinion of the Court (to allow retail price maintenance) and by the 

dissenting justices obiter dicta. The use o f many different sources, be it economics, ins cogens, 

international legal instruments, natural law or the legal conventions and decisions from ex

jurisdiction sources is the norm for many states. The constitution o f South Africa (1997) is an 

example o f this sort o f melange approach to legal reasoning. The economic rights earmarked 

within the South African Constitution (see Appendix II for the text o f the relevant sections of the 

document) are justiciable and the power to interpret the scope of the Bill of Rights of the South 

African, as outlined in Article 39, is extensive, including international law, the philosophical basis 

o f the South African state and foreign legal systems as a source o f legal interpretation.

The South African example illustrates how the justiciability of economic rights has become part of 

the framework of how judges make decisions within the human rights legal system.'^' The Maas

tricht Guidelines on the Violation o f Economic, Social and Cultural Rights (1997)*^^, attached as 

Appendix III, is an example o f the desire to make certain inalienable economic rights justiciable. 

This document has gained currency amongst the organisations o f the United Nations and holds all 

states accountable to the aims o f the International Convention on Economic, Social and Cultural 

Rights and does so to a greater extent than would be established under Article 31 of the Vienna 

Convention (1969) in so far as remedies are the priority.'^''

See Tinta, 2007 for more on this topic.
An extension o f  the International Convention on Economic, Social and Cultural Rights 

designed to facilitate states and the international community in general in respecting, protecting 
and fulfilling the original Convention.

SECTION 3. INTERPRETATION OF TREATIES
Article 31
General rule of interpretation
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The use o f many legal sources is important to the development o f  a healthy governance system. 

Chief Justice Barak'^^ o f Israel considers the use o f many sources in the creation o f a legal inter

pretation especially fruitful. He states:

They [the current US Supreme Court] fail to make use o f  an important source of 
inspiration, one that enriches legal thinking, makes law more creative, and 
strengthens the democratic ties and foundation o f different legal systems. Justice 
Claire L’Heureux-Dube o f the Canadian Supreme Court has rightly observed that 
“[i]f we continue to learn from each other, we as judges, lawyers, and scholars will 
contribute in the best possible way not only to the advancement o f human rights 
but to the pursuit o f justice itself, wherever we are.” (Barak, 2006: 204)

The power and difficulty o f  interpretation comes from the constant struggle between the text and 

its context, history and the present, verba and voluntas. The application of ethics, epistemology, 

history and law to the International Monetary Fund is an attempt to draw together the complexities 

o f the organisation in a changing context so as to make it work for its ultimate purpose — the im

provement o f the lot o f mankind. This was the object of Keynes and White. Though they had dif-

1. A treaty shall be interpreted in good faith in accordance with the ordinary meaning to 
be given to the terms o f the treaty in their context and in the light o f its object and purpose.

2. The context for the purpose of the interpretation of a treaty shall comprise, in addition 
to the text, including its preamble and annexes:

(a) any agreement relating to the treaty which was made between all the parties in con
nection with the conclusion of the treaty;

(b) any instrument which was made by one or more parties in connection with the con
clusion o f the treaty and accepted by the other parties as an instrument related to the treaty.

3. There shall be taken into account, together with the context:

(a) any subsequent agreement between the parties regarding the interpretation o f the 
treaty or the application o f its provisions;

(b) any subsequent practice in the application o f the treaty which establishes the 
agreement o f the parties regarding its interpretation;

(c) any relevant rules o f international law applicable in the relations between the par
ties.

4. A special meaning shall be given to a term if  it is established that the parties so in
tended. (Source: Vienna Convention on the Law of Treaties, 1969:
http://web.archive.Org/web/20050208Q40137/www.un.org/law/ilc/texts/treatfra.htm. Accessed: 26 
August 2007 at 15h00.)

Through this one could apply the maxim of: ubi ius, ibi remedium, though jurists that 
favour a communitarian approach to law would reverse the relation as ubi remedium, ibi ius.

Barak’s book. The Judge in a Democracy (2006), is a useful guide to the questions of 
interpretation, human rights and the complicated political, strategic and security situation that ex
ists in Israel.
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ferent visions, they both desired an environment that would improve human welfare and prevent 

the circumstances that would give rise to war in the form o f either economic or military action. To 

Keynes, this would enable humanity to escape the “Benthamite Calculus” and aim towards higher 

order needs. That teleological viewpoint in found in the Aristotelian background o f economics, 

where the achievement o f  the good life is governed by the Hellenic virtues and, as will be dis

cussed in the subsequent chapter, man can achieve -  hommem integrum -  the fullness o f the hu

man person and the means to achieve that final state. In the next paper one will apply some o f 

these legal linkages to the quota-voting system o f IMF.
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Chapter Five

lus Naturale, lus Gentium and the IMF Quota-Voting System

Lord Keynes at the Bretton Woods Conference speaking on the matter o f lawyers:

I want him to tell me how to do what /  think sensible, and, above all, to devise means by which it 

will be lawful for me to go on being sensible in unforeseen conditions some years hence, [original 

emphasis] (Keynes quoted in Gold, 1996: 408)

] .

The law of peoples, the law of nations and natural law have been traditionally associated with one 

another throughout the history o f legal and political thought, as discussed in the preceeding chap

ter. On rarer occasions they have been associated with economic agreements. In this chapter they 

shall be applied to the institutional operation of the International Monetary Fund (IMF). The In

ternational Monetary Fund is charged with the maintenance o f the international monetary system. 

The IM F’s role, as discussed in Chapter One, has been questioned over the past decade as a series 

o f failures in South East Asia, Latin America and Russia have undermined its credibility. One of 

the arguments posited as to the reason for the organisation’s lack o f success is its system o f gov

ernance, whereby, as demonstrated in Chapter 3, power is held by a handful of its 185 members. 

In this chapter the question o f the Fund’s governance is approached from the point of view o f natu

ral law.'^^

To introduce the concept one must look at the objectives o f economics and the institutions 

o f the state. If  one accepts that economics is the study o f the allocation o f scarce resources, 

whereby one attempts to achieve the greatest level o f utility given budget constraints, and that in-

It is important to note that in a recent paper by Mirakhor and Zaidi (2006) this question 
was addressed using a Rawlsian framework. This approach will be addressed in section two o f this 
paper.
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stitutions o f the state have as their objective the common good o f the polis, it is possible to accept 

the position o f the International Monetary Fund as an institution designed for the pooled applica

tion o f resources and authority so as to advance the common good of commonwealth o f states. 

Since states are actors in the international forum and because it is through their acquiescence that 

international organisations, like the International Monetary Fund, are allowed to exist and func

tion, international organisations must therefore act as a state does: for the fin is bonorum, which is 

only achieved by the understanding o f the concept o f the good, brought about by a process o f in

ference requiring knowledge o f universal justice -  ins naturale.

The paper will first provide a brief overview o f the organisational and legal character o f the Inter

national Monetary Fund, in the particular context o f International Law.'^* This shall be followed 

by a discussion of the work of Mirkahor and Zaidi (2006), where the authors attempt to address the 

topic o f governance from the Rawlsian “original position” . An introduction to the basic precepts of 

natural law will open the section on the application of natural law to the governance o f the Interna

tional Monetary Fund, which will conclude with a proof o f this applicability.

II.

International law provides a useful lens by which one may understand the gently nuanced com

plexity o f the International Monetary Fund and its evolution. The development o f international 

organisations after the First World War and the rapid expansion o f the multilateral United Nations 

system after World War II radically altered what had been a pragmatic web of law and conventions 

that had dictated international activity since the time of Mettemich. The International Monetary 

Fund was created as a result o f many o f these structures disappearing or collapsing in the after- 

math o f the Treaty o f Versailles and the subsequent economic depression of the Interwar Period. 

The principal architects of the IMF, a component o f the larger Bretton Woods System, were John 

Maynard Lord Keynes o f the United Kingdom and Harry Dexter White o f the United States Treas

ury. The 1944 Bretton Woods Agreement outlined the Articles of Agreement for the International 

Monetary Fund and the International Bank for Reconstruction and Development. The International 

Trade Organisation was not accepted at the Bretton Woods conference and subsequently became

A discussion o f the teleology of the Fund is found in the previous chapter.
A detailed discussion o f this topic is found in Section II.
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the General Agreement on Tariffs and Trade. The objectives o f these organisations were to recon

struct Europe following the conclusion o f the then current war and to prevent the beggar-thy- 

neighbour economic policies o f the Interwar era. To this end these organisations were created. It is 

important to note that the development o f the Fund, and its sister organisations, was a clear break 

from the positivist legal approach o f the past, as the corps of international civil servants employed 

by the IMF would bring economic research directly into international policymaking. This can been 

seen explicitly in the Articles o f Agreement:

Schedule C §6 & 7
6. A member shall not propose a change in the par value o f its currency except to cor
rect, or prevent the emergence of, a fundamental disequilibrium. A change may be 
made only on the proposal o f the member and only after consultation with the Fund.
7. When a change is proposed, the Fund shall concur in or object to the proposed par 
value within a reasonable period after receipt o f the proposal. The Fund shall concur 
if it is satisfied that the change is necessary to correct, or prevent the emergence of, a 
ftindamental disequilibrium. The Fund shall not object because o f the domestic social 
or political policies of the member proposing the change. A proposed change in par 
value shall not take effect for the purposes o f this Agreement if  the Fund objects to it. 
If a member changes the par value of its currency despite the objection of the Fund, 
the member shall be subject to Article XXVI, Section 2. Maintenance of an unrealis
tic par value by a member shall be discouraged by the Fund. (Articles o f Agreement 
(2007 ed.). Schedule C §6 & 7.)

The par-value system, the defining characteristic of the now defunct Bretton Woods System, was a 

legal concept. The economic concept o f “fundamental disequilibrium” also existed as a legal term, 

subject to the interpretative powers afforded to the Board of Governors and the Executive Board 

under Article XXIX of the Articles of Agreement'^’:

Article XXIX 
Interpretation
(a) Any question o f interpretation o f the provisions of this Agreement arising be
tween any member and the Fund or between any members of the Fund shall be sub
mitted to the Executive Board for its decision. If  the question particularly affects any 
member not entitled to appoint an Executive Director, it shall be entitled to represen
tation in accordance with Article XII, Section 3(j).
(b) In any case where the Executive Board has given a decision under (a) above, any 
member may require, within three months from the date o f the decision, that the 
question be referred to the Board of Governors, whose decision shall be final. Any 
question referred to the Board o f Governors shall be considered by a Committee on 
Interpretation o f the Board o f Governors. Each Committee member shall have one

For further commentary on interpretation o f “fundamental disequilibrium” please see 
Joseph Gold. The Fund Agreement in the Courts. Vol. I. Washington, DC: IMF, 1987. The special 
role o f economic research in policy formulation is also explained in the work of: Bluestein, Paul. 
The Chastening: Inside the Crisis that Rocked the Global Financial System and Humbled the IMF. 
New York: Public Affairs, 2001.; Woods, Ngaire. The Globalizers: The IMF, the World Bank and  
Their Borrowers. Ithaca: Cornell University Press, 2006.; Black, Stanley. A Levite Among the 
Priests: Edward M. Bernstein and the Origins o f  the Bretton Woods System. Boulder: Westview 
Press, 1991.
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vote. The Board o f Governors shall establish the membership, procedures, and voting 
majorities o f the Committee. A decision o f the Committee shall be the decision of the 
Board o f Governors unless the Board of Governors, by an eighty-five percent major
ity o f the total voting power, decides otherwise. Pending the result o f the reference to 
the Board o f Governors the Fund may, so far as it deems necessary, act on the basis 
o f the decision o f the Executive Board.
(c) Whenever a disagreement arises between the Fund and a member which has 
withdrawn, or between the Fimd and any member during liquidation of the Fund, 
such disagreement shall be submitted to arbitration by a tribunal o f  three arbitrators, 
one appointed by the Fund, another by the member or withdrawing member, and an 
umpire who, unless the parties otherwise agree, shall be appointed by the President 
o f the International Court o f Justice or such other authority as may have been pre
scribed by regulation adopted by the Fund. The umpire shall have fiill power to settle 
all questions o f procedure in any case where the parties are in disagreement with re
spect thereto. (Articles o f Agreement (2007 ed.), Article XXIX.)

The IMF additionally insulated itself against interventions by other organisations that might at

tempt to persuade it to take a more “political” approach to economic policy matters.'^® Article X o f 

the Articles of Agreement provided the legal authority for the IMF to exist largely outside the 

United Nations system’̂ ’, a decision that would have profound implications for the Fund. Article 

X states:

Article X
Relations with Other International Organizations
The Fund shall cooperate within the terms o f this Agreement with any general inter
national organization and with public international organizations having specialized 
responsibilities in related fields. Any arrangements for such cooperation which would 
involve a modification of any provision o f this Agreement may be effected only after 
amendment to this Agreement under Article XXVIII. (Articles of Agreement (2007 
ed.), Article X)

The end o f the Bretton Woods System came on August 15*, 1971 when US President Richard 

Nixon ended dollar convertibility with gold. The primary responsibility of the Fund, maintenance 

o f the par-value system, was at an end and the organisation went about the process of re-inventing 

itself for the new floating currency world economy. The end of Bretton Woods was also contempo

raneous with the first oil crisis. The influx o f “petrodollars” into Latin America would set in mo

tion a series o f events that would result in significant interventions on the part o f the International 

Monetary Fund in the economies o f Latin America. As the 1980s progressed the IMF developed 

new financial and legal arrangements to ensure that it would be able to supply short-term lending 

to states. The development o f economic policy based conditionality took place during the creation 

o f the Structural Adjustment Facility (SAF) and Enhanced Structural Adjustment Facility (ESAF).

Despite the already political nature o f the Board as perceived by Keynes.
The 1948 Memorandum o f Agreement between the organisations only allows for limited 

acknowledgement o f  UN Security Council measures.
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By the time o f the Asian Crisis o f 1997, the IMF was no longer a provider o f short-term balance- 

of-payments lending facilities to a general economic consultant and overseer. This change in re

sponsibilities, sometimes referred to as “mission-creep”, has resulted in the IMF re-examining its 

own role in the world economy. Two recent reports issued by the Fund, the Crockett Report (31 

January 2007) and the Malan Report (23 February 2007) have considered the issues o f  its joint role 

with the World Bank Group and how best to finance it operations. The crucial aspect o f these re

ports is the recognition o f the position o f the IMF as a public good for the international commu

nity. The Crockett report states this explicitly:

To facilitate the process o f linking sources and uses o f funds, the Committee believes 
it is helpful, conceptually, to think in terms o f three broad categories of Fund activi
ties: credit intermediation (i.e., Fund lending from the General Resources Account 
(GRA)), the provision of public goods (i.e., oversight o f the international monetary 
system, multilateral surveillance, cross-country statistical information and method
ologies, general research, general outreach, bilateral surveillance, regional surveil
lance, and standards and codes and financial sector assessments), and bilateral ser
vices (i.e., technical assistance, external training, and financial assistance to low in
come countries under the PRGF).

Insofar as the Fund is providing a public good  to the world economy, the beneficiar
ies are all member countries, and it makes sense for the burden of supporting these 
activities to be widely spread (broadly in proportion to quotas). It is therefore appro
priate for the Fund’s public good activities to be financed by means which derive 
proportionately from resources provided by all members.

Nevertheless, recognition o f the different roles played by the Fund has important im
plications for the business model that should underpin its financing. In particular, it 
suggests that a variety of different revenue sources should be employed, including 
not just intermediation revenue, but also those that are more suited to financing pub
lic goods and bilateral services. [Original Emphasis] (Crockett, 2007: 5-6)

The point is further expanded later in the report, where it is argued that public goods, by defi

nition, may not be financed by market mechanisms; nor must they be made available through 

a source o f income which is not assured, and which is maintained in existence by a fraction 

only o f the members of the organisation. ‘Stable and predictable’ sources must be created to 

ensure that these public goods should be made available and to enable the essential flinctions 

of the IMF to be carried out. Three possible sources o f such income had been considered by 

the Committee: ‘periodic charges levied on member countries; investment operations; and the 

creation of an endowment, the income from which would be used to defray administrative 

costs’. To introduce any of these sources of income, however, would not be to create the need 

to ‘depart from the reliance on quotas as the basis for distributing costs’. (Crockett, 2007: 7)
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This report is of immense significance, marking a turning point in the IM F’s self-understanding. 

The IMF cannot be said to reside solely within the realm o f the financial, but has a special respon

sibility for the common good. This fact that has been clear since the inception o f the organisation 

and in the minds of the founding negotiators, most especially in the case of Keynes. This obliga

tion was however rejected legally and officially by the Fund until this report by the Committee o f 

Eminent Persons reported in January 2007. This brings one to the matter o f governance, interna

tional law and finally the application o f natural law to the International Monetary Fund.

III.

The discussion of governance in the International Monetary Fund revolves around the legal reality 

of the quota-voting system. The quota-voting system, in conjunction with the internal structures of 

the Fund, provides the basis for policy development and approval. The quota is an equation made 

up of measures for economic size in the world economy and an “openness” measure calculated 

using central bank reserves and export statistics. The quota must be paid in gold and another re

serve currency (i.e. US dollars) and a small proportion may be made up of domestic currency in 

the case o f non-reserve currency countries. The system is key to the funding as well as the gov

ernance o f  the Fund. The mathematical calculations for member vote allocations are simple: for 

every 100,000 SDRs of quota to be paid a country is granted 1 vote. This is in addition to the ad

ditional 250 “basic” votes allocated to all members regardless of the size of their economy.'^^ The 

internal organisation of the Fund is centred on the results provided by this system of voting. The 

Articles o f  Agreement are explicit on the need for an 85% majority on a series o f  important policy 

matters. The importance o f the 85% majority is that it allows one country, the United States, to 

veto any policy proposal in which it does not concur. The present voting power of the United 

States is 16.84%. The pre-eminence of the United States as the single largest shareholder in the 

IMF further results in the Fund’s headquarters being based in the Washington, DC and in it having 

a singe seat constituency, and therefore an Executive and Alternate Director. These directors are 

directly responsible to the Secretary o f the Treasury and the United States C o n g r e s s . T h i s  veto

These “basic” votes were originally designed as a method of ensuring a measure of equi
ty between members.

Please see: United States Code Title 22, Chapter 7.
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power has come under significant scrutiny since the early 1990s on both sides o f the political di

vide. The recent paper by Mirakhor (the Iranian Executive Director) and Zaidi attempts to address 

this lack o f fairness as they see it and bridge the democratic deficit at the Fund. As discussed in 

Chapter Three, a previous proposal by the former Indian Executive Director, Vijay Kelkar, was to 

add a population factor to the quota equation, therefore adding more weight to the developing 

w o r l d . T h o u g h  the IMF staff have considered this proposal it has not resulted in any policy 

changes.

In order to demonstrate the impact o f the US veto on the policy discussion at the IMF, it is neces

sary to examine the following excerpts from the Articles (2007 edition) that explicitly require an 

85% majority. These excerpts are related to changes in quotas, general exchange arrangements, 

adjustment of par values, repurchase periods, gold sales and payments, asset use, populating the 

Executive Board, SDR valuations and disbursements, actions related to the General Resources 

Account, emergency actions, the exclusion or suspension of members and the act o f interpretation 

o f  the Articles.

The present governance arrangements are the product o f a politically-charged history, and stand in 

stark contrast to the apolitical objectives o f the IM F’s Articles of Agreement embodied in Article I 

and the subsequent interpretation of the organisation as having an apolitical c h a r a c t e r . K e y n e s ’ 

concern with quotas, discussed at greater length in Chapter One, should be recalled here:

Keynes wrote on 25 June 1944 to Sir Richard Hopkins:'^*

The third matter concerns quotas, and is at present unresolved. This affects 
other parts o f the Commonwealth then ourselves. White has avoided any open 
discussion of quotas at this stage, and has reserved the matter for Bretton

See Chapter Three, above.
Please see Table 3 for further details.

The sections o f the IMF Articles o f Agreement that require an 85% majority are:
Article III, Section 2 (c), Article IV, Section 2 (c); Article IV Section 4;Article V, 
Section 7(c), (b), (d); Article V, Section 12 (b), (c), (d), (e); Article V, Section 12, §f 
(iii); Article XII, Section 1; Article XII, Section 3, §b (i), (ii); Article XV Section 2; 
Article XVII, Section 3 (iii); Article XVIII, Section 4 (d); Article XIX, Section 7 (a), 
(b); Article XXIII, Section 1; Article XXVI, Section 2 (b), (c); Article XXVII Section 
1 (a), (b); Article XXVIII (a); Article XXIX (b); Article XXX (iii); Schedual C 5, 8; 
Schedual D 1. (a).

Joseph Gold. “Political considerations are prohibited by articles o f agreement when the 
fiind considers requests for use o f resources.” IMF Swvey. 23 May 1983: 148.

Some quotations have been restated in this section for emphasis.
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Woods. He has told me privately that the American absolute conditions are the 
following:

(i) The aggregate must not exceed 8 billions.
( ii)  The Russians must have 10 per cent.
( iii)  The Chinese must come fourth in aggregate amount.
( iv ) The aggregate voting power o f the British Commonwealth

must not exceed that o f the United States.
He declares himself open to argument within that bed o f Procrustes. (Keynes, 
1980:69)'^’

IV

Following this discussion o f the quota voting system, and with reference to the structures and op

erations o f  the IMF discussed in Chapter Tliree, one can begin to engage with the issues presented 

in the paper by Mirakhor and Zaidi (2007) who argue that the quota-voting system represents an 

unfair system o f governance and that this engenders a lack o f confidence and credibility. The au

thors take a “forward looking approach and [attempt] to set out the principal issues that need to be 

resolved in formulating a proposal for quotas and voice reform that could command broad sup

port.” (Mirakhor and Zaidi, 2007: 6)

Their approach is as follows:

Following John Rawls, we argue that “justice is the first virtue o f social institutions,” 
and we think that his theory of justice provides an appropriate method for under
standing what should be the case, in the context o f voice and voting shares, before in
ternational institutions, such as the IMF, are to be justifiable to their members. Our 
analysis is based on the Rawlsian notion o f “justice as fairness” and, at the risk o f 
oversimplification, our conclusion is that justice in the IMF governance structure re
quires a distribution o f voting power that participants accept as the end-result o f  a 
fair process. The implementation o f this process suggests that a major revision o f the 
quota formulas is long overdue, and leaving this unaddressed raises serious concerns 
regarding the IM F’s governance. Furthermore, there is no legitimate way to view 
these issues in isolation, and a holistic approach is required, which would entail in
creasing basic votes sharply— to at least restore its importance at the inception o f the 
IMF— and revamping the quota formulas, with the latter allowing for selective quota 
increases for a broad group o f developing countries. However, we hasten to add that 
this work should be regarded as advancing possible options for fijrther discussion, 
and not as constituting a specific proposal. In particular, the ranges given to demand 
and supply variables, or for treating the democracy and Westphalian deficits, in the

It is important to note at this time that two major economic powers Germany and France 
were not included within this power scheme. France would later demand a revision o f its quota in 
1947. France again would pose difficulties for the Fund in the 1960s as European and American 
concerns with respect to the gold-dollar standard became more pressing.
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quota table in this paper, are for heuristic purposes only and are not meant to be spe
cific recommendations. (Mirakhor and Zaidi, 2007: 6)

Though their objectives in applying the Rawlsian “original position” principle is an interesting 

approach to the Fund’s problems o f voice, accountability and credibility, this principle, first out

lined in A Theory o f  Justice (1971), is counter-productive for the purposes o f an international insti

tution which has larger responsibilities as a public good.

The Rawlsian proposal is based upon a basic utilitarian framework. In the case o f economic devel

opment and the maximisation of economic welfare, this framework has many benefits. The “origi

nal position” theory requires that society be in a consensus with respect to the political morality 

that governs social interaction. To arrive at that position certain entrenched distractions must be 

removed in order to view what a “just society” would look like. The end result is the Rawls policy 

test: “Would the best-off accept particular social or economic arrangements if  they believed, at any 

moment, their fortunes were reversed and they were placed in the position o f the worst off?” 

(Mirakhor and Zaidi, 2007: 18) Considered on the basis o f this criterion, the IMF voting system 

violates the principles o f justice. This is not a radical conclusion: the Fund has been indicted on 

many grounds for violating the principles of justice, and the dominance o f the United States (out

lined above) and the G7 (see figures and Table 4) on the Executive Board are at the Board of Gov

ernors has produced a voluminous literature. To use Rawls, which is a perfectly acceptable metric 

when addressing national economic policy questions, is counterproductive and possibly mislead

ing when looking at an institution that is dominated by surveillance and advisory responsibili

t i e s . L i k e  a central bank or an instrument o f  the judicial system, the IMF has wider obligations 

in the international context to the commonwealth o f states. These duties are outlined in Article 1 of 

the Articles o f Agreement, which also acts as a teleological statement of the purposes o f the Fund.

The First Article states that the purposes o f the IMF are to promote international monetary 

cooperation through a permanent institution; to facilitate the expansion and balanced growth 

o f international trade; to promote exchange stability; to maintain orderly exchange arrange-

It is important to note that since the HICP initiative many o f the Fund’s lending responsi
bilities have lessened, only to be replaced by a larger advisory capacity. The reduction in income 
caused by the HICP was mentioned explicitly in the Crockett Report on the future of financing the 
IMF.
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merits among members and to avoid competitive exchange depreciations; to assist in the es

tablishment o f a multilateral system of payments in respect o f current transactions between 

members; to give confidence to members by making the general resources o f the Fund tempo

rarily available to them under adequate safeguards, and in accordance with the above to 

shorten the duration and lessen the degree o f disequilibrium in the international balance o f 

payments o f members. These objectives raise two important questions about justice and fair

ness when seen through the prism o f IMF governance -  one, that the organization acts in 

many ways as a bank; second, that these objectives are clearly utilitarian. To address the first 

question, one must only look at the historical development o f banking. Useful introductions 

are the work of Henry Thornton in An Enquiry into the Nature and Effects o f  the Paper Credit 

o f  Great Britain (1802) and of Walter Bagehot in Lombard Street: A Description o f  the Money 

Market ( \ 872), concerning the structure and operations o f the Bank of England. The Bank was 

a private entity when these works were written but had a significant responsibility to the City 

o f London and the larger economic system o f the British Empire. The maximization o f profit 

was a secondary consideration for the Bank o f England. During times of financial crisis, the 

Bank operated a credit policy designed to mitigate its potential detrimental effects o f instabil

ity that is now termed the lender-of-last-resort facility. Though this institution would lend at 

punitive rates to those with poor balance sheets, by providing this liquidity and enforcing the 

1844 Act requiring convertibility, the Bank o f England became the anchor o f the British econ

omy and, arguably, to the world financial system until World War I. Though the IMF does not 

act a lender-of-last-resort it does provide necessary lending facilities to economies with the 

objective o f maintaining stability and containing financial crises.

In considering the second question, on the utilitarian nature of the objectives of the Fund, it is 

important to note why those objectives were chosen. The Bretton Woods Institutions, o f which 

the IMF is just one, were created as a prevention mechanism for “beggar-thy-neighbour” poli

cies. The Interwar Period saw economic collapse across much o f the world. In Europe, de

valuations were used as economic weapons, a method o f gaining a temporary competitive 

advantage over a neighbouring power. Keynes, in his proposal for creating the Bretton Woods 

Institutions, attempted to ensure that this economically counterproductive activity would 

never occur again, hence the perpetual nature of the IMF in its legal manifestation. Despite the
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Fund’s origin at a United Nations conference, and Keynes’ desire for close interaction be

tween the Banic, Fund and the UN, the Fund does not exist as an organ o f the United Nations. 

This is unusual since most international organisations are either directly part o f  the UN system 

or have a close working relationship with the organisation. Due to legal interpretations over its 

history (as outlined above) the IMF and its sister institution were afforded the status o f quasi

states, where they were subject to no single jurisdiction and acted as sole interpreters o f their 

respective Articles o f Agreement, with no external appellant s y s t e m . T h e  IMF fashioned 

itself into the role o f  a supranational institution in the purest understanding o f that term and 

thus, indirectly, took on the responsibilities of membership in the law o f nations.

How should this be connected with the question o f the Rawlsian interpretation of justice and 

IMF governance? The International Monetary Fund does not operate as a nonnal policymak

ing institution. It has a more distinguished pedigree, one that is inftised with a concept of the 

common good that is not a simple arithmetic utility function but one with the objective of ad

vancing the ability o f  humanity to avoid economic hardship and war. In this context, the 

Rawlsian notion o f justice is incomplete. The fault in this application of Rawlsianism is that in 

an international financial institutions responsible for lending to poorer states with balance-of- 

payments difficulties, the position o f the worst-off individual may be materially or politically 

advantageous within the context o f governance, vis-a-vis the best-off participant. If the or

ganisation does not have a conscious objective of advancing the well-being o f the world 

economy and the collective interests o f the citizens o f those 185 member countries (i.e. the 

common good) then the organisation continues to act unjustly regardless o f the positions of 

the best or worst-off countries. This is the conclusion that one draws when analysing the 

problem through the eyes of natural law. This does not mean that one is rejecting the notion o f 

fairness. The enactment o f a law or policy is deprived of its moral authority if  in its enactment 

the motives o f its author or authors are partisan in their considerations. Additionally, it cannot 

be concluded that the distributive injustice of the law exempts from its moral obligation those 

who are not unjustly burdened by it. Therefore to quote Aquinas “So such [unjust] laws do not 

oblige in the forum o f conscience (except perhaps where they giving o f a corrupting example

The power to interpret one’s statutes is a commonplace arrangement but the lack o f an 
appellant body was a matter o f concern, even to Joseph Gold who dwells on the matter in Interpre
tation (1996).
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{scandium) o f the occasioning o f civil disorder {turbantionem) are to be avoided -  for to avoid 

these a man ought to yield his right.” (ST I-II, q96, a.6c) Essentially, a partisan act that falls 

under the title o f policy or law is subject to the basic premise o f  lex injusta non est lex and 

virtutem obligandi non habet, i.e. unjust law is not law and does not have the force o f obliga

tion. These concepts act in conjunction with the concept o f prudentia  in the development of 

sound reasoning, a function o f practical understanding that enables one to rationalise delibera- 

tively towards the “good”, largely perceived as right living which ultimately only results in 

the achievement o f imperfecta beatitude, the incomplete complete-fulfilment that consists in a 

virtuous e x is te n c e .D u e  to the imperfect nature o f  human knowledge, acquired in order to 

come to a greater understanding o f natura and virtue {secundum natutam et in statu naturae, 

according to nature and in the state of nature^ and the fin is  bonorum achieved by having the 

proper notio boni which dependent on this greater perception o f things in accordance with 

nature {secundum natutam) through the process of inference (collatio rationis). Thus, one can 

see that the approach taken by Natural Law provides an ontological, epistemological and 

teleological completeness that is absent from the Enlightened Rational Utilitarianism o f the 

Rawlsian system since it rejects the notion o f participatio legis aeternae in rationali creatura, 

i.e. o f the participation o f eternal law in rational judgement. In the next section one now takes 

these concepts o f Natural Law and links them to the IMF.

V

Natural Law Theory and the IMF

Natural Law is commonly thought to be nothing more than a theory positing that lex aeterna 

est lex naturae., eternal law is the law o f nature This, though partially plausible for the Ref

ormation era Scholastic authors, is an imperfect understanding o f its powerful logic. As illus

trated above, natural law fills the gaps left by a purely utilitarian approach to the question of 

IMF governance. Legal positivists, for example H.L.A. Hart, deem that law does not exist 

except when promulgated from the judge’s bench. Natural law takes a wider view, with a 

deeper philosophical basis for answers the questions o f how and why an institution exists or a

'''■ This relates to the Hellenic concept o f eudaimonia. This concept was later was later in
corporated into the system of Thomistic philosophy.
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legal statement is promulgated. Natural law theory also has a richer history. It is embodied in 

the political writing o f Cicero, where he outlines in De Legibus that the objective o f  all per

sons and institutions is to advance the rational knowledge o f  the entire plan of nature; through 

this knowledge one can acquire an understanding o f what justice is. To quote Cicero in De 

Finibus “he who is to live in accordance with nature {convenienter naturae) must reason on 

the basis o f the whole world and its government. Nor can anyone judge truly of good and evil, 

save by knowledge of the whole plan of nature {omni ratione naturae) as well as o f  the life of 

the gods, and of whether the nature o f man is or is not in harmony with universal nature {ut- 

rum conveniat necne natura hominis cum universa).” {De Finibus, III, 73 quoted in Finnis, 

1980: 374-5) Since economics, the science o f distribution and the “home” (oikos), and poli

tics, the science o f human interaction with a social grouping (polis), have the ultimate aim of 

advancing and facilitating human understanding.'"'^ The institutions designed to act as cata

lysts for this process, must use guided rationality to achieve the Jinis bonorum. This is the 

ultimate purpose o f a body that collectively pools knowledge and resources. If  one observes 

ft'om the original intent o f the International Monetary Fund, that its aims were informed by the 

concept o f the “good” {notio boni), despite its basis in utilitarian economics, the objectives 

laid out in Article I o f the Articles of Agreement have a deeper significance, as they are a 

statement on how best to achieve human development in an environment o f  nation states with 

limited resources. To use the terminology o f natural law theory: hominem integrum -  the idea 

o f the fullness of the human person and the ability to achieve that state. The deeper theologi

cal meaning o f this term will be ignored at this time, but it is sufficient to say that it is correct 

to interpret this phrase as a statement o f the fulfilment of the final good o f human action, in 

fiill awareness of the fi'ailties of the human condition and intellect.

How does the IMF state its objectives and their original purpose? Article l'"*'' o f the Articles of 

See Chapter Four above for more on this topic.
For the purposes o f  comparison. Article I o f the International Bank for Reconstruction 

and Development have been reproduced here:
ARTICLE I

Purposes

The purposes o f the Bank are:

(i) To assist in the reconstruction and development of territories o f  members by facilitat
ing the investment of capital for productive purposes, including the restoration o f economies de-
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Agreement provides the clearest statement:

Article 1 
Purposes
The purposes o f the International Monetary Fund are:
(i) To promote international monetary cooperation through a permanent institution 
which provides the machinery for consultation and collaboration on international 
monetary problems.
(ii) To facilitate the expansion and balanced growth o f international trade, and to con
tribute thereby to the promotion and maintenance o f  high levels o f employment and 
real income and to the development o f the productive resources of all members as 
primary objectives of economic policy.
(iii) To promote exchange stability, to maintain orderly exchange arrangements 
among members, and to avoid competitive exchange depreciation.
(iv) To assist in the establishment of a multilateral system o f payments in respect of 
current transactions between members and in the elimination o f foreign exchange re
strictions which hamper the growth of world trade.
(v) To give confidence to members by making the general resources o f the Fund 
temporarily available to them under adequate safeguards, thus providing them with 
opportunity to correct maladjustments in their balance of payments without resorting 
to measures destructive o f national or international prosperity.
(vi) In accordance with the above, to shorten the duration and lessen the degree o f 
disequilibrium in the international balances o f payments o f members.
The Fund shall be guided in all its policies and decisions by the purposes set forth in 
this Article.

This fi'amework was also enunciated in the joint declaration made by the experts responsible for 

the creation o f the IMF in 1944. This statement of goodwill and the economic understanding that 

went into its drafting did not result in an automatic approval o f international treaties, covenant or 

statements on matters related to economic, social or political topics within the international 

framework o f organisations and laws, most notably the UN system. The relations between the

stroyed or disrupted by war, the reconversion of productive facilities to peacetime needs and the 
encouragement o f the development of productive facilities and resources in less developed coun
tries.

(ii) To promote private foreign investment by means o f guarantees or participations in 
loans and other investments made by private investors; and when private capital is not available on 
reasonable terms, to supplement private investment by providing, on suitable conditions, finance 
for productive purposes out o f its own capital, fiinds raised by it and its other resources.

(iii) To promote the long-range balanced growth of international trade and the mainten
ance o f equilibrium in balances of payments by encouraging international investment for the de
velopment o f the productive resources o f members, thereby assisting in raising productivity, the 
standard o f living and conditions o f labor in their territories.

(iv) To arrange the loans made or guaranteed by it in relation to international loans 
through other channels so that the more usefiil and urgent projects, large and small alike, will be 
dealt with first.

(v) To conduct its operations with due regard to the effect o f international investment on 
business conditions in the territories of members and, in the immediate postwar years, to assist in 
bringing about a smooth transition from a wartime to a peacetime economy.

The Bank shall be guided in all its decisions by the purposes set forth above.
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United Nations and the IMF are governed by an agreement signed into law on the 15* of Novem

ber 1947. The relations between the Fund and the UN are clear -  reciprocity o f representation 

without voting powers at the Board o f Governors level, authorisation to request opinions o f the 

International Court o f Justice and administrative accommodations on the part o f both bodies. This 

agreement would be kept by the Managing Director o f the Fund and the Secretary-General o f the 

UN. Ultimately all relations between and international organisations are governed by Article X of 

the Articles o f Agreement. Article X is stated below:

Article X

Relations with Other International Organizations

The Fund shall cooperate within the terms o f  this Agreement with any general inter

national organization and with public international organizations having specialized 

responsibilities in related fields. Any arrangements for such cooperation which would 

involve a modification o f any provision of this Agreement may be effected only after 

amendment to this Agreement under Article XXVIII.

Article X and the UN Memorandum o f Agreement are o f great importance in the discussion o f the 

Fund as an international organisation that needs to contemplate the concept o f “fairness” as the 

authors Mirakhor and Zaidi (2006) argue, or in the examination of the organisation’s responsibili

ties towards the common good.

The legal aloofness engendered by these legal structures manifests itself most starkly in rejection 

of the single most advanced statement on the fundamental economic, social and political rights of 

man. The 1966 Covenant on Economic, Social and Cultural Rights (ICESCR) and the 1948 Uni

versal Declaration o f Human Rights (UDHR) are both considered outside the consideration o f the 

International Monetary Fund. The Fund, as sole interpreters o f its Articles o f Agreement, is fully 

within its capacity in ignoring and rejecting the ICESCR and the UDHR. To quote the General 

Counsel o f the IMF, Franfois Gianviti:

The condition of consistency with the Articles is essential. The Fund has not been es
tablished and endowed with resources to become an agent of other organizations. It is 
incumbent upon the organs o f the Fund to make sure, regardless o f the pressures ex
ercised by governments, that this condition is observed. The fact that there is often
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support for using the Fund as an enforcer o f other treaties, does not make those trea
ties part o f the Fund's Articles.

For instance, it is sometimes stated that the Fund is bound by the provisions o f the 
Covenant on Economic, Social and Cultural Rights adopted in 1966 under the aus
pices o f the United Nations and entered into force in 1976. There is no doubt that, in 
the exercise o f its mandate, considerations that led to the adoption o f the Covenant 
should also guide the Fund. Specifically, the reference in Article I(v) to the Fund's fi
nancial assistance being made available to provide its members "with opportunity to 
correct maladjustments in their balance o f payments without resorting to measures 
destructive o f national or international prosperity" means that the economic and so
cial welfare o f its members must be a key consideration in the Fund's decision. How
ever, this does not mean that only the welfare of the recipient country should be con
sidered. Otherwise, international prosperity could suffer. Nor does it mean that the 
Fund can ignore the various limitations imposed by its Articles o f Agreement. For 
example, the Fund can only provide financial assistance for balance o f payments 
problems. On the more fundamental issue, which is whether the Fund is legally 
bound by the provisions o f the Covenant on Economic, Social and Cultural Rights, 
the answer is that the Covenant does not apply to the Fund for three reasons. First, 
the Fund is not a party to the Covenant. Second, the obligations imposed by the 
Covenant apply only to states, not to international organizations. Third, the Covenant 
itself explicitly recognizes, in its Article 24, that "[njothing in the present Covenant 
shall be interpreted as impairing the provisions ... o f the constitutions o f the special
ized agencies which define the respective responsibilities ... o f the specialized agen
cies in regard to the matters dealt with in the present Covenant. [The previous quote 
refers to the ICESCR, G.A. Res. 2200A, 21®’ Session, Agenda Item 62, UN Doc. 
A/RES/2200 (1966)] (Gianviti, 2001: 1400)

The importance of the above quotation should not be underappreciated. It is a clear statement by 

the International Monetary Fund that is not legally obliged to participate in the many agreements 

regarding human, social, political, economic and religious rights since 1944. This not only means 

that the ICESCR and the UDHR are excluded, but the European Convention on Human Rights, the 

Convention Against Discrimination in Education, the Convention on Civil and Political Rights, the 

Covenant on the Rights o f the Child, the Convention on the Protection o f Migrant Workers and the 

Families, and many other instruments o f international intergovernmental that are necessary condi

tions for states and inasmuch constitute a requirement for acceptance into the family o f nations."'^

This lack o f application is a point o f departure between the US Executive Director o f the 
International Bank for Reconstruction and Development and the US Executive Director o f the In
ternational Monetary Fund. According to Title 22, Chapter 7, §262c the US Executive Director of 
the IMF does not have to consider human rights in decisions. The following sections provide in
formation on the legal framework governing the IM F’s most powerful participant:

Title 22, Chapter 7 -  International Bureaus, Congresses, Etc.

§ 262d. Human rights and United States assistance policies with interna
tional financial institutions

(a) Policy goals
The United States Government, in connection with its voice and vote in 

the International Bank for Reconstruction and Development, the International 
Development Association, the International Finance Corporation, the Inter- 
American Development Bank, the African Development Fund, the Asian Devel-
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opment Bank, the African Development Bank, the European Bank for Recon
struction and Development, and the International Monetary Fund, shall advance 
the cause o f human rights, including by seeking to channel assistance toward 
countries other than those whose governments engage in—

(1) a pattern o f gross violations o f internationally recognized human 
rights, such as torture or cruel, inhumane, or degrading treatment or punishment, 
prolonged detention without charges, or other flagrant denial to life, liberty, and 
the security o f person; or

(2) provide refiige to individuals committing acts o f international terror
ism by hijacking aircraft.

(b) Policy considerations for Executive Directors of institutions in im
plementation o f duties

Further, the Secretary of the Treasury shall instruct each Executive Di
rector of the above institutions to consider in carrying out his duties:

(1) specific actions by either the executive branch or the Congress as a 
whole on individual bilateral assistance programs because of human rights con
siderations;

(2) the extent to which the economic assistance provided by the above 
institutions directly benefit the needy people in the recipient country;

(3) whether the recipient country—
(A) is seeking to acquire unsafeguarded special nuclear material (as de

fined in section 6305 (8) of this title) or a nuclear explosive device (as defined in 
section 6305 (4) of this title);

(B) is not a State Party to the Treaty on the Non-Proliferation o f Nuclear 
Weapons; or

(C) has detonated a nuclear explosive device; and

(4) in relation to assistance for the Socialist Republic o f Vietnam, the 
People’s Democratic Republic o f Laos, Russia and the other independent states of 
the former Soviet Union (as defined in section 5801 of this title), and Democratic 
Kampuchea (Cambodia), the responsiveness o f the governments o f  such countries 
in providing a more substantial accounting o f Americans missing in action.

(c) Reporting requirements

(1) The Secretary o f the Treasury shall report annually on all loans con
sidered by the Boards of Executive Directors o f the institutions listed in subsec
tion (a) o f this section to the Chairman and ranking minority member of the 
Committee on Banking, Finance and Urban Affairs o f the House o f Representa
tives, or the designees o f such Chairman and ranking minority member, and the 
Chairman and ranking minority member o f the Committee on Foreign Relations 
of the Senate.

(2) Each report required by paragraph (1) shall—

(A) include a list o f all loans considered by the Board [ 1 ] o f Executive 
Directors o f the institutions listed in subsection (a) o f this section and shall speci
fy with respect to each such loan—

(i) the institution involved;
(ii) the date of final action;
(iii) the borrower;
(iv) the amount;
(v) the project or program;
(vi) the vote o f the United States Government;
(vii) the reason for United States Government opposition, if any;
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(viii) the final disposition o f the loan; and
(ix) if the United States Government opposed the loan, whether the loan 

meets basic human needs;

(B) indicate whether the United States has opposed any loan, financial 
assistance, or technical assistance to a country on human rights grounds;

(C) indicate whether the United States has voted in favor o f a loan, fi
nancial assistance, or technical assistance to a country with respect to which the 
United States had, in the preceding 2 years, opposed a loan, financial assistance, 
or technical assistance on human rights grounds; and

(D) in cases where the United States changed its voting position from 
opposition to support or from support to opposition, on human rights grounds—

(i) indicate the policy considerations that were taken into account in the 
development o f the United States voting position;

(ii) describe human rights conditions in the country involved;
(iii) indicate how the United States voted on all other loans, financial as

sistance, and technical assistance to such country during the preceding 2 years; 
and

(iv) contain information as to how the United States voting position re
lates to the overall United States Government policy on human rights in such 
country.

(d) Requirements o f United States assistance through institutions for 
projects in recipient countries

The United States Government, in connection with its voice and vote in 
the institutions listed in subsection (a) o f this section, shall seek to channel assis
tance to projects which address basic human needs of the people of the recipient 
country.

(e) Criteria for determination o f gross violations of internationally rec
ognized human rights standards

In determining whether a country is in gross violation o f internationally 
recognized human rights standards, as defined by the provisions o f subsection (a) 
o f this section, the United States Government shall give consideration to the ex
tent of cooperation o f such country in permitting an unimpeded investigation of 
alleged violations o f internationally recognized human rights by appropriate in
ternational organizations including, but not limited to, the International Commit
tee o f the Red Cross, Amnesty International, the International Commission of Jur
ists, and groups or persons acting under the authority o f the United Nations or the 
Organization o f American States.

(f) Opposition by United States Executive Directors of institutions to fi
nancial or technical assistance to violating countries

The United States Executive Directors o f the institutions listed in sub
section (a) o f this section are authorized and instructed to oppose any loan, any 
extension o f financial assistance, or any technical assistance to any country de
scribed in subsection (a)(1) or (2) o f this section, unless such assistance is di
rected specifically to programs which serve the basic human needs o f  the citizens 
of such country.

(g) 2 Consultative and additional reporting requirements
The Secretary of the Treasury or his delegate shall consult frequently 

and in a timely manner with the chairmen and ranking minority members o f the 
Committee on Banking, Finance and Urban Affairs o f the House o f Representa
tives and o f the Committee on Foreign Relations o f the Senate to inform them re
garding any prospective changes in policy direction toward countries which have 
or recently have had poor human rights records.
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(f) 2 Violations o f  religious freedom
In determining whether the government o f  a country engages in a pattern 

o f  gross violations o f  internationally recognized human rights, as described in 
subsection (a) o f this section, the President shall give particular consideration to 
whether a foreign government—

(1) has engaged in or tolerated particularly severe violations o f religious 
freedom, as defined in section 6402 of this title; or

(2) has failed to undertake serious and sustained efforts to combat par
ticularly severe violations o f religious freedom when such efforts could have been 
reasonably undertaken.

§ 262c. Commitments for United States contributions to international fi
nancial institutions fostering economic development in less developed countries; 
continuation o f participation

(a) Congressional findings
It is the sense o f the Congress that—

(1) for humanitarian, economic, and political reasons, it is in the national 
interest o f the United States to assist in fostering economic development in the 
less developed countries o f this world;

(2) the development-oriented international financial institutions have 
proved themselves capable o f  playing a significant role in assisfing economic de
velopment by providing to less developed countries access to capital and technic
al assistance and soliciting from them maximum self-help and mutual coopera
tion;

(3) this has been achieved with minimal risk o f financial loss to contri
buting countries;

(4) such institutions have proved to be an effective mechanism for shar
ing the burden among developed countries of stimulating economic development 
in the less developed world; and

(5) although continued United States participation in the international fi
nancial institutions is an important part o f efforts by the United States to assist 
less developed countries, more o f this burden should be shared by other devel
oped countries. As a step in that direction, in future negotiations, the United 
States should work toward aggregate contributions to fiature replenishments to in
ternational financial institutions covered by this Act not to exceed 25 per centum.

(b) Funding commitments to international financial institutions; availa
bility o f ftinds subject to appropriafions

The Congress recognizes that economic development is a long-term 
process needing funding commitments to international financial institudons. It al
so notes that the availability o f  fiinds for the United States contribution to interna
tional financial institutions is subject to the appropriations process.

§ 262d—l. Congressional statement ofpolicy o f  human rights and United 
States assistance policies with international institutions

It is the sense o f  the Congress that, where other means have proven inef
fective in promoting international human rights, and except where the President 
determines that the cause o f  international human rights is served more effectively 
by actions other than voting against such assistance or where the assistance is di
rected to programs that serve the basic needs o f  the impoverished majority o f the 
country in question. United States representatives to the International Bank for 
Reconstruction and Development, the International Development Association, the
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African Development Fund, the Asian De'^elopment Bank, and the Inter-American 
Development Bank should oppose loans and other financial or technical assis
tance to any country that persists in a systematic pattern o f  gross violations o f  
fundamental human rights. [The reader is asked to note to absence o f the IMF in 
this statement.]

Subchapter XV -  International Monetary Fund and Bank for Recon
struction and Development.

§ 286s. Consideration o f basic human needs in economic adjustment 
programs supported by Fund

(a) Formulation and design o f  programs
The President shall instruct the Secretary o f  the Treasury, the Secretary 

o f State, and other appropriate Federal officials to use all appropriate means to 
encourage countries, in formulating economic adjustment programs to deal with 
their balance o f payments difficulties, to design those programs so as to safe
guard, to the maximum feasible extent, jobs, investment, real per capita income, 
policies to reduce the gap in wealth between rich and poor, and social programs 
such as health, housing, and education.

(b) Changes in Fund guidelines, policies, and decisions; review prior to 
approval o f standby arrangements; coordination among institutions; coordination 
between Fund and Bank; periodic analyses

To ensure the effectiveness o f economic adjustment programs supported 
by Fund resources and the reinforcement of those programs by longer term efforts 
to promote sustained growth and improved living conditions—

(1) United States representatives to the Fund shall recommend and shall 
work for changes in Fund guidelines, policies, and decisions that would—

(A) permit stand-by arrangements to be extended beyond three years, as 
necessary to enable Fund members to implement their economic adjustment pro
grams successfully;

(B) provide that in approving any economic adjustment program the 
Fund shall take into account the effect such program will have on jobs, invest
ment, real per capita income, the gap in wealth between the rich and poor, and so
cial programs such as health, housing, and education, in order to seek to minimize 
the adverse impact o f those adjustment programs on basic human needs; and

(C) provide that letters o f intent submitted to the Fund in support of an 
economic adjustment program reflect that the member country has taken into ac
count the effect such program will have on the factors listed in subparagraph (B);

(2)
(A) before voting on the approval of any standby arrangement with re

spect to any economic adjustment program, the United States Executive Director 
shall review—

(i) any analysis o f factors prepared by the Fund or the member country 
in accordance with subparagraphs (B) and (C) of paragraph (1), or

(ii) if no such analysis is prepared and available for such review, an 
analysis which shall be prepared by the United States Governor of the Fund 
which examines the effect o f the program on the factors listed in subparagraph 
(B) o f paragraph (1); and

(B) the United States Executive Director o f the Fund shall take into ac
count the analysis reviewed pursuant to subparagraph (A) o f this paragraph in 
voting on approval o f that standby arrangement;

(3) United States representatives to the Fund, to the Bank, and to other 
appropriate institutions shall work toward improving coordination among these 
institutions and, in particular, shall work toward formulation of programs in asso
ciation with economic adjustment programs supported by Fund resources which
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This is by no means a rarely accepted principle or idealistic notion. As US President Franklin

(A) will, among other things, promote employment, investment, real in
come per capita, improvements in income distribution, and the objectives o f so
cial programs such as health, housing, and education, and

(B) will, to the maximum extent feasible and consistent with the borrow
ing country’s need to improve its balance of payments position within a reasona
ble period, ameliorate any adverse effects of economic adjustment programs on 
the poor;

(4) United States representatives to the Fund and the Bank shall seek 
amendments to decisions on policies on the use o f Fund and Bank resources to 
provide that, where countries are seeking Extended Fund Facility or upper credit 
tranche drawings from the Fund and are eligible to receive financing from the 
Bank, the Fund and Bank will coordinate their financing activities in order—

(A) to take into account the effects o f economic adjustment programs on 
the areas listed in clause (A) o f paragraph (3),

(B) to provide, to the extent feasible. Bank project loans designed to sa
feguard and further basic human needs in countries adopting economic adjust
ment programs supported by Fund resources, and

(C) to provide, as appropriate. Bank financing for programs of structural 
adjustment that will facilitate development of a productive economic base and 
greater attainment o f basic human needs objectives over the longer term; and

(5) United States representatives to the Fund and the Bank shall request 
the Fund and the Bank to provide periodic analyses of the effects of economic ad
justment programs supported by Fund or Bank financing on jobs, investment, real 
income per capita, income distribution, and social programs such as health, hous
ing, and education.

§ 286aa. Instructions to United States Executive Director; Communist 
dictatorships

The Congress hereby finds that Communist dictatorships result in severe 
constraints on labor and capital mobility and other highly inefficient labor and 
capital supply rigidities which contribute to balance of payments deficits in direct 
contradiction o f the goals o f the International Monetary Fund. Therefore, the Sec
retary of the Treasury shall instruct the United States Executive Director of the 
Fund to actively oppose any facility involving use of Fund credit by any Com
munist dictatorship, unless the Secretary of the Treasury certifies and documents 
in writing upon request and so notifies and appears, if requested, before the For
eign Relations and Banking, Housing, and Urban Affairs Committees of the Se
nate and the Banking, Finance and Urban Affairs Committee of the House of 
Representatives, at least twent>'-one days in advance of any vote on such drawing 
that such drawing—

(1) provides the basis for correcting the balance o f payments difficulties 
and restoring a sustainable balance of payments position;

(2) would reduce the severe constraints on labor and capital mobility or 
other highly inefficient labor and capital supply rigidities and advances market- 
oriented forces in that country; and

(3) is in the best economic interest o f the majority of the people in that
country.

Should the Secretary not meet a request to appear before the aforemen
tioned committees at least twenty-one days in advance of any vote on any facility 
involving use o f Fund credit by any communist dictatorship and certify and doc
ument in writing that these three conditions have been met, the United States Ex
ecutive Director shall vote against such program. [Emphasis Added] (Legal In
formation Institute, Cornell University: US Code Collection, 2007: 
http://www.law.comell.edu/uscode/html/uscode22/usc sup 01 22 10 7.htmn
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Roosevelt stated in his Four Freedoms speech o f 6 January 1941, the future world was seen a place 

where there was freedom from want, freedom from fear, freedom of speech and expression and 

freedom o f every person to worship God in his own way so as to work towards a “good society” 

fashioned upon a moral order. This perception o f fashioning a new world from the ashes o f war is 

not new, in the context o f the Peace in 1919 the following was written:

The basis for their inclusion was explicitly stated by M. Clemenceau in a letter of 
June 24, 1919, to M. Paderewski, transmitting the treaty for the protection o f minori
ties which Poland was required to sign simultaneously with the Treaty o f Peace with 
Germany on June 28, 1919. Said M. Clemenceau to M. Paderewski:

This treaty does not constitute any fresh departure. It has for long been the estab
lished procedure o f the public law o f Europe that when a state is created, or even 
when large accessions of territory are made to an established state, the joint and for
mal recognition by the great Powers should be accompanied by the requirement that 
such state should, in the form o f a binding international convention, undertake to 
comply with certain principles o f government. This principle, for which there are 
numerous other precedents, received the most explicit sanction when, at the last great 
assembly o f  European Powers the Congress o f Berlin the sovereignty and independ
ence of Serbia, Montenegro, and Roumania were recognized. (Finch, 1941: 662)

This formed the basis for one of the earliest expositions o f the International Rights o f Man, which 

existed prior to the creation o f the IMF. In fact, in the history o f international law, the Treaties of 

Westphalia, Osnabriick and Milnster all included some basic international rights and Osnabruck 

and Munster made explicit mention o f the importance o f economic reconstruction and outlines 

methods to facilitate that rejuvenation. These formed the ratio scripta (lit.: reason for writing) of 

the law of people and the law o f nations since 1648. A more recent example, the DECLARATION 

OF THE INTERNATIONAL RIGHTS OF MAN ADOPTED BY THE INSTITUT DE DROIT 

INTERNATIONAL AT ITS SESSION OF OCTOBER 12, 1929, is appended as an early Twentieth 

Century instance o f a non-positivist exposition o f the international rights o f man and the obliga

tions o f ius genitum  (See appendix).

These international rights o f man have been accepted, over time, by the vast majority o f nations, 

many o f them members of the International Monetary Fund, but the Fund will only actively en

gage in the attainment of these objectives as an externality of its primary policy activity, as an or

ganisation responsible for the smooth operation o f the international balance o f payments system. 

The legal positivist and the economist would cease to discuss this matter further, but to do so 

would leave the questions asked by applying the Rawlsian metric o f “justice as fairness” to the 

IMF unanswered and does allow natural law theory to illustrate its applicability. The thread that
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links the apparent positivist cul-de-sac to the “idealistic” or “utopian” discussion o f the Fund can 

be found.

VI

As presented above, international law and the rights o f man are tightly intertwined. The epistemo- 

logical origins o f ius genitum  are found in natural law. As the natural law theorist Francisco de 

Victoria writes;

From all that has been said, a corollary may be inferred, namely: that international 
law has not only the force of a pact and agreement among men, but also the force of 
a law; for the world as a whole, being in a way one single State, has the power to 
create laws that are just and fitting for all persons, as are the rules o f international 
law. Consequently, it is clear that they who violate these international rules, whether 
in peace or in war, commit a mortal sin; moreover, in the gravest matters, such as the 
inviolability o f ambassadors, it is not permissible for one country to refuse to be 
bound by international law, the latter having been established by the authority o f the 
whole world. (Victoria {De Indis et De lure Belli Reflectiones) quoted in Gross, 
1948: 32)

Francisco Suarez further posits the existence o f international society by stating:

The rational basis . . .  o f this phase o f law consists in the fact that the human race how
soever many the various peoples and kingdoms into which it may be divided, always 
preserves a certain unity . . . enjoined the natural precept o f mutual love and mercy; a 
precept which applies to all, even to strangers o f every nation.

Therefore, although a given sovereign state, commonwealth, or kingdom, may consti
tute a perfect community in itself, consisting o f its own members, nevertheless, each 
one of these states is also, in a certain sense, and viewed in relation to the human race, 
a member o f that universal society; for these states when standing alone are never so 
self-sufficient that they do not require some mutual assistance, association, and inter
course, at times for their own greater welfare and advantage, but at other times because 
also of some moral necessity or need. This fact is made manifest by actual usage.

Consequently, such communities have need of some system o f law whereby they may 
be directed and properly ordered with regard to this kind o f intercourse and associa
tion; and although that guidance is in large measure provided by natural reason, it is 
not provided in sufficient measure and in a direct manner with respect to all matters; 
therefore, it was possible for certain special rules o f law to be introduced through the 
practice o f these same nations. For just as in one state or province law is introduced by 
custom, so among the human race as a whole it was possible for laws to be introduced 
by the habitual conduct o f nations. This was the more feasible because the matters 
comprised within the law in question are few, very closely related to natural law and 
most easily deduced therefrom in a manner so advantageous and so in harmony with 
nature itself that, while this derivation (of the law of nations from the natural law) may 
not be self-evident - that is, not essentially and absolutely required for moral rectitude - 
it is nevertheless quite in accord with nature, and universally acceptable for its own 
sake. (Suarez {De Legibus, II.XIX paragraph 9) quoted in Gross, 1948: 33)
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Accepting the firm heritage o f the concept o f the international society of peoples and nations and 

its firm links to natural law (as can be seen by the above statements) one can now provide a posi

tivist link for the sake o f completeness. The IMF reserves the right o f  interpretation o f  its articles 

but in the context o f the international rights o f  man no organisation or state may except itself from 

its responsibilities to the international community and not be considered a pariah. The IMF 

through its interpretative powers and by subjecting itself to limited national jurisdictional authority 

(i.e. lending agreements and headquarters activities within the United States) has carved out a 

quasi-state status for itself Additionally, monetary sovereignty, in the form o f the determination of 

national currency exchange rates, was relinquished in the par-value system that defined the Bretton 

Woods Agreement and necessitated the existence o f the Fund. The Fund, therefore, accepted cer

tain pooled responsibilities and these responsibilities and prerogatives previously held by states 

were allowed to be devolved to the organisation on the basis of the common good, good govern

ance and acceptance that the organisation had a certain level of expertise.

The Fund achieved its quasi-state status through the decisions in the courts with respect to its re

sponsibility as font o f devolved state power The decision in FCC Docket No. 9362 (1953) (IBRD 

and IM F vs. All American Cable and Radio Inc., etc.) allowed the IMF and IBRD to be considered 

to be embassies for the purposes o f communications and the projection o f the legal protections 

traditionally afforded to ambassadors and diplomatic staff within the jurisdiction of the United 

States. The recognition o f IMF and IBRD as being a pooled-embassy of its membership affords 

them this special status and the authority to exist as effectively ex-jurisdiction in all territories 

since they are subject to none and are the sole custodians and interpreters o f their respective Arti

cles o f Agreement. The positivist legal precedent used in the FCC case was the important deci

sions o f [1952] ICJ Rep. 176 {Concerning the Rights o f  Nationals o f  the United States o f  America 

in Morocco, 1952) on the definition o f special conventions in international law. Further scope for 

IMF involvement in the activities of states in the matter o f currency exchanges was seen in Kolov- 

rat V. Oregon 366 US 433 (1961). This case reflected on the enforcement o f treaties as “Law o f the 

Land” and the importance o f the convention o f pacta sunt sevanda in Kolovrat v. Oregon 366 US 

433 (1961), which drew o f reciprocity treaties and Hauenstein v. Lynham 100 US 483 (1880). The 

Articles of Agreement constitutes a treaty insofar as it required the approval o f the Senate in the
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United States and is considered a treaty by various domestic courts and the Vienna Convention on 

the Law o f  Treaties (1969). The Vienna Convention and the application o f  US municipal law in 

the form o f legal precedent asserted the authority o f the IMF so long as it did not violate existing 

treaty agreements between existing states that were co-signatories o f the Articles o f Agreement, 

this was apparent in this circumstance the United States and Yugoslavia {Kolovrat v. Oregon 366 

US 433 (1961)). Though the Memorandum o f Agreement between the United Nations and the 

IMF precludes the enforcement o f the UN Charter Preamble'^'® on the Fund, it does not preclude 

the enforcement o f the Preamble on all members o f the UN that happen to be members of the 

Fund. This allows the application o f Drittwirkimg to the IMF decisions under judicial review, ei

ther in a domestic or international environment. This application o f Drittwirkung provides an ap

plication o f  human rights and the fundamental rights o f man (incorporated in the concept o f “ju s

tice as fairness”).

In the application of natural law there are also positivist linkages. These relate to the importance of

The Preamble to the UN Charter (26 June 1945) is as follows;

WE THE PEOPLES OF THE UNITED NATIONS DETERMINED
to save succeeding generations from the scourge o f  war, which twice in our lifetime has 

brought untold sorrow to mankind, and

to reaffirm faith in fundamental human rights, in the dignity and worth o f the human per
son, in the equal rights o f men and women and of nations large and small, and

to establish conditions under which justice and respect for the obligations arising from 
treaties and other sources o f international law can be maintained, and

to promote social progress and better standards of life in larger freedom,

AND FOR THESE ENDS

to practice tolerance and live together in peace with one another as good neighbours, and

to unite our strength to maintain international peace and security, and

to ensure, by the acceptance o f principles and the institution of methods, that armed force 
shall not be used, save in the common interest, and

to employ international machinery for the promotion o f the economic and social ad
vancement o f all peoples,

HAVE RESOLVED TO COMBFNE OUR EFFORTS TO ACCOMPLISH THESE AIMS

Accordingly, our respective Governments, through representatives assembled in the city 
o f San Francisco, who have exhibited their full powers found to be in good and due form, have 
agreed to the present Charter o f the United Nations and do hereby establish an international organ
ization to be known as the United Nations, (http://www.un.org/aboutun/charter/preamble.htm. ac
cessed 27 March 2007.)
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un-enumerated rights, also termed ius cogens, as they exist within a larger legal context. The fun

damental documents o f  international law, as illustrated above have their origin in natural law. The 

study o f  economics has its origin in natural law '‘*̂  and further empirical developments throughout 

the 19* and 20* centuries. The linkages between economics and law in the case o f  the IMF is im

portant since the need for economic expertise is not only outlined explicitly in the Articles o f 

Agreement on matters o f par-value and fundamental disequilibrium but also constitute the princi

pal component in policy decisions and advice. The existence of un-enumerated rights in funda

mental legal documents and the over-arching power o f expert logic have both been accepted in a 

common law jurisdiction. The Irish Supreme Court cases o f Ifyan vs. Attorney General [1965] IR 

294 and Magee V5. Attorney General [1974] IR 284 both accepted in the Irish jurisdiction that un- 

enumerated rights to bodily and personal integrity existed in the Irish Constitution since the docu

ment was based upon the precepts o f natural law and that natural law afforded the scope for inter

pretation that certain rights existed outside of the explicit document or legal precedent. In the US 

jurisdiction the case o f Lochner v. New York 198 US 45 (1905) the US Supreme Court invalidated 

a law passed to restrict the hours o f work o f bakers in New York. Economic theory was used in 

this case to reject the claims that this form of restriction should exist.

Conclusion

What can be drawn from these legal examples? The IMF, despite its resolute policy o f legal ex- 

ceptionalism can be brought into a larger legal framework that accepts the fundamental rights o f 

man. One must legally accept that as long as the IMF continues to interpret its Articles o f  Agree

ment in a purely positivist fashion this cannot take place and previous decisions are fully accept

able. The lack o f consistency in the IMF interpretation is that it sees its role as part o f a larger 

non-positivist legal system. The reliance on economic expertise and the objectives laid-out in Arti-

On only has to look at the intellectual heritage o f Adam Smith to see the important lin
kages o f economics to natural law. The term itself is based on the Greek (Aristotelian) concept o f 
home management. Adam Smith was closely associated with David Hume and the Scottish Enligh
tenment. One of the early authors and guiding thinkers o f this period was Francis Hutcheson. Hut
cheson’s works drew heavily from the work o f the Continental philosopher and jurist Samuel von 
Pufendorf, founder o f several chairs o f natural law in Gennany. Ultimately, the influence o f  Hut
cheson’s thought can be seen the in Smith’s Theoiy o f  Moral Sentiments (1759) which laid the 
foundations for his work in An Inquiry into the Nature and Causes o f  the Wealth o f  Nations (1776), 
considered by many to be the foundation stone of modem economics.

Justice Oliver Wendell Holmes, Jr. dissented in this decision. Holmes was the great de
fender o f Common Law Positivism. His book The Common Law (1881) is considered a classic of 
the discipline.
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cle I run directly counter to the positivist interpretation of international law but are complicit with 

natural law interpretations of the society of nations and peoples. The law precedents presented 

above illustrates how fundamentally positivist legal common law regimes rely upon legally norma

tive concepts to seek justice and just law within the framework of the fm is bonorum. The IMF, 

ontologically, epistemologically and teleologically, is a fundamentally non-positivist institution, 

based on a larger natural law framework that has defined the creation of international law and the 

discipline of economics since the mid-seventeenth century.

Appendix Chapter V. 1

Declaration of the International Rights of Man

DECLARATION OF THE INTERNATIONAL RIGHTS OF MAN ADOPTED BY 

THE INSTITUT DE DROIT INTERNATIONAL AT ITS SESSION OF OCTOBER

12,1929,

BRIARCLIFF LODGE, BRIARCLIFF MANOR, NEW YORK 

The Institute of International Law

Considering:

That the juridical conscience of the civilized world demands the recognition for 

the individual of rights preserved from all infringement on the part of the State;

That the declarations of rights, written into a large number of constitutions and espe

cially into the American and French Constitutions of the end of the 18th century, are 

ordained not only for the citizen, but for man;

That the 14th Amendment of the Constitution of the United States prescribes as 

follows:

"... nor shall any state deprive any person of life, liberty or property without due 

process of law; nor deny to any person within its jurisdiction the equal protection of 

the laws";

That the Supreme Court of the United States has unanimously decided that by the 

terms of this amendment it is applicable within the jurisdiction of the United States 

"to every person without distinction of race, color or nationality, and that the equal 

protection of the laws is a guarantee of the protection of equal laws";

That, moreover, a certain number of treaties stipulate the recognition of the rights
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o f  man;

That it is important to extend to the entire world international recognition o f  the 

rights o f  man;

PROCLAIM S:

ARTICLE I

It is the duty o f  every State to  recognize the equal right o f  every individual to 

life, liberty and property, and to accord to all within its territory the full and entire 

protection o f  this right, w ithout distinction as to nationality, sex, race, language, or 

religion.

ARTICLE II

It is the duty o f  every State to recognize the right o f  every individual to the free 

practise, both public and private, o f  every faith, religion, or belief, provided that the 

said practise shall not be incom patible with public order and good morals.

ARTICLE III

It is the duty o f  every State to recognize the right o f  every individual both to the 

free use o f  the language o f  his choice and to the teaching o f  such language.

ARTICLE IV

No motive based, directly or indirectly, on distinctions o f  sex, race, language, or 

religion em powers States to refuse to any o f  their nationals private and public rights, 

especially, adm ission to establishm ents o f  public instruction, and the exercise o f  the 

different econom ic activities and o f  professions and industries.

ARTICLE V

The equality herein contem plated is not to be nominal, but effective. It excludes 

all discrimination, direct or indirect.

ARTICLE VI

Except for motives based upon its general legislation, no State shall have the right to w ithdraw  

its nationality from those whom, for reasons o f  sex, race, language, or religion, it should not de

prive o f  the guarantees contem plated in the preceding articles. (Finch, 1941: 663-4)Appendix V 

Quota Statistics

Figures V I  to V 5: Data source: http://im forg/extem al/np/sec/m em dir/m em bers.htm  and A uthor’s 

calculations.
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Figure V.l
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Figure V.2
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Figure V.3
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Figure V.4
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Figure V.5
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Section 3

History of Economic Thought & Dr. Charles Davenant 

Chapter Six

THE GREAT RE-COINAGE OF 1696 

Developments in Monetary Theory

I

Introduction

The financial revolution is more than just the institutional developments that took place over the 

last part o f the seventeenth century and the early part o f the eighteenth century in England. The 

development o f financial instruments fundamentally changed the way that commerce was 

viewed. The English monetary system was no longer just made up o f the coins o f the realm, but 

was now something much larger, incorporating paper money, bills o f exchange, and various fi

nancial instruments that underwrote merchants, generals and the state itself This new financial 

world had developed over time, beginning with the financial transactions that supported the Flor

entine woollen trade. This over time developed into the system o f finance that drove Venice, Am

sterdam and Antwerp. The key impetus for these innovations was to enable the state to financially 

sustain a protracted war.

The English, following the Dutch, began to develop a deep financial market and supported it by 

improving its taxation systems. The Bank o f England was established for the purpose o f provid

ing capital for the state in 1694, but it was limited in its functions insofar as it lacked the capabil

ity to act as a lender o f  last resort and regulate the monetary sector o f the economy. Though the 

Bank o f England was the first central bank to be designed from the beginning as the financial arm 

of the state it was substantially different to its successors. The Banque de France, founded in 

1800, was an example o f  a central bank founded for the purpose o f regulation, with the Bank of 

England complying with this model fi-om the mid-nineteenth century. This means that for the 

1690s, response to a financial crisis in fact took place at the level o f temporary commissions es

tablished by the state since the regulatory and lender o f last resort powers o f the Bank o f England 

prevented it fi'om playing an interventionist role in the market. The crisis o f the specie currency
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was the creation o f the market. As financial instruments and the institutions to support them de

veloped, the market continued to operate off the basic maxim o f profit maximisation. Since spe

cie was still seen as money by many policymakers (sometimes even to the point o f being de

scribed as bullionism’'*®) and by the state it was natural that the difficulties facing the silver coin 

o f England would be considered from a purely functional point o f view. This was no longer pos

sible due to the developments in financial instruments since the 1660s. In this chapter I will con

sider the development o f  monetary theory and policy as it attempts to catch up with market and 

institutional developments.

In 1696, England, facing monetary difficulties, made the fateful decision to recoin all its silver cur

rency. This decision was to be the economic policy that created the famed British Gold Standard 

and subsequently the International Gold Standard. Yet, the story behind the recoinage has been 

told in what can be considered a rather limited way. J.R. McCulloch (1856), the first to truly de

scribe the importance o f this period, framed the question o f recoinage as a debate between John 

Locke, Lord Somers, acting on behalf of the king, William Lowndes of the Treasury, and Isaac New

ton, Master of the Mint. Despite the prominence o f these persons in the debate the members o f the 

Commission on the Coinage all presented Lord Godolphin with options for improving the 

monetary situation of England. The Commission included: "Mr. Locke, Mr. D'Avenant, Sir Christopher 

Wren, Dr. Wallis, Dr Newton, Mr. Heathcote, Sir Josiah Child, and Mr. Asgill, a lawyer." (Hardy, 

1908: 71) This paper will focus primarily on the input of one of these members - Charles Davenant. 

Charles Davenant was a political arithmetician and economic policymaker from 1686 to 1714. His 

work on the recoinage informs the debate and provides an important glimpse into the economic 

world of 1690s as it moves from a specie monetary base'^° driven view o f policy to one founded 

on financial instruments. He proposed an alternative to the recoinage, and in so doing described 

the functioning o f the English credit system at the cusp o f  the Financial Revolution.

Bullionism is the conftision of specie money (i.e. gold and silver) with the wealth of the 
nation. The so-called “mercantilist” authors are commonly associated with confusing bullion with 
the national wealth. The wealth o f a nation comes from its output and in modem terms is described 
in Keynesian national income terms: Gross Domestic Product/National Income (Y) = Consump
tion (C) + Investment (I) + Government Expenditure (G) + the Trade Balance (Exports (X) -  Im
ports (M)).

The monetary base is considered that part o f the money supply that consists solely of 
notes and coin in circulation. It is sometimes termed high-powered money.
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In this paper I investigate the im portance o f  D avenant’s contribution  to  the debate that eventu

ally resulted in the Great Recoinage. First, I will discuss the m onetary system as it existed in 

1690s England, this can be broken down into two analytical issues, one, being the poor state o f 

silver coin, bring about the recoinage and second, being the disequilibrium  in the price ratio be

tw een silver and gold. Second, I will discuss the traditional view  o f  the Locke, Low ndes and 

N ew ton debate. Third, I will assess D avenant's influence in this debate and his im portance to 

the developm ent o f  m onetary thought. Finally, I will explain some o f  the effects o f  the recoin

age. I w ill now explain the functioning o f  the m onetary system o f  England in the 1690s.

II

The Institu tional C ontext -  M oney and the Econom y in 1690s England

Today m onetary policy is a function o f  the Central Bank. The policies o f  the E uropean Central 

Bank are quite clear, the predominant model o f  the Taylor Rule explains many changes in m onetary 

policy. Despite the m any financial instrum ents that make up the m oney supply, the m onetary base 

or high-powered m oney is relatively sim ple to explain, understand and account for in the market. 

In the early-m odern period the m onetary base was specie: gold and silver. The bim etallic specie 

standard proved very difficult to maintain.

M onetary systems that are based on specie are significantly different from systems o f  fiat money, 

the US dollar or the euro being the prim ary examples. The essential com ponent o f  a specie stan

dard is that the m arket price o f  precious metals is kept at a parit>' level (or so close that transactions 

costs eliminate profits) vis-a-vis m int price o f  the co in .'^ ' The m ajority  o f  the coinage in the 1690s 

was produced by hand, which m eant that no two coins w ere precisely alike. (Sargent and Velde, 

2002) The methods o f  coin production were still largely m anual, w ith coins punched and stamped

An exam ple o f  this would be a silver coin. The coin w ould be defined to have a certain 
precious m etal content (m easured in carets, like the m etal content m odem  jew ellery, 24 carets 
indicating purity) and that m etal would be m ixed with a b aser m etal such as copper, nickel or 
tin. The stamp on the coin would ensure that the coin w ould not have to be assayed upon receipt, 
since the Mint, by the sovereign stamp has ensured the fineness o f  the precious m etal in the coin. 
The process o f  clipping the coin underm ines the stamp o f  the state, since there is obviously less 
precious m etal content in the coin. Even the less sinister process o f  w ear and tear will result in 
the co ins’ value com ing into question.

211



by hand or anim al powered machines. The public acceptance o f  coins required that they be fairly 

consistent, and despite fabrication limitations the coinage was largely adequate. This was not the 

case in the 1690s. The effects o f  clipping the coinage had resulted in the specie system being 

strained as the face value o f  the coinage did not correspond with the m etal content. These com 

plications resulted in the eroding o f  confidence in the coin and the rising o f  transactions costs.

Figure VI. 1: Charles I Schilling.

Source; www.english-hammefed-coins.com

Figure VI.2. H am m ered S ilver C harles 11 'A  Crow n, 1661-1

Source; httD;//www.botdes.freeserve.co.uk/Charles-II.htm
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In Figures VI. 1 and VI.2, the two heavily clipped and worn coins there become apparent some 

o f the problems facing the specie standard in the 1690s.’^̂  As the coinage deteriorated the ability to 

judge coins as full weight, genuine or false became more difficult. The first assessment would be 

to find the coins to be rude forgeries but they are true coins, clipped and worn. The questioning of 

the validity o f the coinage resulted in higher transactions costs. Simultaneously it lowered gov

ernment revenues as coins o f  low weight were returned to the Treasury for tax purposes. Wil

liam Lowndes writes in his A Report Containing an Essay fo r  the Amendment o f  the Silver Coins 

(1695a) how the revenues of the Crown have been significantly reduced by lack of bullion, as seen 

in Table VI. 1. Table VI. 1

A Computation o f the Common Weight o f a Hundred Pounds by Tale, in Ordinary Silver Money at 

this Day, taken from a Medium o f the Bags, Weighed at the Receipt of Exchequer, in May, June 

and July last. (Lowndes, 1856 [1695a]: 90)

The Weight of One Hundred Pounds by Tale in Silver Moneys, according to the Standard of the 

Mint, ought to be Thirty two Pounds Three Ounces, One Penny Weight and Twenty two Grains 

Troy.

No.Bags W hat they ought to Weigh W eight a t the Exchequer Deficiency

oz. dw. oz. dw. gr- oz. dw. gr-

40 15483 16 16 8095 5 0 7388 11 16

74 28645 1 20 14373 5 0 7388 11 2

133 51483 14 22 27318 0 0 24165 14 2

120 46451 10 0 23496 15 0 22954 15 0

105 40645 1 6 20899 15 0 19745 6 6

100 38709 11 16 19588 5 0 19121 6 16

572 221418 16 8 113771 5 0 107647 11 8

oz. dw. gf-

These coins today represent some of the finer examples of English coin in the seventeenth 
century, as they are sold in the numismatics markets for over 300USD.
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The M edium  o f the W eight o f  each Hundred Pounds fere. 198 18 0.333

The M edium  o f D eficiency 188 3

21.67

7

387 1 22

Source: Lowndes, 1856 [1695a]: 90

The English econom y, like alm ost all econom ies o f  the late seventeenth century, was intim ately 

linked to its bu llion-based  currencies. A corruption o f  the coinage was not only po ten tia lly  in 

flationary, but also destructive to the very fabric o f  the econom y and political establishm ent at 

large. Even good coins had problem s as seen w ith this Jam es II tw opence piece, w hich was off- 

struck:

Figure VI.3: James II Twopence, Off-Strike

Source: http:/'\v"ww\bottles.freest co.uk’'

The coinage problem  had its origins in the coin being the m onetary base o f  a specie system. 

Given that precious m etals had a m arket price, coins could be clipped or shaved and the silver or 

gold gained could be melted into bullion and sold. The coin, since, it would not have been perfectly 

round or stam ped from  the beginning could still circulate. This was the problem  o f  the 1690s, as 

the bullion m arket price o f  silver rose, there were profits to be made from clipping the coinage. 

Despite the invention o f  m illing at the edges, the handicraft m ethods o f  m aking coins resulted in 

the m illing being o f  little use. The exam ple in Figure V I.3 illustrates a high quality coin that was 

ofT-struck. The m illing w as placed on the coin to prevent clipping but with coins produced with 

M int errors as above in constant circulation it becam e difficult to discern clipped coins from
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coins that were carelessly produced. This enabled the coins to be clipped w ith little ability to stop 

the process. As more and m ore coins were clipped, the face value o f  the existing body o f  coins 

cam e into question, raising transactions costs. By 1696 over 50%  o f  the precious metal content of 

the coinage was removed. (Jones, 1988)

F igure  V I.3: D efic iency  o f  M etal C onten t

D e f i c i e n c y  o f  M e t a  I C o n t e n t
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21/6/1685 21/6/1686 21/6/1687 2V6/1688 21/6/1690 2V 6/1691 21/6/1692 21/6/1693 21/6/1694 21/6/1695

Y e a  r

Data Source: Jones, 1988.

This problem  becom es even m ore difficult to solve in a case w here there are two precious m etals 

that are being used for money. W hile England used both gold and silver in the 1690s it was the 

silver coin that was being clipped. This was due to the ratio o f  gold to  silver being upset by the 

high m int price o f  gold and the high bullion price o f  silver. Though this is a simple problem to 

visualize theoretically, it again is difficult to com prehend and solve in practice. This was the com 

plex problem  that faced the Com m ission.

In 1696 England was at war with France. This w ar was largely fought on the C ontinent and King 

W illiam III and his arm ies required a constant flow o f  rem ittances from London. This created arbi

trage opportunities. As the specie prices rose and fell on the international bullion m arkets persons 

could melt down clippings and sell them abroad for other money. An exam ple in the 1690s would



be to clip silver coin, melt it into bullion and sell it on the Continent for gold coin where silver 

fetched a higher price than in England. This gold coin w ould then be shipped back to England 

where the Royal M int was paying a higher price for gold than other countries. This gold would be 

sold to the M int for silver m oney and the arbitrager would make a profit. The result would be a 

drain o f  silver and an oversupply o f  gold.

The bimetallic specie standard requires that the m int price o f  specie and the bullion m arket price o f  

specie o f  both kinds should be equal or suflFiciently close so that transactions and transport costs 

eliminate all arbitrage profits. I f  this delicate balance was disturbed between the m arket to m int 

price and the price ratio o f  silver to gold, it could result in the coined currency being altered for profit 

m aking purposes (i.e. i f  gold 's m int price rises and silver's bullion price rises, this would result in 

gold flow ing into the m int and being coined and silver coinage leaving circulation to be sold on the 

bullion m a r k e t s ) .T h i s  w ould typically  involve the clipping o f  the coin (or in extreme cases ac

tually fully m elting a coin down), debasing the m onetary standard. This would have debilitating 

results for the economy, resulting from the rising transactions costs and reduced liquidity as the 

face value o f  the coin cam e into question and more specie left the m onetary base. (Redish, 

2000) ’ '̂*

Figure V1.4.

English Remittanances to Troops and Allies Abroad, 1688-1697
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For further inform ation on this m onetary system see Redish (2000).
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Figure VI. 5.

Data Source: Jones, 1988.
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The coinage problem s in 1696 were an exam ple o f  this type o f  imbalance. Dutch silver had a 

higher bullion price than the English Royal M int's m int price for silver. This caused silver to flow 

out o f  England into H olland to gain the arbitrage profit. England, on the other hand, had a very 

high m int price for gold. Continental gold bullion (paid to the English sellers for their silver bul

lion) was imported into England and sold to the Royal Mint. The result o f this was that silver coin

age becam e scarce and gold coinage becam e plentiful.

There was the added incentive to clip the silver coin and export the bullion abroad. C lipping the 

coin resulted in a problem  for the econom y at large as it underm ined the face value o f  the coin, 

increasing transactions costs o f  doing business. Second, it was debilitating to the co llection  o f

N ote that this was not the only time that England faced monetary difficulties. At close o f  
Elizabeth’s reign there were coinage problem s. There were also difficulties during the Interreg
num. (See: Supple, 1959.)
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taxes to fund the war, as rem ittances required full-weight coin (und ipped  coinage). William 

Lowndes in his submission to Parliament on the state o f the coin in England found that the weight 

o f the coin entering into the Treasury from tax collection was almost half the weight that it 

should have been. As seen in Figures VL4, VI.5, and VL6, the fiscal situation was quite poor. As 

England exported more specie to pay remittances and incurred more foreign denominated debt the 

economy came under greater and greater stress.

Figure VL6.
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Data Source: Jones, 1988

The corruption o f  the coinage made remittances extremely difficult. (Lowndes, 1856 [1695]: 90) 

The problem of the coin rapidly become not just an economic problem but one o f military logis

tics, as funds to supply William's army were being slowed by monetary problems in England. 

The war with Louis XIV was at a stalemate; any weakness, financial or otherwise, could result in 

the Anglo-Dutch alliance being defeated. William could not afford this and the Commission's 

brief was to find a rapid solution to this problem.
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Clipped coinage and silver outflows together created a liquidity problem for the economy. As 

Sargent and Velde (2002) and Redish (2000) found, until the advent o f  the steam press and low 

cost methods o f  coin and paper money production, small change was a scarce commodity. The 

silver outflow only made this problem worse in England. Silver was o f lesser value than gold 

with one golden guinea representing around 26s. to 30s. Between 1694 and 1696, silver's bullion 

price was higher, resulting in silver coins being clipped and the clippings melted and sold on the bullion 

market. As this process of clipping expanded, the quantity of small denomination coins was reduced 

(both in the sense that they were lighter post clipping, and because more and more of them were be

ing melted outright into bullion) and a liquidity problem emei^ed. As Sargent and Velde (2002) state, 

this liquidity problem at the small denomination end of the market increased transactions costs and 

made transactions between individuals more difficult.

The question of the Recoinage was framed within this economic background. The Commission ex

isted to find a solution to a problem that was obviously becoming an economic, political and military 

liability. Money to most persons (and Locke states this explicitly in Some Considerations (1696) [see 

quotation below]) was silver coin. Gold existed but as a high denomination coin (30s in mid-1695) used 

by few individuals, similar to a €500 note today. (See Sargent and Velde (2002) for more on this topic.) 

In order to find a solution to the looming remittance problem and the liquidity problems facing the 

economy, Lowndes, Locke, Newton, Davenant and others were requested to find a quick method of 

correction.

The proposals varied greatly. Within the structure of a specie standard one possibility was to change 

the weight o f the coin by increasing or decreasing metal content. A second potential solution was 

to change to face value o f the coin and maintain the present metal content. Locke desired to 

bring the coinage back to its original face value metal content. This was consistent with his so

cial contract philosophy - the State had an obligation to maintain its property, and this property 

included coinage. Lowndes proposed a considerable devaluation as a method of finding a rapid solu

tion. Newton, as Master o f the Mint, was to make the alterations to the bimetallic ratio required by 

Locke's proposal. Davenant, drawing on his experience as an economic policymaker in the Commis

sioners for Excise and his expertise in political arithmetic, was behind the idea the maintain-
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ing the status quo and supporting the expansion of England’s credit system. In his two manuscripts, A 

Memorial Concerning the Coyn o f  England (1695) and A Memoriall Concerning Creditt (1696), 

which were edited and rediscovered by Usher in 1942, Davenant outlines the idea of an economy 

that does not require a perfectly function specie system to survive. Davenant provides a report of 

the beginnings o f the Financial Revolution in late seventeenth-century England, and in this de

scription he outlines to importance o f credit in the monetary system. His input into the debate on 

Recoinage was not accepted, but it enriched the debate and illustrated his position as an important 

contributor to the origins o f the Classical School o f Economics.'^® Ill 

The Specie Focused Policy  — The D ebate Between Locke & Lowndes

I I I . l .

Lowndes

The position put forth by Lowndes speaking on the behalf o f  Treasury was that devaluation 

o f the coin was by far the best course of action for the Crown, maintaining the face value o f  the 

coin but establishing a much low er precious m etal content. This linkage between the intrin

sic and extrinsic values o f  the coin and the breakdown of that linkage is at the heart o f  the prob

lems facing England's money in the 1690s. The proposal by Lowndes did attem pt to correct 

this problem , and by bringing the face value into line w ith the m etal content by law he ex

pected the problem o f the silver outflows and the gold inflows to stop.

William Lowndes sets out his ideas and those o f the Treasury in his A Report Containing an Essay 

fo r  the Amendment o f  the Silver Coins (12 September 1695). The Report was largely a history

To quote Keynes: “ ’The classical Economists’ was a name invented by Marx to cover 
Ricardo and James Mill and their predecessors, that is to say for the founders o f the theory which 
culminated in the Ricardian economics. I have become accustomed, perhaps perpetrating a solec
ism, to include in “the classical school” the followers o f Ricardo, those, that is to say, who adopted 
and perfected the theory o f  the Ricardian economics, including (for example) J.S. Mill, Edgeworth 
and P ro f Pigou.” (Keynes, 1936: 3) [Original Emphasis]

Research by Kelly (1991) illustrates the Chancellor of the Exchequer at the time, Charles 
Montague, was responsible for writing this work. Montague was Chancellor for the entire Recoi
nage and was the sponsor of the Recoinage Acts in Parliament. The basis for this assertion is the 
similarity o f  the Lowndes report with the Fourteen Resolutions of Scobell Committee. Montague 
was the moving spirit behind these points and was a fervent supporter o f devaluation and at
tempted to press for a resolution o f Parliament in spring 1695 with the support o f Godolphin. The 
political machinations o f  the time, most especially the desire of the King to maintain the monetary 
standard and the price o f reconciliation between the Montague and Wharton faction and the
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o f the English currency since the time o f William the Conqueror. The single most important idea 

stated in this work was that the English silver coinage should be devalued by twenty-five percent. 

The nominal value (i.e. extrinsic value) o f the Crown piece would be raised from 5s. to 6s. 3d. and 

all other silver coinage in proportion. The specie standard would then respond to this change. As 

silver coins had a higher face value, or Mint price, the incentive to sell silver bullion would be 

eliminated. This was a course o f action that would solve some of the immediate problems facing 

the Crown, but not the long-term questions, such as the bimetallic ratio. Lowndes began his dis

cussion by stating that the standard fineness o f the coin should be maintained:

That the present Standard o f  Fineness or Purity ought to be continued, namely, 
o f  Twenty two Carats Fine, and Two Carats A llay fo r  the Gold; and Eleven  
Ounces Two Peny Weight Fine, and .E ighteen Peny Weight A llay fo r  the 
Silver, in all the New Coins that shall be now directed. [Original Emphasis] 
(Lowndes, 1856 [1695a]: 17)

This statement opens the ground for Lowndes to work towards his solution o f devaluation. The 

devaluation would be considered sizeable by even modem standards. The rationale for this radical 

change in the money o f England was that:

The Value o f  the Silver in the Coin ought to be Raised to the Foot to Six 
Shillings Three Pence in every Crown, because the Price o f Standard Silver is 
Bullion is Risen (from divers necessary and unnecessary Causes, producing at 
length a great scarcity thereof in England) to Six Shillings Five Pence an 
Ounce: This Reason (which 1 hum bly conceive w ill appear irrefragable) 
is grounded chiefiy upon a Truth so Apparent, that it may well be com 
pared to an Axiom even in M athem atical Reasoning, to wit. That whenso
ever the Extrinsick Value o f  Silver in the Coin had) been, or shall be less than 
tbe price o f  Silver in Bullion, the Coin bath been, and w ill be M elted  

[Original Emphasis] (Lowndes, 1856 [1695a]: 38)

Despite the logical position that if the price o f  bullion is higher than the face value of the coin, 

bullion will be exported (be it in the form of clippings from coins or bars of silver) his devaluation was 

too radical for the Parliament to consider.'^* The problem was that Lowndes' plan would have 

resulted in the removal o f silver from the monetary system, as there were no provisions in his

Shrewsbury and Somers faction following a leadership challenge meant that the devaluation pro
posal had to be abandoned. (Kelly, 1991)
158 The question o f its reasonableness as a monetary policy must also be addressed. 
Lowndes proposal was effectively a devaluation o f the currency. As modem economists are aware 
of, the policy o f devaluation has long-run negative welfare effects, even if there are some positive 
effects to a temporary, artificial competitive advantage.
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plans to alter the gold to silver ratio or to reduce the fineness of the specie. Silver was considered 

to be the true currency o f  England; gold was secondary.

There were errors in Lowndes' analysis o f  the benefits o f the devaluation o f the silver cur

rency. One of the most striking o f these errors, and, interestingly, one that continues to this day, 

was that he viewed devaluation as panacea for international payments problems. Lowndes 

stated:

It is hoped that the E xchange to Holland, (which by the way had risen a little 
o f  late) may be the Success o f  some good Designs on Foot (though the War 
should continue) be kept at a stand, at least from falling m uch lower. In 
which Case I think the Arguments o f  these Gentlemen will have little or no 
Weight. (Lowndes, 1856 [1695a]: 208-9)

He further defended his position by stating that there was a distinct need for a reliable base of 

specie for the smooth running o f  the domestic e c o n o m y .T h o u g h  devaluations had been used 

in the past, the scale o f  the devaluation in the Lowndes proposal was radical, in the sense that 

a twenty-five percent devaluation was unprecedented. His proposal was also insightful, in that 

it provided a corpus o f  monetary history o f  England to inform his side o f the debate. This pro

posal was rejected, however: his twenty-five percent devaluation was just too large for Parlia

ment to be convinced. Locke worked diligently to discredit the proposal, and eventually won the 

day.

in.2.

Locke

Locke and Lowndes shared a common vision despite their different approaches to the recoin

age; they both saw silver as the true money o f England and gold as a distant second. They both 

believed that the monetary system needed to be grounded in specie.

Locke felt that the since silver was paramount, it was the link between the intrinsic and extrinsic 

values o f the coin that required the greatest defence. This reflects his understanding o f the cur-

159 This was something that his contemporary Fleetwood (1695, 1707) touched upon as 
he wrote in support o f Lowndes' position.
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rency system both philosophically and empirically. He was resolutely against the idea o f devalua

tion and had powerful support from King William as well as friends such as Somers and Trum- 

bell. (Somers was one o f the principal members o f the Whig administration and an ardent oppo

nent o f the devaluation proposal put forward by Lowndes). It is important to understand that 

Locke was also driven by his ideas on property and social contract. To Locke, the State had a respon

sibility to its citizens to provide a sound currency. To debase the currency would effectively renege 

on the State’s responsibility to ensure that its property (which was defined as money in this situation) 

be maintained to the standard that the citizenry had expected the State to maintain. The State, there

fore, had a responsibility to maintain that the coin was true in weight and measure. The State’s role in 

the production o f money was to issue a stamp of value that doubled as a statement of responsibility that 

the extrinsic and intrinsic value of the coin was maintained as the Royal Mint had specified in produc

tion. The State ensured that the silver content o f  the coin was equal to its face value; Locke there

fore felt that the debased coin must be returned to its original intrinsic value as that was the re

sponsibility attached to the stamp o f value.

Locke apparently had difficulty reconciling the Guinea situation to the contemporary problems of 

the de facto  bimetallic currency. The de ju re  currency o f England was silver. Locke approaches 

this problem from the point of view that only silver exists as legal tender. This complicates his 

analysis and causes him to reject the interplay between gold and silver in the international mar

kets. (Kelly, 1991)

Arbitrage opportunities created by the war had allowed for a complex market to develop between 

silver, gold and bills o f exchange. It was clear that silver was leaving the country at an alarming 

rate.

Lacking in Locke’s analysis was the price-specie-flow mechanism; The price-specie-flow- 

mechanism, is a long-run adjustment mechanism for the effects o f specie exports and imports. An 

excess of imported goods results in specie exports in the short run. This loss of specie causes the mon

ey supply of the country to be reduced. The reduced money supply causes a reduction in the price 

level. This conclusion follows forth from an early version o f Quantity Theory o f Money. This 

theory has its origin in the Spanish authors in the mid 1500s and the School o f  Salamanca, so
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would have been readily accessible in the late seventeenth century. (See Dempsey (1935) and 

Hamilton (1934) for more information on the formation o f the Quantity Theory.)

The Quantity Theory (here described in modern terms o f MV=PY) holds that with a lesser 

quantity o f  money, consumption will be reduced (given that money supply must equal money 

demand), but with unchanged levels of output of goods and services prices are lower. The reduc

tion of prices as a result of the outflow o f specie is the key to the long-run adjustment mechanism. 

The lower prices subsequently result in the increase in exports, as the home country gains a com

petitive price advantage. Additionally, there will be a reduction in the level o f imports as they 

become less competitive vis-a-vis the domestically produced output. The combination o f cheaper 

domestic goods and reduced demand for imports the result was that there was less foreign ex

change demanded at each rate o f foreign exchange. This system was to bring about the natural 

adjustment o f a country's prices level and specie levels as a result o f specie imports and exports. 

(Kindleberger, 1963) Implementation o f this theory would have been revolutionary in the late 

seventeenth centurj' since it represented a stark departure fi'om the Balance o f Trade theory that 

specie inflows via a constant balance o f payment surplus were desirable.

Locke’s economic epistemology also poses a potential pitfall in his analysis. Locke expanded 

upon his position that the coin should be restored to its original state (read intrinsic value) at the 

expense o f  the public he made clear that silver was the true currency o f England:

Money is the measure o f  Com m erce, and o f  the rate o f  everything, and 
therefore ought to be kept (as all other measures) as steady and invariable as 
may be. But this cannot be, if  your Money be made o f  two Metals, whose pro
portion, and consequently whose price, constantly varies in respect o f  one an
other. Silver, for many Reasons, is the fittest o f all Metals to be this measure, 
and therefore generally made use o f  for Money. But then it is very unfit 
and inconvenient, that Gold, or any other metal, should be made current Le
gal Money, at a standing settle Rate. [Original Emphasis] (Locke, 1996 [1695]: 85)

Locke had decided that the best o f  course o f action for the government was to maintain the 

original standard o f money and restore the clipped and worn money to its original status. The rea

soning behind this position was that money relied upon a certain level o f confidence in the seal o f 

value that was placed upon it: money was defined largely by its seal or stamp of value, which was 

a statement of its extrinsic value vis-a-vis the intrinsic metal content. It is the maintenance o f the
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parity between the seal and the actual intrinsic content that was key to the running o f a viable 

monetary system. As Locke emphasised in the statement:

Only this I will confidently affirm, That it is the In terest o f  every C oun
try, tha t all current Money o f  it should be o f  one and the same Metal; That 
the several Species should be all the same Alloy, and none o f  a baser mixture: 
A nd that the Standard once this settled, should be Inviolably and Immutably 
kept to perpetuity. For whenever that is alter'd upon what pretence soever, the 
Publick will lose by it. [Original Emphasis] (Locke, 1996 [1695]: 87)

The focus on the Scholastic concept of intrinsic value was vitally important to Locke’s understand

ing o f money. Intrinsic value is a passive power; a quality which enables one object to effect an

other, whereas exchange value is a relative quality and can only be considered secondary. The 

Scholastic belief in natural law features as an important part o f Locke’s thought. Rawls (2007) 

focuses on this in his discussion o f Locke as a source o f political philosophy:

The law of nature would suffice to govern us were it not for the corrup
tion and viciousness o f degenerate people. There would be no need for us to 
separate into civil societies each with its distinct political authority, and so to split 
up “this great and natural Community” (1128). Thus, the fundamental law o f na
ture is a law for the community o f humankind in the state of nature. This state, 
while a state o f liberty, is not a state o f license: it is bound by a law o f nature and 
reason (H6).

(b) The fiindamental law o f nature is also the regulative principle for po
litical and social institutions o f the various civil societies into which the commu
nity of humankind divides. Municipal (i.e., civil) law is right and just only when 
it is founded on , or accords with it. The fundamental law of nature is a law does 
not cease to apply to society, but stands as an eternal rule to all men, legislators as 
well as others. No human sanction is good, or valid, when contrary to it.

(c) The law of nature is normative and directive: it is a law to guide fi'ee 
and rational persons for their good. See the important statement in ^57, where 
Locke says: “For Law, is its true Notion, is not so much the Limitation as the di
rection o f  a free and intelligent Agent to his proper Interest, and prescribes no far
ther than is for the general Good of those under that Law. Could they be happier 
without it, the Law, as a useless thing would o f itself vanish ... the end o f  Law  is 
not to abolish or restrain, but to preserve and enlarge Freedom ... where there is 
no Law’, there is no Freedom. For Liberty is to be free from restraint and violence 
from others which cannot be, where there is no Law.”

For Locke, then, the ideas o f reason and law, o f freedom and the general 
good, are closely connected. The fundamental law o f nature is know by reason; it 
prescribes only for our good; it seeks to enlarge and to preserve our freedom, that 
is, our security from the restraint and violence o f others. Liberty abides by law 
and is distinct from license, which abides by no law. Here law is the law o f rea
son given by the law of nature. [Original Emphasis] (Rawls, 2007: 114-5)

Rawls continues to expand this line of thought:

To look at it from the point o f view o f pure Scholastic though the valor impositus on sil
ver comes from its function as the medium o f exchange; the valor intrinsecus o f money is the 
product o f the common consent of all to universally acknowledge this medium of barter or ex
change. Locke fimily plants himself in the category o f a neo-scholastic Natural Law theorist by 
embracing this epistemological construct.
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1. The natural right we shall review does not to derive from the funda
mental law of nature alone (with the content just discussed), but from the law as 
supplemented by two premises:

(i) The fact o f God’s silence; that God has not designated anyone to ex
ercise political authority over the rest o f humankind; and

(ii) the fact o f equality: that we are “Creatures o f the same species and 
rank promiscuously bom to all the same advantages o f Nature [with respect to es
tablishing political authority] and the use o f the same faculties [powers of natural 
reason and will, and so on]” (|4 ).

2. As Locke first discusses these rights in ^^7-11, they are:
(a) The executive right we each have to punish transgressors o f the fun

damental law o f nature; for the law would be in vain if  no one had the power to 
execute (encore) it and thereby preserve the innocent and restrain offenders. 
Since the state of nature is a state o f equality -  equal (political) jurisdiction -  all 
have this executive right equally: this right deriving from our right to preserve 
mankind.

(b) the right to seek reparation, which right derives from our right of 
self-preservation.

In the social compact we give up our personal right to preserve our
selves and the rest of mankind to be regulated by the law of society, so far as the 
preservation o f ourselves and society shall require. We wholly give up the right of 
punishing, and engage ourselves to assist the executive power o f society as it law 
may require (H130; see also 1^1128-130). [Original Emphasis] (Rawls, 2007:188- 
9)

Money exists through common consent, it is part o f that compact whereby society has allowed 

itself to be regulated by the law o f society. The mmaintenance of money’s extrinsic and intrinsic 

value are part o f that regulation. This is not a physical contract or in anyway explicit but a tacit 

agreement:

Consent, for Locke, is concurrence in a mutually beneficial course of action, 
arising as it were in the form of spontaneous intellectual assent once the advan
tages o f an arrangement become apparent. In the Second Treatise men consent 
to the adoption o f money, since by permitting the accumulation o f the surplus 
product and facilitating the division o f labour money makes possible a more ad
vanced standard of living. (Kelly, 1991:1,87-88)

Locke’s understanding o f money is only part o f his approach to the Recoinage. While Lowndes 

presents the historically proven and traditionally taken policy option of devaluation (though on a 

scale never attempted before, which was the ultimate downfall of his proposal), Locke abandons 

this traditional and somewhat pragmatic approach. Locke differs from Davenant, however, in so 

far as he does not understand the importance o f  credit to the English monetary system and subse

quently to the economy. In addition, Locke’s methodology is highly distinctive. Economics, for 

Locke exists as part o f the field o f Practice and not as part o f a Bacon an experimental science:
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“ ...The Skill o f Right applying our own Powers and Actions, for the Attainment 
o f Things good and useful. The most considerable under this Head is Ethics, 
which is the seeking out those Rules, and Measures of humane Actions, which 
lead to Happiness, and the means to practice them. The end o f this is not bare 
Speculation, and Knowledge of Truth; but Right and a Conduct suitable to it.”
(Locke, 1975: 720)

Davenant’s analysis, however, is the product o f Political Arithmetic, a fundamentally different 

epistemological method. This is not to deny the empiricism that is the cornerstone o f  Locke’s 

thought, but this empiricism is applied in the context o f an understanding o f economic issues 

which retains a more traditional mercantilist and scholastic character.

Locke's proposal won, therefore maintaining the bimetallic system and bringing the coin back to 

full weight. The system remained bimetallic but with an unknown switch of preference from silver to 

gold, something that none o f the participants expected and that was left to Newton to correct.'®' 

This problem was created by Locke's resolute position that the linkages between what money 

passes for in the market and what the silver content o f that money was would ensure the function

ing of England’s monetary system. His final thoughts related to the devaluation of Lowndes' pro

posal, where he predicted that following Lowndes' recommendation would result in the complete 

elimination o f all the milled money o f England as well as the already corrupted stamped money. 

Lowndes made one last attempt to convince the Commons that the devaluation o f the coin was 

the expedient method o f dealing with this problem. In this debate a final voice was heard, that 

o f Sir Isaac Newton, who was in competition with Locke for the position o f M aster o f the 

Mint.

III.3. The Decision Made by the Crown & Sir Isaac Newton’s Response

A swift solution to the problem o f recoinage was extremely important to William, as political and 

military considerations were pressing. The decision was made that Locke's recoinage proposal 

would be followed. The advice o f the Lords close to the King was that recoinage should not be 

undertaken as a royal decree but under the auspices o f Parliament. In the King's speech on 23 

November 1695, he mentioned the ill state o f the coin and the need to expedite a solution to

This was because Newton was the only member of the advisory body to maintain a posi
tion where he could significantly alter monetary affairs. As Master o f the Mint he changed the 
price o f the guinea many times over his tenure to stop the outflow o f silver coin.
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this problem, though he gave no allusions to the solution. (Horowitz, 1977) The Commons be

gan to formulate a general position on recoinage during the month o f December. By the 10th of 

December a resolution was proposed that followed the spirit o f Locke’s thinking.

In January 1696, Godolphin took over the Commons' proposal and the Earl o f Rochester'^^ essen

tially created a new bill. (Rose, 1999) The first coinage bill was passed on 13 January 1696: The 

“Act for Remedying the 111 State o f the Coin of the Kingdom” took effect on 17 January 1696. (Li, 

1963). It was decided that by the 4* o f May, clipped coins were to cease to be considered legal 

tender, and by the 24* o f June they would no longer be acceptable as a form o f payment for taxes.

The proposals o f  both Locke and Lowndes had explicitly ignored the problem o f gold and the 

bimetallic question. The action or rather inaction of the Parliament and the ensuing confusion 

over the gold situation made this issue even plainer. In a letter signed 22 September 1698, Locke 

wrote to the Lords justices as a Commissioner of Trade, imploring the Government to solve the 

continuing problem o f guineas which he had accidentally created in his proposal on reclining 

silver. The recommendation was to lower the guinea to 21s. 6d. from the current price o f 22s. 

This action was not taken by the Lords justices until 1699, when the Bank o f England refused 

guineas at 22s. It was Newton who enacted this policy.

Newton had come to the understanding following this painful monetary contraction that as long 

as the price o f silver bullion was higher than that of the coinage there would be no natural inflow 

of silver into the Mint, because it would be more profitable to sell silver on the bullion market. The 

profit at the time was 2 to 3d. (4%) in an ounce. (Li, 1963) The fiirther instructions left to the 

Commons by William and Somers were to consider the price of guineas, whose price fluctuations 

were ah'eady resulting in exchange rate difficulties and a scarcity of small denomination coinage. 

(Horowitz, 1977) At 30s. per guinea and with the price rising rapidly there was an acute need for 

the over-valuation o f gold to be resolved. "The Act for taking off the Obligation and Incourage- 

ment for Coining Guineas for a certain time therein mentioned" (5 March 1696) solved the prob-

Another powerful member of the Tories.
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lem slightly by immediately lowering the price of guineas from 28s. to 26s., subsequently to 25s. and 

finally to 22s.

Ultimately, Locke’s errors and the confusion over the fiiture value o f guineas were problems to 

be solved by Newton. The outflow o f silver coins continued after the recoinage was completed 

and gold inflows and the coining of gold increased. The guinea at 21 s. 6d. remained at lOd. pre

mium. (McCulloch, 1856) The premium on bullion still drew silver out o f the country and the 

ratio between silver and gold had not been modified sufficiently to ensure the retention o f a bi

metallic system. Newton, unlike Locke, felt that the passing the clipped coin by weight was an 

impractical approach. His position fell between those o f Locke and Lowndes: he proposed that 

the coin be brought back in stages.

Despite Newton’s pragmatic ideas on how to fund the recoinage, his recommendation 

that silver and gold be left alone so that silver will become scarce enough so as to naturally raise 

its price in the market, was misguided. By 1702 21s. 6d. was an over-valuation o f 9d. and had 

resulted in a surplus o f gold coinage over the last thirteen years. (Li, 1963) Newton realised the 

mistakes o f the past and to rectify the situation he made a final decision on the future o f Sterling 

late in his tenure - a Proclamation issued on the reduction o f  the value o f the guinea from 21s. 

6d. to 21s., and a final gold to silver ratio decided at 1:15.212 pounds gold to silver. Still New

ton's final act to correct for the errors o f 1696 was to be for nought. There was still an overval

uation o f the guinea o f 4d. or 1.58 percent. Sterling became de facto mono-mtt&Wic from 1717 to 

1816, with the silver stock o f coinage becoming entirely secondary coins, well worn and o f little 

importance. (McCulloch, 1856) Earl Liverpool legalized this situation with the recoinage at the 

close o f the eighteenth century.
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IV

A Financial Instrument Based Point o f  View -  Davenant 

IV. 1

Davenant: An Introduction

Charles Davenant, an advanced economic thinker and astute practitioner o f the method of political 

arithmetic, had many ideas on recoinage and monetary theory that deserve exploration. His relative 

neglect in the context of the debate on recoinage has been due to a number of factors. His reputation as 

a Tory author has tarnished many o f his writings. Macaulay (1966) and Waddell (1959) both 

comment on Davenant’s status as a Tory “pen for hire” and his extreme desire regain the patronage 

and power he lost with the end o f the Stuart monarchy. This has traditionally caused some concern 

about his integrity.

Horse field (1960) uses Davenant’s data and through he comments on its validity with respect to 

John Pollexfen’s data, the ongoing debate between the two in the 1690s illustrates a contemporary 

dispute over the statistics. Davenant’s two statements to the Commission were not printed at the 

time o f their composition; and the main trace of the debate in his better-known works was in his 

continued references to the Recoinage, and insistence that it Recoinage was a detrimental decision 

for many years after 1696. Though Davenant’s logic is not always watertight, he is still is able to 

demonstrate to the reader a clear conclusions and the method of analysis that helps to draw togeth

er those conclusions.

Unlike Lowndes and Locke, Davenant approached the questions of the Great Recoinage from the point 

o f view of deductive science. Davenant first set out his theories on money and credit and then pro

ceeded to provide an answer to the questions that were posed to him by Lord Godolphin. This section of 

the chapter will address Davenant's background and will set out his monetary theories and their influ

ence on his approach to the problem o f recoinage.

Davenant, it is important to note, was from the first against the idea of the recoinage and felt that 

devaluation would only result in the creation o f inflation and a worsening o f the exchange rate with

230



Holland. Unlike both Locke and Lowndes, he was o f the mind that the recoinage should be de

layed as long as possible, at least until the completion o f  the war, and should under no circum

stances be rectified by devaluation.'®^ His most pressing concerns was that the war with France 

made England vulnerable, and to engage in such a risky action as a comprehensive recoinage 

would only result in disaster. He believed that as the problem had existed for so long, a delay until 

the end of the war would not significantly exacerbate the situation. The central precept to which 

Davenant continuously returned was the need for a base o f money in which there was confidence, 

but the draft horse o f the monetary system o f England was to be found, he insisted, in credit, not 

bullion. Credit was more flexible and able to absorb real and monetary sector shocks better than 

specie.

IV.2.

Davenant's Background'^

Charles Davenant was one o f the bridging individuals in the history o f economic thought. He was 

a student o f the school o f “Political Arithmetick” . This was a method of analysis that was to as

sist in the running o f government and the creation o f policy. Davenant subscribed to the philoso

phy o f William Petty, whose methods o f Political Arithmetic were published in 1690 after being

Cf. Davenant, 1942 [1695], pages 28-29 and 62-63.
164 Davenant was a civil servant during the period of 1686 to 1714, though this was not a con
tinuous position. Davenant was appointed a Commissioner of Excise in 1678. The law had never pro
vided him with a sufficient income so that in 1678 he was appointed a Commissioner o f Excise. (Wad
dell, 1954) Davenant was appointed Inspector o f Plays and was elected as an MP during the reign 
of James II for St. Ives in Cornwall in 1685. He was later returned to Parliament as a MP for Great 
Bedwin in 1698 and again in 1700. (Whitworth, 1771)

The Glorious Revolution o f 1688 resulted in his removal from the Commissioners of 
Excise. As his career in Government came to a dramatic halt his own personal fortune, derived 
from his father, was obliterated. A personal loan o f £30,000 made by Davenant to the Crown 
was defaulted on, resulting in monetary difficulties that plagued Davenant's life. (Waddell, 1954)

On the accession o f  Queen Anne in 1702, Davenant returned to political favour and 
negotiated through the Lord Treasurer Godolphin in 1703 a Secretaryship on the Commission on 
the Union of Scotland and England and a diplomatic post in Frankfijrt for his son Henry. (Waddell, 
1954) In June o f 1703 he obtained the lucrative position o f  Inspector-General o f  Exports and Im
ports. Davenant took this to be a position o f  advisor to the British Government on economic pol
icy and his Report to the Commissioner fo r  Public A ccounts (1712) parts one and two both include a 
statement o f the most economically favourable policies to develop trade and increase the wealth of 
the nation in addition to the comprehensive and well devised statistics developed by Davenant.
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discovered and practiced much earlier in the 1670s, only five years prior to Davenant's writing on the 

state of the coinage and money o f England.

In his position as a policymaker in the 1680s Davenant distinguished himself as an economist. 

Though he took many of his ideas from past economists, like William Petty, he advanced upon their 

methods o f  political arithmetic and modelling. Davenant designed his theories and policies 

around his circular model o f wealth and trade, his theory o f  credit and his statistical analysis of 

the de facto  economy. As a practitioner he not only illustrated his ideas but also developed and 

refined them, ultimately using them to form economic policy and advice for England.'^* As 

Brewer (1989) states;

The partial separation o f politics and bureaucracy was welcomed by 
many officials who cared far less about party politics than they did 
about w orking for the state. Though their m otives were somewhat dif
ferent, they shared a desire for a much less politicised government 
service with the country politician and the back-bench MPs who at
tacked the growth o f the executive. State fianctionaries had leamt from 
bitter experience that excessive politicking led to adm inistrative con
fusion, low m orale and uncertain prospects o f  future employment. ... 
They endorsed Charles D avenant's view  that-"w hile faction is suffered 
to continue, it is a perpetual bar to better adm inistration; for it em 
boldens the bad and terrifies the good." [D avenant quoted from Dis
courses on the Public Revenues... from the Political and Commercial... 
1.181] (Brewer, 1989: 78)

IV.3.

Davenant's Monetary Theory & Contribution to the Recoinage Debate

Unlike Locke or Lowndes, Davenant saw money not as bullion but as credit.’®’ One finds 

through inspection o f  his readings and many economic ideas that the gathering up o f specie, 

though a concern to him, was not the aim o f economic activity as it was to people like other authors

The most notable exercise in this mathematical method came in the Davenant-King 
Law o f Demand, which was one of the first formulations o f  the law o f demand in the history of 
economic thought.

Davenant's financial problems and political concerns resulted in a life-long friendship 
with John Brydges (an Member o f Parliament and friend o f Marlborough, see Davies & Scofield 
(1941)). This friendship would be an important part o f his access to the Government and in
volvement in policy decisions. He was part o f  a group o f people that believed in the importance 
o f  government service, and as stated above, his placement in the heart o f economic decision
making in the 1680s and ‘90s resulted in his refining and developing his ideas on political economy.

This is not immediately apparent from his works, where he tends to be less than consis
tent.
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referred to as mercantilists.'** The aim o f economic activity was summed up in his ideas on 

wealth as the quotation below illustrates. Davenant began his discussion with a statement that 

the position of public credit had consistently improved since 1667.'*’ He further developed the credit 

system as a circulating system of flows, much like Sir William Petty's description, but noted that there 

were failures preventing the circulation o f credit all over England.

Davenant considered money to be an important factor in the economic system, like Petty, and un

derstood that the lack o f access to money, or for that matter credit, damaged the economy, led to 

unemployment and reduced the produce o f the nation. Credit was needed as trade expanded and 

England was exposed to competition from the rest o f world. The core principles that guided 

Davenant's ideas came from an interpretation o f money as something that is used as means o f 

exchange rather than the definition o f wealth. He made this point o f view quite clear in the fol

lowing statement:

... for gold and silver are the measure o f wealth; all things dear or cheap as 
that sort o f  wealth is wanted or abounding, and in all countries o f the world 
w here m oney is rare and scare the product o f  the earth is cheap; as for in
stance, in Scotland, Ireland, the N orthern Kingdoms, Germany and m ost parts 
o f Asia and America The intrinsic worth o f England is beyond its purely debts 
and money it is in its land and stocks o f  all kinds. (Davenant, 1771:1.160)

Davenant's theory o f money was steeped in the concept o f monetary flows, originating through 

the wealth that trade provides (which he calls the foundation o f credit). Money was part o f  the 

economy. It was the measure o f the economy; it was a source o f growth by providing a basis for 

credit, but unlike what Smith and others maintained in their polemics against the Mercantilists, it 

was not the economy itself Davenant took the idea o f  monetary flows and brought it to a new 

level by his application to feasible policy recommendations.

The main reason for his interest in specie may be a direct result o f the economics o f war, 
when gold and silver (even as recently as World War II) are the only medium o f exchange.

An interesting note comes from his comment that trade between nations took place 
even in the absence o f specie, an indication o f  the move o f the economy towards a more flat 
based monetary system. He outlined that those that desire to charge high rates o f interest are 
doing damage to the public good and to the government. Monetary systems due to this failure 
must be regulated in such a manner that the government finds it easy to gain access to credit 
and at a reasonable rate o f interest.
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Money, to Davenant, was a tool of economic growth and a signal o f stability. The use o f economic 

factors (fiscal policy, monetary policy, currency, taxation) as tools in policy making was a giant 

leap from the previous English authors to modem economics. Previous authors used money as the 

object o f policy; the law was the agent and catalyst of change. Davenant went further - he used 

money and credit as the agent and catalyst o f  change for the objective of expanding output and 

employment. Davenant went beyond Petty by applying theory to reality directly, by trying to make a 

scientific study o f the natural laws o f the market and then to use these laws to change the final out

come o f the market over time. By understanding the actual mechanisms that govern the economy 

he took a radical new step in policy making away from the earlier position o f legally imposing 

order on "disorder" The old method o f coinage laws and the proposal o f Lowndes and Locke 

attempted to alter the monetary system without regard for context within which it functioned. 

Davenant advocated using the forces o f  natural law to bring a more favourable order (or to be 

more economically correct - equilibrium) on what he knew to be either an unfavourable order 

(high unemployment/low output) or legally induced "disorder" (laws governing commerce dis

torting the market mechanism towards an inefficient outcome).

Though Davenant's work in its published form illustrates an astute mind, the place where his 

monetary ideas find their most coherent and powerfiil representation is in his unpublished manu

scripts A Memorial Concerning the Coyn o f  England (1695) and A Memoriall Concerning Creditt 

(1696).'™ Davenant's work relies heavily on the use of biological analogy, a key aspect in the 

terminology o f later authors in the description o f the economy and the monetary system. His 

views on money and trade in Coyn show how Davenant understood the nature o f a money 

economy and that money is not the wealth o f  the economy but only a part of the general system, 

yet an integral and necessary part of that system. In his comments on the problems with the specie 

money o f England during the Nine Years War he made an important connection between the ac

tions o f trade and the sustaining o f stable economy and political establishment.

T his C om m erce o f  M oney does not only  arise  from  Trade but 
often from Warr, When a Prince has an Army to pay in Forreign Parts, that 
does require greater Summs then the Balance o f  Trade with that Countrey 
can answ ere. Trade and M oney are in their N ature so m ixed one with the

170 Both manuscripts were letters to the Lord Treasurer o f  England on matters concern
ing economic policy decisions by the Government.
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other that it Seem s Im possib le  to consider them  apart w ith any E ffect 
conducive to those Ends proposed by the Government

Trade and M oney are like B lood and Serum, w hich tho D ifferent 
Juices, yet runn through the veines mingled together

And this present Corruption of our Coyn is like a dangerous Ulcer in the 
Body Politick w hich is never to be thoroughly Cured by applying R em e
dies to the Part, but by m ending the whole M ass o f  B lood which is cor
rupted. (Davenant, 1942: 8)

The basic idea o f a price-specie-flow-mechanism is hinted at in the works o f Davenant but not 

fiilly outlined or described, Davenant though successful in his splitting money from specie and 

in his descriptions o f  money substitutes does not go so far as to develop this theory. In addition, 

he outlined the principal concerns and uses o f  money, although he does fall into some o f the 

commonly held errors o f his time. This may reflect some o f his focus on practicality o f applica

tion, something he developed during his time as a Commissioner for Excise. (Ogbom, 1998)

Davenant stated his monetary assumptions as his introduction to his response to Godolphin's 

questions on recoinage:

That the Importers who cannot Satisfie their Balance with Commodities 
must do it with Money or with Bullion

That if  the M erchant can get m ore by sending m oney or B ullion 
then Good he will make his Retumes by Money or Bullion.

That Gold and S ilver tho. they are the m easures o f  Trade are 
themselves but a Commodity

That the N ation w hich is not Superior in Trade can never Set the 
price upon Bullion.

That whatever price any Countrey setts upon its own Coine it will be 
Esteemed with other Nations but at its Intrinsick value

That in the Naturall Course o f  Trade each Commodity will find its 
price. (Davenant, 1942: 12-3)

In this quotation, Davenant showed how he separates the basic commodity concerns o f  specie 

inflows and outflows from the detriment o f the overall welfare o f  the State, in so far he does not 

see bullion movements as explicitly damaging.

Tis true that gold and silver tho' they are the Measures o f  Trade, are themselves 
but a Commoditye, and may be Trafficated and exported, either Coined or un 
coined like other C om m odityes w ithout any D am age to ye publick. But this 
hold onely in C ountreys w hich have m eans o f  inv iting  Bullion to them, as 
well as occasions to carry it abroad, and cannot hold in that Countrey which car- 
ryes it out only to pay a dead loss, or a dead expence. (Davenant, 1942: 39)

Davenant stated that despite all concerns, trade was still the most important aspect o f  the English
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economy. He made the important statement of the need for trade and that England existed as a 

"price-taker": a small open economy in late seventeenth-century Europe. As he maintained, 

"...we are a Tradeing Nation, all our Interests are closely linked with the Interests of Trade. The prod

uct of our Lane must be guided and ruled by or Forreign Commerce, Almost whatever our Soile pro

duces must be valued here at the Price which the Luxury or Necessities of other Nations put upon 

it." (Davenant, 1942:17)The question that Davenant attempted to address in Coyn was whether the 

effects of an edict-driven change in the value of the coin would be felt by the economy of Eng

land. Davenant stated that this change would have no effect on English trade. He saw the adjustment 

as natural and near instantaneous, resulting in no disruption of the flow of trade. The intrinsic 

value of the specie would remain the same, an ounce for an ounce, whereas the change in the extrinsic 

value of the currency would be dealt with by changes in the prices of commodities. "No man can 

buy by one valuation of Mony, and sell by another." (Davenant, 1942: 21) He expanded:

And since all these things are so necessary to the Being or well being o f Life, 
they m ust be had at what ever Rate they Cost: Nor can Law Interpose 
in this Matter with any effect, for in the Naturall Course of Trade, Each Com
modity will find its Price. (Davenant, 1942: 21)

Davenant had a well-developed view of the market for capital, both physical and liquid, in addi

tion to his hypotheses on the nature of specie flows. The rental rate of capital, or the price of that 

capital, was illustrated in a rather modem, quite "Classical" fashion. The idea of the tenant-landlord 

relationship as described by Davenant has much in common with Cantillon's view of the circular 

flow of income.'^' In addition to utilizing his own calculations to make his point throughout this 

section o f Coyn, Davenant clearly illustrated the rational behind the hiring of capital and the letting 

of capital, which was similar to the Marshallian description of investment. The only modem aspect 

lacking in his description of the functioning of the rental rate of capital was his exclusion of risk 

factors, in an explicit fashion.

In Letting Land for Rent, as in other Bargains the Mutall worth of each, are 
compar'd together and Consider'd. The Tenant takes the Land because it 
brings forth such Commodities, as in the Markett will yield him such a price, 
wherewith to sustain him self and to Pay his Rent. The Landlord lets it

This idea, with its extension to trade between nations, finds its clearest statement in 
Coyn here:

For as We have Observed before. The Commerce of Money by Ex
change goes in a Circle, and a Debt in Flanders may be paid by Commodities 
sold in Turkey or in Spain. And if this Trade had proceeded in its usual Course,
We might during this War have kept a great part of Our Money still in the 
Kingdome. (Davenant, 1942: 58)
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because it yields such Com m odities, and he thinks with such Rent to Main
tain his usuall Port, and manner of Living. (Davenant, 1942: 23)

Davenant used this definition to illustrate that the rental price o f  capital cannot be dictated by law, 

as no individual will take a loss on their capital or their produced commodities even if  the State 

attempts to force that person to do so. If  the State were to attempt to engage in such a practice it 

would be detrimental to the overall economy as the contracts between tenants and landlords 

would begin to breakdown, especially "That the greatest part o f Trade, both Iforreign and Domes- 

tick, is allwayes carryd on by Creditt." (Davenant, 1942: 25) This position on the creation of 

credit was further developed by Davenant when he came to describe the state o f  English com

merce, as the transactions were performed via credit and bills o f  exchange.

...for as the publick deals with the people by giving Tallyes or Bank 

B ills, for G oods and M oney, so the peop le  deal am ong them selves by as

signing or transferring to one another those or such like securityes, which have 

no existence but in Credit, publick or private by which the bulk o f  Trade is 

carryed on; The Species rarely Intervening; Just the same thing being prac

ticed in Holland, and in severall States o f Italy.

These sort o f securities are already equall to the running Cash, and if the 

supplyes to be given hereafter consist (as tis likely they will) in Credit upon remote 

ffonds they will far surmount it and grow the governing Wealth o f  ye Nation 

may be carry'd on in whatsoever condition the Coyne remaine. (Davenant, 1942:

45)

In A Memorial! Concerning Creditt, Davenant again provided a more developed look at his the

ory o f  credit than what is afforded in his later works. Creditt has two very useful aspects for stu

dents o f Davenant or o f any late seventeenth-centuiy monetary theorist -  first, it provides a portrait 

o f the functions o f credit and money and, second, it includes an invaluable description o f  the 

functioning o f the wartime English monetary sector. The necessity of money (be it paper or specie) 

and credit in the economy was clearly stated by Davenant, and was similar to the view o f money that
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Hume would make in his Political Discourses (1752). Hume felt that money oils the wheels o f 

commerce and that without it commerce would grind to a halt. Petty stated that it was the fat on the 

body-politick. In his mention o f the necessity o f  money and credit Davenant continued with this 

line o f thought:

2d^- I f  there should be a want o f  Species, and o f Credit, there must 

happen a generall decay in the fforraigne Trade and M anufactures o f  the 

Kingdom. The spring and originall o f  all our Commerce abroad, arises fi'om the 

M aterialls that our soil produces, and those Com modityes which from thence 

are m anufactured. I f  the stock o f  30. M illions formerly running in Credit be 

much diminished, and if  the species o f mony be likewise wanting to carry on 

the M inuter business in ye M arket, and for payment o f labouring men and Ar

tificers, the M anufactures o f  the N ation must stand still, and if  We have not 

Goods to export, we m ust expect no Im portation, but such as shall be de

structive to us. N um bers o f  m en. Industry, A dvantagious situation. Good 

ports, skill in Maritime affaires, with a good Annuall Incom e from the Earth are 

true and lasting Riches to a Country; But to put a Value upon all this, and to 

give life and motion to the whole, there must be a quick stock running among 

the people, and alwayes where that stock increases, the Nation growes strong 

and powerfull; and where it visibly decayes, that decay is generally attended 

with, publick Ruin. (Davenant, 1942: 72)

Davenant had bridged the gap between the "Mercantilist" and "Classical" world in this statement.

He later stated in his manuscript that the Government should not default on its loans, as this 

would undermine confidence in the credit o f England. If the public were to lose faith in the sustain

ability o f the debt held by the State, then the entire system would "...sink all Sort o f  Credit, and 

with it's ruine, hazard the very being o f the Government." (Davenant, 1942: 78) This was simi-

Davenant took a point o f view that was different from most o f  his contemporaries. 
He felt that the economy was governed by natural law, and that to intervene in the economy 
would be a contravention o f the natural order. This was a policy that later became the hallmark 
o f Adam Smith.
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lar to the predictions o f modem macroeconomists with respect to unsustainable debt in develop

ing countries. If  there is a falter in confidence capital flight takes place. This results in a credit 

crunch (Bemanke & Lown (1992)) that undermines the real economy as well as destroying the 

monetary sector.

The final monetary innovation o f Davenant was his outline of how a money-substitute system 

would work in England, under the auspices of the early notes of credit and bills o f exchange 

that began the development o f  the paper money system. As Davenant’s concern at the time 

was the maintenance o f the paper money system that flourished in wartime England, he out

lined the fiinctioning o f that system. Seeing the specie standard slowly being corrupted over the 

1690s, Davenant observed the economic activity continued due to the ability o f financial in

struments to provide liquidity and capital in the absence o f the traditional specie system. Dave

nant’s view o f this new monetary system that was to become the foundation o f the financial 

revolution is summed up as follows:

To make those Credits pass C urrently from hand to hand (and so 

become in the nature o f  a new Stock in the Nation, where with the People 

m ay trans-act their Bargaines) they m ust be Secured upon Solid and Sub

stantial! Fonds, In the Same M anner for D ebts h ereafter to be contracted.

Such Talleys as are proposed to go in Payment o f the Army, the Fleet Ord

nance, Civil List or for Stores, or for repayment o f Money actually to be lent 

should be place upon Such Fonds as will every Year Clear off the Interest, and 

a certaine proportion o f the P'rincipall. I f  Such Fonds can be found out and 

Sett afoot the Tallies Struck thereupon will be as so much new Stock in ye 

Kingdome and because they carry Interest with them, may perhaps in time 

be more esteemed then money it selfe, and if  Tallies can obtaine their former 

Esteeme and value. Paper Credit o f  all kinds will revive of Course. (Davenant, 

1942(1696): 97)

Providing one o f the earliest and clearest statements on the nature o f paper money fianctioning in 

an economy, Davenant showed him self to be a master theorist. The interesting part o f this state-
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ment on the monetary system is that Davenant described an empirical reality; the monetary system 

had largely been taken over by paper credit as specie flowed out of England and alternative meth

ods were required to engage in efficient trade. The Bank o f England was still quite new and lacked 

the ability to weather a significant crisis. It became more and more apparent that the costs o f  the 

war with France were finally beginning to compromise England’s economic viability. As Dickson 

(1967) stated, the structures that were to dictate eighteenth-century finance were already in place. 

Davenant perceived these new structures and his views on credit and the monetary sector were 

descriptions the first creaking motions o f  this new engine o f economic growth.

The considerable treatment o f Davenant's monetary theory above is by no means complete. What 

has been described are the basic concepts that he had with regards to money and credit in England 

in the 1690s. His contribution to the Recoinage debate enables the reader to come to a greater un

derstanding o f the questions that were being faced by the policymakers at the time and see the 

questions the Lord Godolphin faced. Davenant was able to see how new developments in public 

finance and private credit markets had changed the economy of England. The specie system was a 

reality but new fiscal and financial instruments were altering the character of that system. Gold and sil

ver coin were very important but as a monetary base, money's definition was expanding to include 

other media. Davenant's proposals enable the reader to understand this development process and 

provide insights into why his proposal was rejected and Locke's accepted. The movement away irom 

a pure specie system to a modem financial architecture was difficult for policymakers to under

stand. Davenant, was one the of the few that did, though the influences o f political patronage and a 

lack o f understanding o f monetary economics resulted in his ideas being considered only by 

Lord Godolphin, who despite his rank in the Commons was not favoured by the King. In the 

next section I will look at the aftermath o f  the recoinage and the foundations for the English 

Gold Standard.V

The Aftermath — Institutional Difficulty and Economic Collapse

The monetary effects o f the demonitization were not only limited to the problems o f the transac

tions demand for money. Demand for hard cash rose as a crisis o f confidence took over the minds 

o f  depositors at the Bank o f England. Already weakened by the losses due to the exchange rate 

depreciation o f 1695 and the management o f  Continental remittances to William's army since 1694,
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the Bank had little hope of sustaining itself in the presence o f a considerable bank run. The demo- 

nitization had destroyed all the remaining confidence in English coinage and depositors o f the 

Bank o f England demanded that their bills be honoured in specie.’’  ̂The result was a classic credit 

crunch - as the demand for specie payments outstripped supply the run became a self-fulfilling 

prophecy and the Bank o f England was faced with collapse. Rose states:

On 6 May, two days after the final demonitization o f the clipped coin, a run 

on the Bank by cash-hungry depositors jeopardized its liquidity. Nor was the 

Treasury able to help the Bank in its hour o f  need, for the state's cash re

serves rem ained locked up in the dem onetised clipped coinage. Faced 

with the prospect of imminent financial collapse, the Bank swallowed a bitter 

pill. In early July it reneged upon its commitments to C ontinental creditors.

At a stroke, confidence in E nglish cred it evaporated, leaving the army 

paymaster in Flanders penniless. Not until O ctober was the Bank able to re

sume rem ittances to the army, and then only thanks to a substantial loan 

from a w orried D utch governm ent. (Rose, 1999; 141)

As the monetary sector continued to violently contract, the bimetallic situation continued to 

worsen. The price o f  the golden guinea had risen too high and was causing additional stress 

on the M int and on the monetary and real sectors o f  the economy. Newton, as M aster o f  the 

M int, was responsible for the maintenance o f  the bim etallic standard; therefore he proposed 

a series o f  price changes to keep the newly coined silver from leaving England. Newton 

proposed that a price ceiling fixed at 22s. This legislative action was to become only one 

subject o f the great outcry in the Government on the mishandling o f the recoinage. As the King 

left in the spring o f 1696 the country was in the grip o f a liquidity crisis (one o f the first "mod

em" economic crises) and inadequacy o f the measures implemented by the Government to re

tain the old standard were becoming rapidly apparent. As seen in Figures VI.3-6 the state of the 

national accounts, borrowings and coinage was deteriorating. Borrowing supported the war ef

fort by 1695, revenues were falling short and the intrinsic metal content o f the coinage had fallen

As Davenant had stated in his recommendations, the base o f credit was specie, but that 
specie was now being altered causing a crisis in confidence. The Bank o f England's bank run was 
a result the recoinage as depositors attempted to transfer the notes o f the Bank for hard currency. 
The resulting credit crunch was like that o f  Davenant's predictions.
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to new lows. This grave situation was to be remedied by Recoinage Act, but as William left for 

war, it was more than apparent that the worst was yet to come. The Mint was terribly unprepared 

for the Act and Newton had only £700,000 of new milled coin on hand to reissue as £4.7 million 

had been brought to the Exchequer at that stage for transfer (Horowitz, 1977) The lack o f preparation 

by the mint was the result o f  a policy o f  staff reduction at the Royal Mint in London when mass 

quantities o f  new coinage were not required.

The monetary collapse that ensued not only damaged the credibility of the Bank of England, but also 

resulted in the creation of new systems of payment.'’  ̂Bank o f England notes had ceased to be a viable 

alternative to specie as the Bank defaulted and its bills were being heavily discounted. One statement 

by the Duke o f Beaufort is telling on how grave the situation in London had become by the 5 

May, 1696:

...at this time all money is refused unless it be new money or very broad, o f 

which there is but little stirring. 1 was forced to enter my name in a book 

to pay for my dinner, for they choose rather to trust than take even pass

able sixpences. The Exchequer had a double guard these two days, and the 

common people being to grow a little mutinous. (Beaufort quoted in 

Horowitz, 1977: 180)

The failure of silver as a medium o f exchange left a gap that was filled by the golden guinea. It 

became the principal transactions currency during the recoinage, despite the fact that it was an 

extremely high denomination o f anywhere between 30s. to 22s. in 1696. The demand on guineas 

and gold completely changed the market for bullion in England, with the price o f gold and the price 

of guineas rising rapidly. This resulted in a gold inflow into England and a continued silver outflow. 

The eventual effect o f this preference for gold was that it would take over the position o f silver 

as the principal currency o f England, as the price of gold and the guinea went to £4,18s. an ounce 

and 28s. 4d. respectively. Gold inflows to England dominated the concerns o f the dealers on the

174 Mint facilities were still recovering from the disruptions o f the republican period as
well.
175 This was important since it undermined confidence in Bank o f England notes, causing 
the domestic bank run and eliminated the trust that foreign lenders had in the institution, as the 
risk profile o f the Bank o f England rose following default. In fact, by 1698 the stock price was 
well above par.
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Continent and guineas rapidly became the standard means o f payment. By 1717, Newton was 

still Master o f the Mint and Davenant and Locke were both long dead, the quantity of silver coinage 

had all been reduced to small change. Newton continued to alter the mint price o f the guinea 

throughout his administration and continued to have to deal with the problem o f its overvaluation. 

The overvaluation o f the guinea was not fully rectified until Newton’s final reduction o f the mint 

price o f  the guinea to 21s. By this time the quantity o f  gold coined was far outstripping that of 

silver and in 1717 £15,186 o f gold were coined and only £948 o f silver. There still existed a slight 

overvaluation of the guinea and as stated above only small denomination silver remained in circu

lation. This de facto  created a mono-metallic standard, the famous British Gold Standard.

Figure V I.7. New Post-Recoinage Silver Crown

Source: http;//www'.coinpeople.com''forums/view'topic.php?t=1060

Figure V I.8. 1698 Guinea - The embodiment o f  the new gold standard.

Source;
http://wT^'w.pcgs.coni'ne\v_set_registry/display_coms.chtml?regsetid=12972&ra 
nk=l &alltime=yes
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VI

Conclusion

The Great Recoinage was an example o f  early modem economic policy at work. The objective o f  the 

Great Recoinage was to correct for the problems o f a debauched silver specie coin system. Eng

land's clipping and subsequent recoinage enabled it to continue with war, and gain a respectable 

peace with France. The importance o f the Great Recoinage is that it advanced economic theory and 

strengthened the monetary system and institutions o f England.

England in 1696 had much in common with the collapsing economies o f  SouthEast Asia in 1997. 

The attack on the English currency through silver arbitrage resulted in a massive default. The attack on 

the Thai currency was equally detrimental. All currency speculations are based on a battle with the 

central bank (or lender o f last resort). The recoinage had been ill thought out and the proposals o f both 

Locke and Lowndes were destined to result in an outflow o f silver. The proposal for devaluation 

submitted by Lowndes was rejected and the silver specie focused policy o f Locke was adopted. 

This resulted in an overvaluation o f  guineas and continuing arbitrage o f silver bullion out o f  the 

country. The monetary effects of the Bank o f England default were substantial: England's economy 

stopped for most of 1696, resulting in massive unemployment, poverty and civil unrest. (Horowitz, 

1977)

To treat the recoinage as only the product o f  Lowndes' and Locke's minds is insufficient. They 

led the debate, with Newton left to execute the plans of the Government. Newton's errors in the 

valuation o f guineas gave England a de facto  gold standard. The monetary ideas that were cre

ated and expanded upon during the recoinage formed the foundations o f  eighteenth-century 

monetary thought. Lord Godolphin, who usually is thought to have considered only the opinions 

of Locke, Lowndes and Newton, also gave some attention to the ideas o f many o f those in au

thority at the time such as Charles Davenant. The Bank of England, paper credit, bills o f  ex

change, the role o f silver and gold, the need for specie and the ideas o f free trade the favourable 

balance o f trade were all put to the test in these writings. As Sterling was recreated as a mono

metallic gold based currency and the Bank o f England regained the respect and power it lost in the
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1696 default, monetary theory advanced. As with South-East Asia, crises have the ability to 

strengthen surviving institutions and encourage innovative financial instruments. England’s fi

nancial system was able to weather the wars o f the early eighteenth century due to the discipline 

and lessons o f this difficult period. In the area o f economic theory, the writings o f Davenant 

began a debate on the future o f  paper credit and economics that would continue throughout the 

eighteenth and nineteenth-century.

This paper has attempted to address the ideas and policies o f the Great Recoinage, with special 

attention to the work o f Charles Davenant. The ideas and comments by Davenant illustrate the 

rapid development o f monetary theory at the time o f the Recoinage. The Recoinage served the 

purpose o f correcting the problem o f clipping but inadvertently created the British Gold Standard. 

Charles Davenant's work on coin and credit makes ail the more apparent the depth o f the "Finan

cial Revolution" described by Dickson (1967) and casts light on the importance o f the Great Re

coinage in the history o f Britain, the development o f Sterling and the history o f economic 

thought.

Appendix VI. 1

A brief description of arbitrage system in place during the period leading up to and during the 

Great Recoinage

A simple approach to discussing the arbitrage situation between England and the Low Countries 

is to look at the following action o f a goldsmith. Goldsmiths were predominately middlemen in 

the arbitrage market for silver. The goldsmiths would purchase silver (from various sources) 

and then export it to Amsterdam where they would purchase gold. This gold would then be sold 

to the Mint for a profit. Their actions were overlooked for most o f the war since goldsmith had 

been the major source o f credit for the Crown. (Quinn, 1996).Figure AVI.l

Later publications like the Charles King’s British Merchant (1721) and Daniel Defoe’s 
The Mercator (1721) discuss Davenant on trade and money. Whelwell (1850), Jevons (1871) and 
Wicksteed (1889) draw hevily on Davenant’s theories.
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Treasury ■♦(Treasury Debt) 

[Goldsmith]

War Remittances 

Bills o f E xchanged

Low Countries

London ^ B il ls  o f Exchange

Bullion/Bills Arbitrage

Silver"^

Source: Quinn, 1996: 481.

The figure above illustrates how a goldsmith would use bills o f exchange to profit from the gap 

between the silver and gold prices at the Mint in London and in the Low Countries. In the 1690s 

the difference amounted to approximately 4.3%. Travel costs added a fiirther 3% and Wissel- 

bank (main foreign exchange bank of Amsterdam) fees added a further 0.5% and English fees 

could add a maximum o f 1.5%. This resulted in a profit o f 0.3% at the best o f times. I f  bills are 

added, if  the exchange rate for bills falls in Amsterdam then the London merchant or goldsmith 

will have cause to use silver exports. The gold/bills o f exchange return in May 1686 was as high 

as 10.24% per annum, between 1689 and 1695 over 8,402,078 troy ounces o f silver left Eng

land and a further 9,174,220 troy ounces of silver was removed from English coin for export 

purposes. (Quinn, 1996) In this way the clipping o f the silver coin o f England went from a mi

nor problem to one that threatened to undermine the entire English economy. Appendix VI.2 

Some tables relating to the English monetary situation o f the late seventeenth century.

Table AVI.2
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Definition under the English Specie Standard;

A Pound of Gold, Troy Weight, was divided into 24 Carats; and each Carat into 4 Grains: And that 

the Old Standard o f England was, 23 Car. 3 Grains and a half o f fine Gold, and a half a Grain of 

Allay, which might be Silver or Copper. (Fleetwood, 1707: 24)

Pound of Gold

Fineness Allay Make in silver

Year Car. Gr. Ca. Gr. 1. s. d.

12 Car 2 22 0 2 0 44 10 0

1 Jac2 22 0 2 0 44 10 0

W & Mar. 22 0 2 0 44 10 0

Q. Anne 22 0 2 0 44 10 0

2 C a r l 23 3.5 0 0.5 44 10 0

2 Car 1 22 2 2 0 41 0 0

Source: Fleetwood, 1707: 25

Table AVI.3

What a pound o f silver is worth

Fineness Allay Shillings Ounce worth

Years Oz. Dw. Oz. Dw. s. d. 1. s. d.

1 H 8 11 2 0 18 45 0 0 3 9

34 H 8 10 0 2 0 48 0 0 4 0

36 H 8 6 0 6 0 48 0 0 4 0
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37 H 8 4 0 8 0 48 0 0 4 0

1 E6 4 0 8 0 48 0 0 4 0

3 E 6 6 0 6 0 72 0 0 6 0

5 E 6 3 0 9 0 72 0 0 6 0

6 E 6 11 1 0 19 60 0 0 5 0

Q. M ary 11 0 1 0 60 0 0 5 0

2 Eliz 11 2 0 18 60 0 0 5 0

19 Eliz 11 2 0 18 60 0 0 5 0

43 Eliz 11 2 0 18 62 0 0 5 2

Jac 1 11 2 0 18 62 0 0 5 2

Car 1 11 2 0 18 62 0 0 5 2

Car 2 11 2 0 18 62 0 0 5 2

Jac 2 11 2 0 18 62 0 0 5 2

W &  M 11 2 0 18 62 0 0 5 2

Q. Anne 11 2 0 18 62 0 0 5 2

Source: Fleetwood, 1707: 53-4

Table AVI .4

The Exchange, Molten Silver Export, Silver Coin and Silver Plate Making

The Exchange, Molten Silver Export, Silver Coin and Silver Plate Making
Molten Silver Ex
port

Gilder 
Exchange 
(+/- % o f  
Par)

To Europe 
(oz)

To East 
(oz)

Deficiency in Metal 
Content o f  Silver Coin
(%)

Annual Deteriora
tion o f  Metal Con
tents (%)

Silver
Hallmarked
at
Goldsmith 
Hall, Lon
don (oz)

Calen
dar
Years At June 2 T ‘ June-June

6/1683
1/1684 3.92 21/6/1684 6/1684 719091
1/1685 3.66 21/6/1685 13.13 6/1685 1.71
1/1686 3.58 21/6/1686 11.42 6/1686 -1.06 684509
1/1687 3.37 21/6/1687 12.48 6/1687 -2.84
1/1688 0.63 670900 234000 21/6/1688 15.32 6/1688 -0.66 533688
1/1689 1360000 32000 21/6/1689 15.98 6/1689 -2.84 537742
1/1690 2400000 21/6/1690 18.82 6/1690 -2.38 529704
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1/1691 -1.44 21/6/1691 21.2 6/1691 -6.3 634402
1/1692 0.2 216938 21/6/1692 27.5 6/1692 -5.77 526300
1/1693 -3.29 832554 336571 21/6/1693 33.27 6/1693 -6.58 544944
1/1694 -6.11 2444149 57490 21/6/1694 39.85 6/1694 -9.54 514218
1/1695 -14.42 407046 770430 21/6/1695 49.38 6/1695 -5.58 390307
1/1696 -9.27 6754649 1647938 21/6/1696 54.97 6/1696

Total 8402078

Source: Jones, 1988: 232-3

Table AVI.5

An Account o f the Value of Silver and Gold Exported: The Silver being computed at 5s. per Ounce, 

and the Gold at 41. per Ounce

Sil

ver 1. s. d. Gold 1. s. d.

Michaela’s 1696, to Michael. 1697. 40244 5 0 6872 0 0

M ichaela’s 1697, to Michael. 1698. 455097 0 0 9540 0 0

Michaela’s 1697, to Christmas 1698. 237072 8 9 1967 0 0

Christmas 1698, to Christmas 1699. 841881 0 0 29229 0 0

Christmas 1699, to Christmas 1700. 811896 17 6 13417 0 0

Christmas 1700, to Christmas 1701. 735110 10 0 16428 0 0

Christmas 1701, to Christmas 1702. 434015 0 0 6209 0 0

Christmas 1702, the Christmas 1703. 401109 7 6 45664 0 0

In 7 Years and a quarter Exportged Total Silver 3956426 8 9 Total Gold 129326 0 0

Total o f the Value of Silver and Gold Exported in 7 Years and a quarter

40857

52 0 0

Source: Davenant, 1710: 106.
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Table AVI.6

The Coinage o f Gold and Silver 1558-1694, by Reign

Begin

ning of 

Reign

Gold Ster

ling valued 

at £3 17s. 

10.5d. Per 

oz.

Silver Ster

ling valued 

at 5s. 2d. 

per oz.

Total Ster

ling Value

1. s. d. 1. s. d. 1. s. d.

Elizabeth 1558 4440534 14 9 4718569 2 8.5 5513210 8 2

James 1 1603 354096 10 8.5 1765961 14 10 5432351 15 9

Charles I 1625 3666389 5 9 8776544 10 3 12096221 16 0

Parlia

ment

Oliver,

etc. 1649 72574 18 8.25 383294 15 4.25 455809 14 0.5

Total 7853213 8 9.75 15644380 3 1.75 23497593 11 11.5

Aver

age 86299 0 0 171916 0 0

Charles

11 1660 4346567 10 7.5 3177537 7 9.25 7524104 18 4.75

James II 1685 2219320 17 7.5 518316 9 5.25 2737637 7 0.75

William 

& Mary 1689 465505 14 3.25 79026 9 4.75 544532 3 8

Total 7031391 2 6.25 3774880 6 7.25 10806274 9 1.5

Average

(45

Years) 155853 0 0 83886 0 0

Source: Li, 1963: 30.
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Table AVI.7

Silver in Circulation

Reign

Amount of 

Silver Coined

Amount 

Still in 

Circula

tion in 

1693

1. s. d. 1.

Edward VI and Mary 500000 0 0 290000

Queen Elizabeth 4632932 3 2 1010000

James I 1700000 0 0 700000

Charles I 8776544 10 3 5000000

James II, Charles II and Money Coined from 1648 to 

1660 4203628 5 10 3000000

William and Mary to 1696 115956 15 6

Total 19729061 14 9 10000000

Source; Li, 1963: 31.

251



Conclusion

Conclusion

The final section o f this thesis dwelt on the changes economic and intellectual environment o f the 

Financial Revolution in seventeenth century England. The Financial Revolution resulted in the 

new discipline (if it could be called that) o f economics being faced with empirical and practical 

challenges that were difficult to understand and posed questions for the traditional Scholastic intel

lectual apparatus was incapable o f answering. The Davenant and Newton proposals focused on the 

application o f  empirical analysis, while Locke relied upon the older philosophical system. This 

was the system of the Schoolmen, and it was inadequate for the rapidly modernising financial 

structures. Despite the clear decline o f the Scholastic method of economics and its basis in natural 

law theory, its legacy lived on in modern-day economics through Adam Smith.

The IMF was designed with a specific rationale, orientated towards the maintenance of a system of 

exchange rates that was known as the Bretton Woods System. The Bretton Woods System and the 

IMF were linked symbiotically, as will be outlined below. This international currency system and 

its custodian was a radical idea, for states to devolve independent sovereignty over their currencies 

into an international treaty organisation was a significant step in the development the multilateral 

order that was created after World War II. This was not to be an entirely successful system. The 

developments that took place during the development and the early years o f the Fund’s operations 

had deep implications for the organisation’s credibility, and hence its further progress. Institution

ally, the organisation was never intended to become a lender to developing nations or a source of 

policy advice or a source o f international coordination on capital market liberalisation or floating 

and fixed exchange rates. The organisation, whatever its flaws o f development, was seen as being 

the organisation charged with the smooth operation o f  Bretton Woods. This was the perception o f 

the IMF reality; the true reality was much different. Much of the history o f  the Fund suffers from 

this dichotomy. The historical introduction to this thesis outlines the process o f how the IMF went 

from being a proposal for a new system of multilateral economic management to an institution that 

suffered from a crisis of legitimacy, legitimacy that was partially robbed from it through a politi

cally determined system o f quotas and the institutions legal response to external political aggres

sion and suspicion.
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In this thesis one has attempted to apply natural law theory to the International Monetary Fund’s 

management structures. The implications o f  this framework o f natural law for the IMF and its 

governance structures are profound. The objectives o f the organisation would have to change to 

accept a larger responsibility for not only material advancement o f person so as to increase wealth 

(and therefore utility) but a larger responsibility to encourage the achievement of the hominem  

integrum. The voting system o f the IMF would have to accept that economic expertise and pru

dence require that certain powers remain in the hands o f lenders but the continuance of a single 

country veto is untenable. Additionally, the society o f states requires that all states be considered 

equal. This causes a political conundrum that may be only solved by the creation of a bicameral 

system of governance. The L20 proposals that have been recently put forward by Washington re

search groups, such as the Brookings Institute lend credence to this remedy. The IMF does have a 

real responsibility to its shareholders and the L20, reflecting the new political world order would 

allow for that responsibility to be met. At the same time, there is a need for nations to exercise 

their sovereign rights on an individual basis. The challenge is to prevent the creation o f gover

nance structures that result in deadlock, turning the IMF into nothing more than a large research 

institute. Such a system of governance is common in municipal settings but does not exist in inter

national law. There are also alternatives to this model. The Keynes proposal for a small but highly 

efifective Fund that had minimal political input but relied heavily on its relationship with member 

central banks and ministries o f finance and economy could also be a method o f solving the gover

nance challenge that is currently facing the Fund. Ultimately, the outlining o f the structures o f a 

new system o f governance for the IMF is not the objective o f this work. The objective of this work 

is to look at the ontological, teleological and epistemological foundations of the IMF and propose 

a new lens through which to understand the role o f this organisation in the global economy.

What is clear is that as the IMF becomes aware o f its status as a public good for the world econo

my and an advisor par excellence to the globe’s economies it will have to make accommodations 

for those different international treaties, covenants and conventions that dictate the proper beha

viour o f states as part of a global commonwealth. Economic development is not solely about ad

vancing wealth but towards the achievement o f  something greater, to draw again on the Hellenic 

virtues, to achieve that state o f eudaimonia, incorporating all those deeper Hellenic virtues o f an-
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dreia, sophia, dikaiosune, sophrosune, kata ton orthon logon and add to that the principle o f cari- 

tas. The Fund is a public body, that provides a public good and has a larger and deeper responsibil

ity to the international community and to the citizens o f that international community as outlined 

in the many international covenants and treaties since the Second World War.

The modification o f the IMF and its mission is happening slowly as the Fund recognises internally 

that it can no longer to continue to operate within its present framework. The Crockett and Malan 

Reports made this clear. The difficulty for the Fund is one o f the dominance o f a single power in 

the governance structures; this state authority reaches so far as to require this power’s acquies

cence to engage in any process o f reform. The United States, with 16.84% o f voting power, acts 

not a primus inter pares but as an absolute monarchical authority over the governance o f the IMF 

due to application of the 85% majority to most aspects o f strategic and lending policy. Until the 

major economic powers accept that this is situation is detrimental to the operations o f the Fund, 

this will remain as the status quo. It is clear from the legal, historical and philosophical evidence 

presented above the dichotomous objectives of the IMF as an almost Kantian economic father for 

the world economy and as an instrument for projecting post-war US power have tom the organisa

tion.

The future of the IMF is, at present, unclear and many of the reform and reappraisal processes set 

in motion by Managing Director Rato have not come to their conclusion. This exercise in the ap

plication of natural law to the IMF presented in this paper was designed to provide a prism through 

which ideas about the reform o f the Fund may be seen. Despite the many changes to the IMF 

since 1994 there is one clear fact that is undeniable to any student o f the Fund’s operations or any 

reformer proposing its reformation: the White House, through its proxy in the US Treasury, will 

ultimately determine what future role the International Monetary Fund will play in the world 

economy and the international monetary system.
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IM F  C o n st itu a n c ie s  an d  R elative V o tin g  P o w er  M e x ic o  U n c h a n g e d  (M e x ico  h as y e t  to  p ay th e ir  fu ll recalcu lated  q u o ta  o b lig a tio n s .)

Director / Alternate Casting Votes
Votes by 
Country Total Votes

EU
Members Total EU

EU+Potential
Members

EU+Potential
Members+

EFTA
Percent EU of 
Constituency

Percent of 
EU+Potential % 

of Total

Percent of 
EU+Potential 
+EFTA % of 

Total
Percent EU of 

Total
Percent of Fund 

(States)
Percent of Fund 
(Constituancies)

APPOINTED
Vacant

Mes Lundsaser

United States 371,743 371,743 16.84 16.84%

Sliigco Kashiwagi 

Michio Kitahara

Japan 133,378 133,378 6.04 6.04%

Klaus D. Stein 

Stephan von Stennlin

(iennany 130,332 130,332 130,332 130,332 130.332 130,332 100.00 5.90 5.90 5.90 5.90 5.90%

PieiTC Diiqucsnc 

Bertrand Dumont

France 107,635 107,635 107,635 107,635 107,635 107,635 100.00 4.88 4.88 4.88 4.88 4.88%

Tom Scholar 

Jens Larsen

United Kingdom 107,635 107,635 107,635 107,635 107,635 107,635 100.00 4.88 4.88 4.88 4.88 4.88%

ELECTED
Willy Kiekens 

(Belgium)
Johann Prader 

(Austria)

Austria
Belarus
Belgium
Czecli Republic
llungar>’
Kazakhstan
Luxembourg
Slovak Republic
Slovenia
I'urkey

18,973
4,114

46,302
8,443
10,634
3,907
3,041
3,825
2,567
12,163 113,969

18,973

46,302
8,443
10,634

3,041
3,825
2,567

93,785 105,948 105,948 82.29 4.80% 4.80% 4.25

0.86
0.19
2.10
0.38
0.48
0.18
0.14
0.17
0.12
0.55 5.16%

Jeroen Krciners

(Netherlands)
Yuriy G. Yakusha 

(Ukraine)

Armenia
Bosnia and
Herzegovina
Bulgaria
Ci'oatia
Cypnis
Georgia
Israel
Macedonia.
fomier Yugoslav
Republic of
Moldova
Netherlands
Romania
Ukraine

1,170

1,941
6,652
3,901
1,646
1,753
9,532

939
1,482

51,874
10,552
13,970 105,412

6,652

1,646

51,874
10,552

70,724 75,564 75,564 67.09 3.42% 3.42% 3.20

0.05

0.09
0.30
0.18
0.07
0.08
0.43

0.04
0.07
2.35
0.48
0.63 4.77%

Roberto Guamieri 
(V'enezuela) 

Ramon Guszmdn 
(Spain)

Costa Rica 
Ei Salvador 
Guatemala 
Honduras

1,891
1,963
2,352
1,545

0.09
0.09
0.11
0.07
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IM F  C o n s titu a n c ie s  a n d  R elative V o tin g  P o w e r M ex ico  U n c h a n g e d  (M exico  h as  y e t to  pay  th e ir  fuU recalcixlated q u o ta  ob liga tions.)

Mexico
Nicaragua
Spain
Venezuela,
Rcpublica
Bolivariana de

26,108
1,550

30,739

26,841 92,989

30,739

30,739 30,739 30,739

1.67

33.06 1.39% 1.39% 1.39

1.18
0.07
1.39

1.22
Arrigo Sadun

(Italy) Albania 737 0.03
Miranda Xafa

(Greece) Grccce 8,480 8,480 0.38
Italy 70,805 70,805 3.21
Malta 1,270 1,270 0.06
Portugal 8,924 8,924 0.40
San Marino 420 0.02
Timor-Leste 332 90,968 89,479 89.479 89,479 98.36 4.05% 4.05% 4.05 0.02

Johnathan Fried Antigua and 0.02
(Canada) Barbuda 385 0.00

Peter Charleton
(Ireland) Bahamas, The 1,553 0.07

Barbados 925 0.04
Belize 438 0.02
Canada 63,942 2.90
Dominica 332 0.02
Grenada 367 0.02
Ireland 8,634 8,634 0.39
Jamaica 2,985 0.14

St. Kitts and Nevis 339 0.02
St. Lucia 403 0.02

St. Vincent and the 0.02
Grenadines 333 80,636 8,634 8,634 8,634 10.71 0.40 0.40 0.40 0.00

I'uomns Saarcnhcinio
(Finland) Denmark 16,678 16,678 0.76
Jon Thorvardur
Sigurgeirsson
(Iceland) Lstonia 902 902 0.04

Finland 12,888 12,888 0.58
Iccland 1,426 0.06
Latvia 1,518 1,518 0.07
Lithuania 1,692 1,692 0.08
Nomay 16,967 0.77
Sweden 24,205 76,276 24,205 57,883 57,883 76,276 75.89 2.62% 3.45% 2.62 1.10

Richard Murray
(Australia) Australia 32,614 1.48

Wilhelmina C.
Manalac (Philippines) Kiribati 306 0.01

Korea 29,523 1.34
Marshall Islands 285 0.01
Micronesia, 0.01
Federated States 301 0.00
Mongolia 761 0.03

4.21%

4.12%

3.65%

3.45%
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IM F Constituancies and Relative Voting Power M exico Unchanged (Mexico has yet to pay their full recalculated quota obligations.)

New Zealand 
Palau
Papua New
Guinea
Philippines
Samoa
Seychelles
Solomon Islands
Vanuatu

9,196
281

1,566
9,049
366
338
354
420 85,360

0.42
0.01

0.07
0.41
0.02
0.02
0.02
0.02 3.87%

Sulaiiiiaii M. Al- 
I\irki

(Saudi Arabin) 
Abdallah S. Alazzaz 

(Saudi Arabia)

Saudi Arabia 70,105 70,105 3.18 3.18%

Hooi Eng Phang
(Malaysia)
Chantavarn
Sucharitakul
(Thailand)

Brunei
Darussalam

Cambodia
Fiji
Indonesia 
Lao People's 
Democratic 

Republic 
Malaysia 
Myanmar 
Nepal 
Singapore 
Thailand 
Tonga 
Vietnam

2,402

I,125 
953

21,043

779
15,116
2,834
963

8,875
II,069 

319
3.541 69,019

0.11

0.05
0.04
0.95

0.04
0.00
0.68
0.13
0.04
0.40
0.50
0.01
0.16 3.13%

Peter Gakunu (Kenya) 
Samura Kamara 
(Sierra Leone)

Angola

Botswana
Burundi
Eritrea
Ethiopia
Gambia, The
Kenya
Lesotho
Malawi
Mozambique
Namibia
Nigeria
Sierra Leone
South Africa
Sudan
Swaziland
Tanzania
Uganda
Zambia

3,113

880
1,020
409

1,587
561

2,964
599
944

1,386
1,615

17,782
1,287

18,935
1,947
757

2,239
2,055
5,141 65,221

0.14

0.04
0.05
0.02
0.07
0.03
0.13
0.03
0.04
0.06
0.07
0.81
0.06
0.86
0.09
0.03
0.10
0.09
0.23 2.95%
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IM F  C onstituancies and R elative V oting  Pow er M ex ico  U n ch an ged  (M exico has yet to  pay their full rccalculatcd quota obligations.)

A. Shakour Shaalan 
(Egypt)

Samir El-Khouri 
(Lebanon)

Bahrain

Egypt
Iraq
Jordan
Kuwait
Lebanon
Libya Arab
Jamahiriya
Maldives
Oman
Qatar
Syrian Arab 
Republic 
United Arab 
Emirates 
Yemen, Republic 
of

1,600

9,687
12,134
I,955 

14,061 
2,280

II,487 
332

2,190
2,888

3,186

6,367

2.685 70,852

0.07

0.44
0.55
0.09
0.64
0.10

0.52
0.02
0.10
0.13

0.14

0.29

0.12 3.21%
GE Huayong 

(China)
HE Jianxiong 

(China)

China 81,151 81,151
3.68

3.68%

lliomas Moser 
(Switzerland) 
Andrzej Raczko 
(Poland)

Azerbaijan

Kyrgyz Republic 
Poland

Republic of Serbia
Switzeriand
Tajikistan
Turkmenistan
Uzbekistan

1,859

1,138
13,940

4,927
34,835
1,120
1,002
3,006 61,827

13,940

13,940 13,940 48,775 22.55 0.63 2.21% 0.63

0.08

0.05
0.63

0.22
1.58
0.05
0.05
0.14 2.80%

Aleksei V. Mozhiu 
(Russian Federation) 

Andrei Lush in 
(Russian Federation)

Russian
Federation 59,704 59,704 2.70 2.70%

Eduardo Loyo (Brazil) 
Roberto Steiner 
(Colombia)

Brazil

Colombia
Dominican
Republic
Ecuador
Guyana
Haiti
Panama
Suriname
Trinidad and
Tobago

30,611

7,990

2,439
3,273
1,159
1,069
2,316
1,171

3,606 53,634

1.39

0.36

0.11
0.15
0.05
0.05
0.10
0.05

0.16 2.43%
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IM F  C o n s titu a n c ie s  a n d  R elative V o tin g  P o w e r M ex ico  U n c h a n g e d  (M exico  has y e t to  pay  th e ir  fu ll reca lcu la ted  q u o ta  ob lig a tio n s.)

Abbas Mirakhor 
(Islamic Republic of 
Iran)
Mohammed Dairi 
(Morocco)

Adarsh Kishorc 
(India)

Amal Uthum Herat 
(Sri Lanka)

Javier Silva-Ruete 
(Peru)
Hector R. Torres 
(Argentina)

Laurcan W. Rutayisire 
(Rwanda)

Kossi Assimaidou 
(Togo)

Afghanistan,
Islamic State of 1,869

Algeria 12,797

Ghana 3,940
Iran, Islamic
Republic of 15,222
Morocco 6,132
Pakistan 10,587
Tunisia 3.115

Bangladesh

Bhutan 
India 
Sri Lanka

Argentina

Bolivia
Chile
Paraguay
Peru
Uruguay

Benin 869
Burkina Faso 852

Cameroon 2,107
Cape Verde 346
Central African
Republic 807
Chad 810
Comoros 339
Congo,
Democratic
Republic of 5,580
Congo, Republic
of 1,096
Cote d’Ivoire 3,502
Djibouti 409

Equatorial Guinea 576
Gabon 1,793
Guinea 1,321
Guinea-Bissau 392
Madagascar 1,472
Mali 1,183
Mauritania 894
Mauritius 1,266
Niger 908
Rwanda 1,051

5,583

313
41,832
4.384

21,421

1,965
8,811
1,249
6,634
3.315

53.662

52.112

43.395

0.08

0.58

0.18

0.69
0.28
0.48
0.14 2.43%
0.25
0.00
0.01
0.00
1.89
0.20 2.36%

0.97

0.09
0.40
0.06
0.30
0.15 1.97%

0.04
0.04

0.10
0.02

0.04
0.04
0.02

0.25

0.05
0.16
0.02

0.03
0.08
0.06
0.02
0.07
0.05
0.04
0.06
0.04
0.05
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IMF Constituancies and Relative Voting Power Mexico Unchanged (Mexico has yet to pay their full recalculated quota obligations.)

S3o Tom6 and 
Principe 
Senegal 
Toko

324
1,868
984 30.749

0.01
0.08
0.04 1.39%

Grand Total 2,207,764 710,786 16.84638656 16.24540203 32.20 100.00%
Source:
http://www.imf.org/ext 
cmal/np/sec/memdir/e 
ds.htm 
Accessed 20 
September 2007, 
Website last updated 
13 September 2007. This table shows Figures with the original Mexico quota. When Mexico pays the full quota value it has now be assessed as these figure will change to those in the following table. To date this payment has not happened.

Total Votes
Percentage of 

Total

Over
Minimum
Majority

Threshold
Eurozone Vote as a 
single constitutency 525,399 23.80% 9%
EU Vote as a single 
constitutency 710,786 32.19% 17%
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IMF Constituancies and Relative Voting Power Mexico Changed

Director / Alternate Casting Votes
Votes by 
Country Total Votes

EU
Members Total EU

EU+Potential
Members

EU+Potential
Members+

EFTA
Percent EU of 
Constituency

Percent of 
EU+Potential % 

of Total

Percent of 
EU+Potential 
+EFTA % of 

Total
Percent EU of 

Total
Percent of Fund 

(States)
Percent of Fund 
(Constituencies)

APPOINTED
Vacant

Men Lundsazer

United States 371,743 371,743 16.79 16.79%

Shigco Kashivvagi 

Michio Kitahara

Japan 133,378 133,378 6.03 6.03%

Klaus D. Stein 

Stephan von StensUn

Germany 130,332 130,332 130,332 130,332 130,332 130,332 100.00 5.90 5.90 5.90 5.89 5.89%

Pierre Duqucsne 

Bertrand Dumont

France 107,635 107,635 107,635 107,635 107,635 107,635 100.00 4.88 4.88 4.88 4.86 4.86%

Tom Scholar 

Jens Larsen

United Kingdom 107,635 107,635 107,635 107,635 107,635 107,635 100.00 4.88 4.88 4.88 4.86 4.86%

ELECTED
Willy Kiekens 

(Bel(>iuni)
Johann Prader 

(Austria)

Austria
Belarus
Belgium
Czcch Republic
Hungary
Kazakhstan
Luxembourg
Slovak Republic
Slovenia
I'urkcy

18,973
4,114

46,302
8,443
10,634
3,907
3,041
3,825
2,567
12,163 113,969

18,973

46,302
8,443
10,634

3,041
3,825
2,567

93,785 105,948 105,948 82.29 4.79% 4.79% 4.24

0.86
0.19
2.09
0.38
0.48
0.18
0.14
0.17
0.12
0.55 5.15%

Jeroen Kremcrs

(Netherlands)
Yuriy G. Yakusha 

(Ukraine)

Armenia
Bosnia and
Herzegovina
Bulgaria
Croatia
Cyprus
Georgia
Israel
Macedonia,
fonner Yugoslav
Republic of
Moldova
Netherlands
Romania
Ukraine

1,170

1,941
6,652
3,901
1,646
1,753
9,532

939
1,482

51,874
10,552
13,970 105,412

6,652

1,646

51,874
10,552

70,724 75,564 75,564 67.09 3.41% 3.41% 3.20

0.05

0.09
0.30
0.18
0.07
0.08
0.43

0.04
0.07
2.34
0.48
0.63 4.76%

Roberto Guamieri 
(Venezuela) 

Ramon Guszmdn 
(Spain)

Costa Rica 
El Salvador 
Guatemala 
Honduras

1,891
1,963
2,352
1,545

0.09
0.09
O.Il
0.07
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IMF C o n stitu a n c ie s  an d  R e la tiv e  V oting P o w er  M exico  C h a n g ed

Mexico
Nicaragua
Spain
Venezuela,
Rcpubiica
Bolivariana dc

31,778
1,550

30,739

26,841 98,659

30,739

30,739 30,739 30,739

1.57

31.16 1.39% 1.39% 1.39

1.44
0.07
1.39

I.2I
Arrigo Saduii
(Italy) Albania 737 0.03

Miranda Xafa
(Greece) Orcece 8,480 8,480 0.38

Italy 70,805 70,805 3.20
Malta 1,270 1,270 0.06
Portugal 8,924 8,924 0.40
San Marino 420 0.02
Timor-Leste 332 90,968 89,479 89,479 89,479 98.36 4.04% 4.04% 4.04 0.01

Johnathan Fried Antigua and 0.02
(Canada) Barbuda 385 0.00

Peter Charleton
(Ireland) Bahamas, The 1,553 0.07

Barbados 925 0.04
Belize 438 0.02
Canada 63,942 2.89
Dominica 332 0.01
Grenada 367 0.02
Ireland 8,634 8,634 0.39
Jamaica 2,985 0.13

St. Kitts and Nevis 339 0.02
St. Lucia 403 0.02

St. Vincent and the 0.02
Grenadines 333 80,636 8,634 8,634 8,634 10.71 0.40 0.40 0.40 0.00

Tuonias Sanrenheimo
(Finland) Ucnmark 16,678 16,678 0.75
Jon Thorvardur
Sigurgeirsson
(Iceland) Estonia 902 902 0.04

Finland 12,888 12,888 0.58
icclaiid 1,426 0.06
Latvia 1,518 1,518 0.07
Lithuania 1,692 1,692 0.08
Norway 16,967 0.77
Sweden 24,205 76,276 24,205 57,883 57,883 76,276 75.89 2.62% 3.45% 2.62 1.09

Richard Murray
(Australia) Australia 32,614 1.47

Wilhelmina C.
Manalac (Philippines) Kiribati 306 0.01

Korea 29,523 1.33
Marshall Islands 285 0.01
Micronesia, 0.01
Federated States 301 0.00
Mongolia 761 0.03

4.46%

4.11%

3.64%

3.45%
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Sulaiman M. Al- 
Turki 

(Saudi A rabia) 
AbdaUtth S. Alazzaz 

(Saudi Arabia)
Hooi Eng Phang
(Malaysia)
Chantavam
Sucharitakul
(Thailand)

Peter Gakunu (Kenya) 
Samura Kamara 
(Sierra Leone)

New Zealand 
Palau
Papua New
Guinea
Philippines
Samoa
Seychelles
Solomon Islands
Vanuatu

Saudi Arabia

Brunei
Darussalam

Cambodia
Fiji
Indonesia 
Lao People's 
Democratic 

Republic 
Malaysia 
Myanmar 
Nepal 
Singapore 
Thailand 
Tonga 
Vietnam

Angola

Botswana
Burundi
Eritrea
Ethiopia
Gambia, The
Kenya
Lesotho
Malawi
Mozambique
Namibia
Nigeria
Sierra Leone
South Africa
Sudan
Swaziland
Tanzania
Uganda
Zambia

9,196
281

1,566
9,049
366
338
354
420

70,105

2,402

1,125
953

21,043

779
15,116
2,834
963

8,875
11,069

319
3,541

3,113

880
1,020
409

1,587
561

2,964
599
944

1,386
1,615

17,782
1,287

18,935
1,947
757

2,239
2,055
5,141

85.360

70,105

69,019

65,221

0.42
0.01

0.07
0.41
0.02
0.02
0.02
0.02 3.86%

3.17 3.17%

O.II

0.05
0.04
0.95

0.04
0.00
0.68
0.13
0.04
0.40
0.50
0.01
0.16 3.12%

0.14

0.04
0.05
0.02
0.07
0.03
0.13
0.03
0.04
0.06
0.07
0.80
0.06
0.86
0.09
0.03
O.IO
0.09
0.23 2.95%
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A. Shakour Shaalan 
(Egypt)

Samir El-Khouri 
(Lebanon)

Bahrain

Egypt
Iraq
Jordan
Kuwait
Lebanon
Libya Arab
Jamahiriya
Maldives
Oman
Qatar
Syrian Arab 
Republic 
United Arab 
Emirates 
Yemen, Republic 
of

1,600

9,687
12,134
I,955 

14,061 
2,280

II,487 
332

2,190
2,888

3,186

6,367

2,685 70,852

0.07

0.44
0.55
0.09
0.64
0.10

0.52
0.01
0.10
0.13

0.14

0.29

0.12 3.20%
GE Huayong 

(China)
HE Jiamiong  

(China)

China 81,151 81,151
3.67

3.67%

Thomas Moser 
(Switzerland) 
Andrzej Raczko 
(Poland)

Azerbaijan

Kyrgyz Republic 
Poland

Republic o f  Serbia
SwitzerlatM.!
Tajikistan
Turkmenistan
Uzbekistan

1,859

1,138
13,940

4,927
34,835
1,120
1,002
3,006 61,827

13,940

13,940 13,940 48,775 22.55 0.63 2.20% 0.63

0.08

0.05
0.63

0.22
1.57
0.05
0.05
0.14 2.79%

Aleksei V. Mozhin 
(Russian Federation) 

Andrei Lushin 
(RtLssian Federation)

Russian
Federation 59,704 59,704 2.70 2.70%

Eduardo Loyo (Brazil) 
Roberto Steiner 
(Colombia)

Brazil

Colombia
Dominican
Republic
Ecuador
Guyana
Haiti
Panama
Suriname
Trinidad and
Tobago

30,611

7,990

2,439
3,273
1,159
1,069
2,316
1,171

3,606 53,634

1.38

0.36

0.11
0.15
0.05
0.05
0.10
0.05

0.16 2.42%
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Abbas Mirakhor 
(Islamic Republic of 
Iran)
Mohammed Dairi 
(Morocco)

Adarsh Kishore 
(India)

Amal Uthum Herat 
(Sri Lanka)

Javier Silva-Ruete 
(Peru)
Hector R. Torres 
(Arf^entina)

Laurean W. Rutayisire 
(Rwanda)

Kossi Assimaidou 
(Togp)

Afghanistan, 
Islamic State of

Algeria

Ghana 
Iran, Islamic 
Republic of 
Morocco 
Pakistan
Tunisia________

Bangladesh

Bhutan 
India 
Sri Lanka

Argentina

Bolivia
Chile
Paraguay
Peru
Uruguay

Benin
Burkina Faso

Cameroon
Cape Verde
Central African
Republic
Chad
Comoros
Congo,
Democratic
Republic of
Congo, Republic
of
Cote d'Ivoire 
Djibouti

Equatorial Guinea
Gabon
Guinea
Guinea-Bissau
Madagascar
Mali
Mauritania
Mauritius
Niger
Rwanda

1,869

12,797

3,940

15,222
6,132
10,587
3,115

5,583

313
41,832
4.384

21,421

1,965
8,811
1,249
6,634
3.315

869
852

2,107
346

807
810
339

5,580

1,096
3,502
409

576
1,793
1,321
392

1,472
1,183
894

1,266
908

1,051

53.662

52,112

43.395

0.08

0.58

0.18

0.69
0.28
0.48
0.14 2.42%
0.25
0.00
0.01
0.00
1.89
0.20 2.35%

0.97

0.09
0.40
0.06
0.30
0.15 1.96%

0.04
0.04

0.10
0.02

0.04
0.04
0.02

0.25

0.05
0.16
0.02

0.03
0.08
0.06
0.02
0.07
0.05
0.04
0.06
0.04
0.05
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IMF Constituancles and Relative Voting Power Mexico Changed

Sao Tome and 
Principe 
Senegal 
Togo

324
1,868
984 30,749

0.01
0.08
0.04 1.39%

Grand Total 2,213,434 710,786 16.8459693 16.24490684 32.16 100.00%
Source:
http://www.imf.org/ext
cmai/np/scc/menidir/e
ds.htm
Accessed 1 July 2007, 
Website last updated 
May 2007.

Total Votes
Percentage of 

Total

Over
Minimum
Majority

Threshold
Eurozone Vote as a 
single constituency 525,399 23.74% 9%
EU Vote as a single 
constituency 710,786 32.11% 17%
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A p p e n d i x  III IMF Member Contries: 
Voting Power Quota

QUOTA QUOTA VOTES VOTES 
Percent of 

Total*Member Millions 
of SDRs

Percent of 
Total* Governor Number**

Alternate
Afghanistan, Islamic State of 161.90 0.07% NoruUah Delawari 1869.00 0.08%

SamiuUah Ibrahimi
Albania 48.70 0.02% Ardian Fullani 737.00 0.03%

Sherefedin Shehu
Algeria*** 1254.70 0.58% Mohammed Laksaci 12797.00 0.58%

Ali Touati
Angola 286.30 0.13% lose Pedro de Morais, |r. 3113.00 0.14%

Amadeu Mauricio
Antigua and Barbuda*** 13.50 0.01% Errol Cort 385.00 0.02%

K. Dwight Venner
Argentina*** 2117.10 0.98% Miguel Peirano 21421.00 0.97%

Martin Redrado
Armenia*** 92.00 0.04% Vartan Khachatryan 1170.00 0.05%

Tigran Sargsyan
Australia*** 3236.40 1.49% Peter CosteUo 32614.00 1.48%

Ken Henry
Austria*** 1872.30 0.86% Klaus Liebscher 18973.00 0.86%

Josef Christi
Azerbaijan 160.90 0.07% Samir Sharifov 1859.00 0.08%

Elman Siradjogly Rustamov
Bahamas, The*** 130.30 0.06% Hubert A. Ingraham 1553.00 0.07%

Wendy Craigg
Bahrain*** 135.00 0.06% Ahmed Bin Mohammed A1 Khalifa 1600.00 0.07%

Rasheed Mohamed Al-Maraj
Bangladesh*** 533.30 0.25% A.B. Mirza MD. Azizul Islam 5583.00 0.25%

Salehuddin Ahmed
Barbados*** 67.50 0.03% Clyde A. MascoU 925.00 0.04%

Marion Williams
Belarus*** 386.40 0.18% Petr Petrovich Prokopovich 4114.00 0.19%

Nikolay Petrovich Korbut
Belgium*** 4605.20 2.12% Guy Quaden 46302.00 2.10%

lean-Pierre Arnoldi
Belize*** 18.80 0.01% Said W. Musa 438.00 0.02%

Sydney |. Campbell
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A p p e n d i x  III IM F  M em b er Contries: 
Voting Power Quota

Benin*** 61.90 0.03% Soule Mana Lawani 869.00 0.04%
Marcel de Souza

Bhutan 6.30 0.00% Daw Tenzin 313.00 0.01%
Vacant

Bolivia*** 171.50 0.08% Luis Alberto Arce Catacora 1965.00 0.09%
Gabriel Loza Telleria

Bosnia and Herzegovina 169.10 0.08% Dragan Vrankic 1941.00 0.09%
Azra HadZiahmetoviC

Botswana*** 63.00 0.03% Linah K. Mohohlo 880.00 0.04%
Taufila Nyamadzabo

Brazil*** 3036.10 1.40% Guido Mantega 30611.00 1.39%
Henrique de Campos Meirelles

Brunei Darussalam*** 215.20 0.10% Haji Hassanal Bolkiah 2402.00 0.11%
Abdul Rahman Ibrahim

Bulgaria*** 640.20 0.30% Ivan Iskrov 6652.00 0.30%
Dimiter Ivanovski

Burkina Faso*** 60.20 0.03% lean Baptiste Compaore 852.00 0.04%
Lucien Marie Noel Bembamba

Burundi 77.00 0.04% Gaspard Sindayigaya 1020.00 0.05%
Spes Bibara

Cambodia*** 87.50 0.04% Chea Chanto 1125.00 0.05%
NEAV Chanthana

Cameroon*** 185.70 0.09% Polycarpe Abah Abah 2107.00 0.10%
Sadou Hayatou

Canada*** 6369.20 2.94% James Michael Flaherty 63942.00 2.89%
David A. Dodge

Cape Verde 9.60 0.00% Cristina Duarte 346.00 0.02%
Carlos Augusto Duarte de Burgo

Central African Republic*** 55.70 0.03% Theodore Dabanga 807.00 0.04%
Enoch Derant Lakoue

Chad*** 56.00 0.03% Abbas Mahamat ToUi 810.00 0.04%
Idriss Ahmed Idriss

Chile*** 856.10 0.39% Vittorio Corbo Lioi 8811.00 0.40%
Jose de Gregorio

China*** 8090.10 3.73% ZHOU Xiaochuan 81151.00 3.67%
HU Xiaolian

Colombia 774.00 0.36% Jose Dario Uribe Escobar 7990.00 0.36%
Oscar Ivan Zuluaga
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/ \ p p e n c J i x  III iVleml:>c:r CJontries:

V oting Power Q uota
Comoros*** 8.90 0.00% Mohamed All Soilihi 339.00 0.02%

Ahamadi Abdoulbastoi
Congo, Democratic Republic of the*** 533.00 0.25% jean-Claude Masangu Mulongo 5580.00 0.25%

Athanase Matenda Kyelu
Congo, Republic oP** 84.60 0.04% Pacifique Issoibeka 1096.00 0.05%

Mathias Dzon
Costa Rica*** 164.10 0.08% Francisco de Paula Gutierrez 1891.00 0.09%

Guillermo Zuniga Chaves
Cote d'Ivoire*** 325.20 0.15% Koffi Charles Diby 3502.00 0.16%

Kablan YAO SAHI
Croatia*** 365.10 0.17% Zeljko Rohatinski 3901.00 0.18%

Boris VujCiC
Cyprus*** 139.60 0.06% Athanasios Orphanides 1646.00 0.07%

Spyros G. Stavrinakis
Czech Republic*** 819.30 0.38% Zdenek TUma 8443.00 0.38%

Tomas Prouza
lOenmark*** 1642.80 0.76% Nils Bernstein 16678.00 0.76%

Christian Kettel Thomsen
Djibouti*** 15.90 0.01% Djama Mahamoud Haid 409.00 0.02%

Ahmed Osman Ali
Dominica*** 8.20 0.00% Roosevelt Skerrit 332.00 0.02%

Swinburne Lestrade
Dominican Republic*** 218.90 0.10% Hector Manuel Valdez Albizu 2439.00 0.11%

Clarissa de la Roche de Torres
Ecuador*** 302.30 0.14% Ricardo Patino Aroca 3273.00 0.15%

Fausto Ortiz de la Cadena
Egypt 943.70 0.44% Youssef Boutros-Ghali 9687.00 0.44%

Farouk El-Okdah
El Salvador*** 171.30 0.08% William J. Handal 1963.00 0.09%

Eduardo Ayala Grimaldi
Equatorial Guinea*** 32.60 0.02% MarceUno Owono Edu 576.00 0.03%

Mariola Bindang Obiang
Eritrea 15.90 0.01% Tekie Beyene 409.00 0.02%

Martha Woldegiorghis
Estonia*** 65.20 0.03% Andres Lipstok 902.00 0.04%

Tea Varrak
Etliiopia 133.70 0.06% Atnafu Teklewold 1587.00 0.07%

Alemseged Assefa
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A p p e n d i x  III IJVlIr*' iVtember Contries:

Voting Power Quota
70.30 0.03% Mahendra Pal Chaudhry 953.00 0.04%

Savenaca Narube
Finland*** 1263.80 0.58% Erkki IJikanen 12888.00 0.58%

Matti I^uekoski
France*** 10738.50 4.95% Christine Lagarde 107635.00 4.87%

Christian Noyer
Gabon*** 154.30 0.07% Paul Toungui 1793.00 0.08%

Philibert Andzembe
Gambia, The*** 31.10 0.01% Mousa G. Bala Gaye 561.00 0.03%

Famara L. Jatta
Georgia*** 150.30 0.07% Roman Gotsiridze 1753.00 0.08%

Aleksi Aleksishvili
Germany*** 13008.20 6.00% Axel A. Weber 130332.00 5.90%

Peer Steinbriick
Ghana*** 369.00 0.17% Paul Acquah 3940.00 0.18%

Mahamudu Bawumia
Greece*** 823.00 0.38% Nikolaos C. Garganas 8480.00 0.38%

Panayods Aristidis Thomopoulos
Grenada*** 11.70 0.01% Keith Mitchell 367.00 0.02%

Laurel Bain
Guatemala*** 210.20 0.10% Maria Antonieta del Cid de Bonilla 2352.00 0.11%

Mefi Rodriguez Garcia
Guinea*** 107.10 0.05% Ousmane Dore 1321.00 0.06%

Daouda Bangoura
Guinea-Bissau*** 14.20 0.01% Issufo Sanha 392.00 0.02%

Abubacar Demba Dahaba
Guyana*** 90.90 0.04% Bharrat lagdeo 1159.00 0.05%

Lawrence T. Williams
Haiti*** 81.90 0.04% Raymond Magloire 1069.00 0.05%

Daniel Dorsainvil
Honduras*** 129.50 0.06% Gabriela Nunez de Reyes 1545.00 0.07%

Rebeca Patricia Santos Rivera
Hungary*** 1038.40 0.48% Andras Simor 10634.00 0.48%

Almos Kovacs
Iceland*** 117.60 0.05% David Oddsson 1426.00 0.06%

Bolli Thor Bollason
India*** 4158.20 1.92% R Chidambaram 41832.00 1.89%

Yaga V. Reddy
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Appendix III IJMF M em ber Contries:
Voting Power Quota

Indonesia*** 2079.30 0.96% Burhanuddin Abdullah 21043.00 0.95%
Mulia Nasution

Iran, Islamic Republic of 1497.20 0.69% Ebrahim Sheibani 15222.00 0.69%
Mohammad Jafar Mojarrad

Iraq 1188.40 0.55% Sinan Al-Shabibi 12134.00 0.55%
Azez Jafar Hassan

Ireland*** 838.40 0.39% Brian Cowen 8634.00 0.39%
John Hurley

Israel*** 928.20 0.43% Ronnie Bar-On 9532.00 0.43%
Zvi Eckstein

Itah^** 7055.50 3.26% Tommaso Padoa Schioppa 70805.00 3.21%
Mario Draghi'

Jamaica*** 273.50 0.13% Omar Lloyd Davies 2985.00 0.14%
Derick Latibeaudiere

Japan*** 13312.80 6.14% Koji Omi 133378.00 6.04%
Toshihiko Fukui

Jordan*** 170.50 0.08% Ziad Fariz 1955.00 0.09%
Umayya Toukan

Kazakhstan*** 365.70 0.17% Anvar GalimuUayevich Saidenov 3907.00 0.18%
Vacant

Kenya*** 271.40 0.13% Amos Kimunya 2964.00 0.13%
Njuguna Ndung’u

Kiribati*** 5.60 0.00% Nabuti Mwemwenikarawa 306.00 0.01%
Taneti Maamau

Korea*** 2927.30 1.35% Okyu Kwon 29523.00 1.34%
Seong Tae Lee

Kuwait*** 1381.10 0.64% Bader Meshari Al-Humaidhi 14061.00 0.64%
Salem Abdulaziz Al-Sabah

Kyrgyz Republic*** 88.80 0.04% Marat O. Alapaev 1138.00 0.05%
Azamat Shamilevich Dikambaev

J.ao People's Democratic Republic 52.90 0.02% Phouphet Khamphounvong 779.00 0.04%
Viengthong Siphandone

I .atvia*** 126.80 0.06% Ilmars Rims6viCs 1518.00 0.07%
Irena KrUmane

J.eban(jn*** 203.00 0.09% Riad Toufic Salameh 2280.00 0.10%
Ahmad Jachi

J.esotho *** 34.90 0.02% Timothy T. Thahane 599.00 0.03%
E.M. Matekane
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A p p e n d i x  III l l v l l '  JMember Contries:

Voting Power Quota
I Jberia 71.30 0.03% Vacant 0.00 0.00%

Vacant
[Jbyan Arab Jamhiriya*** 1123.70 0.52% Farhat O. Bengdara 11487.00 0.52%

Abdallah All Khalifa
J ithuania*** 144.20 0.07% Reinoldijus Sarkinas 1692.00 0.08%

Rolandas Krisciunas
lAixembourg*** 279.10 0.13% }ean-Claude Juncker 3041.00 0.14%

Yves Mersch
Macedonia, former Yugoslav Republic of*** 68.90 0.03% Petar Goshev 939.00 0.04%

Emilija Nacevska
Madagascar*** 122.20 0.06% Benjamin Andriamparany Radavidson 1472.00 0.07%

Frederick Rasamoely
Malawi*** 69.40 0.03% Victor Mbewe 944.00 0.04%

Rand son PhiUimon Mwadiwa
Malaysia*** 1486.60 0.69% Abdullah Ahmad Badawi 15116.00 0.68%

ZETI Akhtar Aziz
Maldives 8.20 0.00% Qasim Ibrahim 332.00 0.02%

Khadeeja Hassan
Mali*** 93.30 0.04% Abou-Bakar Traore 1183.00 0.05%

Marimantia Diarra
Malta*** 102.00 0.05% Michael C. Bonello 1270.00 0.06%

David A. Pullicino
Marshall Islands*** 3.50 0.00% Brenson S. Wase 285.00 0.01%

Smith Michael
Mauritania*** 64.40 0.03% Kane Ousmane 894.00 0.04%

Hadrami Ould Oubeid
Mauritius*** 101.60 0.05% Rama Krishna Sithanen 1266.00 0.06%

Rundheersing Bheenick
Mexico*** 2585.80 1.19% Agustin Carstens 26108.00 1.18%

Guillermo Ortiz
Micronesia, Federated States of^** 5.10 0.00% Nick L. Andon 301.00 0.01%

Lorin Robert
Moldova*** 123.20 0.06% Leonid Talmaci 1482.00 0.07%

Marin Molosag
Mongolia*** 51.10 0.02% Nadmid Bayartsaikhan 761.00 0.03%

Alag Batsukh
Montenegro, Republic of*** 27.50 0.01% Ljubisa KrgoviC 525.00 0.02%

Goran KneZevic
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A p p e n d i x  III I j M F  Ivlember Contries:
Voting Power Quota

Morocco*** 588.20 0.27% AbdeUatif Jouahri 6132.00 0.28%
Vacant

Mozambique 113.60 0.05% Manuel Chang 1386.00 0.06%
Ernesto Gouveia Gove

Myanmar 258.40 0.12% Hla Tun 2834.00 0.13%
Than Nyein

Namibia*** 136.50 0.06% Saara Kuugongelwa-Amadhila 1615.00 0.07%
Thomas K. Alweendo

Nepal*** 71.30 0.03% Bijaya Nath Bhattarai 963.00 0.04%
Krishna Gyawali

Netherlands*** 5162.40 2.38% A.H.E.M. Wellink 51874.00 2.35%
L.B.J. van Geest

New Zealand*** 894.60 0.41% Michael Cullen 9196.00 0.42%
Alan Bollard

Nicaragua*** 130.00 0.06% Atenor Rosales Bolanos 1550.00 0.07%
Alberto Guevara Obregon

Nii^er*** 65.80 0.03% Ali M. Lamine Zeine 908.00 0.04%
Mohamadou Youssouf Diagana

Nigeria 1753.20 0.81% Shamsuddeen Usman 17782.00 0.80%
Chukwuma C. Soludo

Norway*** 1671.70 0.77% Svein Ingvar Gjedrem 16967.00 0.77%
Tore Eriksen

Oman*** 194.00 0.09% Ali bin Mohammed bin Moosa 2190.00 0.10%
Hamood Sangour Al-Zadjali

Pakistan*** 1033.70 0.48% Shamshad Akhtar 10587.00 0.48%
Ahmad Waqar

Palau*** 3.10 0.00% Elbuchel Sadang 281.00 0.01%
Ruth Wong

Panama*** 206.60 0.10% Hector E. Alexander 2316.00 0.10%
)uan R. de Dianous

Papua New Guinea*** 131.60 0.06% Patrick Pruaitch 1566.00 0.07%
Leonard Wilson Kamit

Paraguay*** 99.90 0.05% German Rojas 1249.00 0.06%
Vacant

Peru*** 638.40 0.29% Julio Velarde 6634.00 0.30%
Luis Carranza Ugarte

Philippines*** 879.90 0.41% Amando M. Tetangco, Jr. 9049.00 0.41%
Margarito B. Teves
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A p p e n d i x  III IJVIF JSlember Contries:

Voting Power Quota
Poland*** 1369.00 0.63% Zyta Gilowska 13940.00 0.63%

Arkadiusz Huzarek
Portus^al*** 867.40 0.40% Vitor Constancio 8924.00 0.40%

Jose Agostinho Martins de Matos
Qatar*** 263.80 0.12% Yousef Hussain Kamal 2888.00 0.13%

Abdullah Bin Saoud Al-Thani
Romaaia*** 1030.20 0.48% Mugur Isarescu 10552.00 0.48%

Sebastian Teodor Gheorghe Vladescu
Russian Federation*** 5945.40 2.74% Aleksei Kudrin 59704.00 2.70%

Sergey Ignatiev
Rwanda*** 80.10 0.04% James Musoni 1051.00 0.05%

Fran<;ois Kanimba
St. Kitts and Nevis*** 8.90 0.00% Wendell E. Lawrence 339.00 0.02%

K. Dwight Venner
St. Lucia*** 15.30 0.01% John G.M. Compton 403.00 0.02%

Ausbert D'Auvergne
St. Vincent & the Grenadines*** 8.30 0.00% Ralph E. Gonsalves 333.00 0.02%

Maurice Edwards
Samoa*** 11.60 0.01% Nickel Lee-Hang 366.00 0.02%

Hinauri Petana
San Marino*** 17.00 0.01% Stefano Macina 420.00 0.02%

Savina Zafferani
Sao Tome and Principe 7.40 0.00% Arlindo Afonso de Carvalho 324.00 0.01%

Luis Fernando Moreira de Sousa
Saudi Arabia*** 6985.50 3.22% Ibrahim A. Al-Assaf 70105.00 3.17%

Hamad Al-Sayari
Senegal*** 161.80 0.07% Abdoulaye Diop 1868.00 0.08%

Ibrahima Sar
Republic of Serbia*** 467.70 0.22% Radovan Jelasic 4927.00 0.22%

Ana GligorijeviC
Seychelles*** 8.80 0.00% Danny Faure 338.00 0.02%

Francis Chang Leng
Sierra Ixone*** 103.70 0.05% John O. Benjamin 1287.00 0.06%

James David Rogers
Singapore*** 862.50 0.40% LIM Hng Kiang 8875.00 0.40%

HENG Swee Keat
Slovak Republic*** 357.50 0.16% Ivan Sramko 3825.00 0.17%

Frantisek Palko

Page 8 of 11



A ppendix  III IJVII'' iVIemit>er C o n trie s :

Voting Power Quota
Slovenia*** 231.70 0.11% Marko PCranjec 2567.00 0.12%

BoZo JasoviC
Solomon Islands*** 10.40 0.00% Rick Nelson Houenipwela 354.00 0.02%

Shadrach Fanega
Somalia 44.20 0.02% Vacant 692.00 0.03%

Vacant
South Africa*** 1868.50 0.86% Tito Titus Mboweni 18935.00 0.86%

Jabulani Phillip Moleketi
Spain*** 3048.90 1.41% Pedro Solbes M. 30739.00 1.39%

Miguel Fernandez Ordonez
Sri Lanka*** 413.40 0.19% Mahinda Rajapaksa 4384.00 0.20%

Ajith Nivard Cabraal
Sudan*** 169.70 0.08% El Zubair Ahmed El Hassan 1947.00 0.09%

Sabir Mohamed Hassan
Suriname*** 92.10 0.04% Humphrey S. Hildenberg 1171.00 0.05%

Andre Telting
Swaziland*** 50.70 0.02% Majozi Vincent Sithole 757.00 0.03%

Martin G. Dlamini
Sweden*** 2395.50 1.11% Stefan Ingves 24205.00 1.10%

Per lansson
Switzerland*** 3458.50 1.60% |ean-Pierre Roth 34835.00 1.58%

Hans-Rudolf Merz
Syrian Arab Republic 293.60 0.14% Mohammad Al-Hussein 3186.00 0.14%

Adib Mayaleh
Tajikistan 87.00 0.04% Murotali M. Alimardonov 1120.00 0.05%

Madubkhon Davlatov
Tanzania*** 198.90 0.09% Zakia Hamdani Meghji 2239.00 0.10%

Daudi T.S. BaUali
Thailand*** 1081.90 0.50% Tarisa Watana Gase 11069.00 0.50%

Atchana Waiquyadeeo
Timor-Leste*** 8.20 0.00% Maria Madalena Brites Boavida 332.00 0.02%

Aicha Bassarewan
Togo*** 73.40 0.03% Adji Oteth Ayassor 984.00 0.04%

Mongo Aharh-Kpessou
Tonga*** 6.90 0.00% Siosiua T.T. 'Utoikamanu 319.00 0.01%

Siosi C. Mafi
Trinidad and Tobago***

I T 335.60 0.15% Conrad EniU 3606.00 0.16%
Ewart S. Williams
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A p p e n d i x  III l I V l F  Ivlember Contries:

Voting Power Quota
Tunisia*** 286.50 0.13% Taoufik Baccar 3115.00 0.14%

Hedi Zar
Turkey*** 1191.30 0.55% Mehmet §im§ek 12163.00 0.55%

Durmus Yilmaz
Turkmenistan 75.20 0.03% Gochmurad A. Muradov 1002.00 0.05%

Vacant
Uganda*** 180.50 0.08% Ezra Suruma 2055.00 0.09%

E. Tumusiime-Mutebile
Ukraine*** 1372.00 0.63% Volodymyr Stelmakh 13970.00 0.63%

Mykola Azarov
United Arab Emirates*** 611.70 0.28% Sultan Bin Nasser Al-Suwaidi 6367.00 0.29%

Mohammed Khalfan Bin Khirbash
United Kingdom*** 10738.50 4.95% Alistair Darling 107635.00 4.87%

Mervyn King
United States*** 37149.30 17.14% Henry M. Paulson, jr. 371743.00 16.83%

Ben S. Bernanke
Uruguay*** 306.50 0.14% Ruben Walter Cancela Vilanova 3315.00 0.15%

Mario Bergara
Uzbekistan*** 275.60 0.13% Vyacheslav Golyshev 3006.00 0.14%

Saidakhmat Rakhimov
Vanuatu*** 17.00 0.01% Willie }immy Tapangararua 420.00 0.02%

Odo Tevi
Venezuela, Republica Bolivariana de*** 2659.10 1.23% Gaston Parra Luzardo 26841.00 1.22%

Rodrigo Cabeza Morales
Viemani 329.10 0.15% Nguyen Van Giau 3541.00 0.16%

PHUNG KHAC KE
Yemen, Republic oP** 243.50 0.11% Noman Taher Al-Suhaibi 2685.00 0.12%

Ahmed Abdul Rahman Al-Samawi
Zambia*** 489.10 0.23% Ng’andu Peter Magande 5141.00 0.23%

Caleb M. Fundanga

Zimbabwe 353.40 0.16% Vacant 0.00 0.00%
Vacant

T()TAI.S:
General Dept, and Special Drawing Rights Dept. 216747.80 100.00% 2208981.00 100.00%

Notes:
Source:
http: /  /  www.imf.org/ external/np/sec/memdir/members.h 
tm

Accessed 8 ]une 2004, Website last updated 3 June 2004.

Page 10 of 11



A p p e n d i x  III IM F iSlember Contries: 

Voting Power Quota
***These countries have accepted the obligations of 
Article VIII, Sections 2, ***, and 4 of the Articles of 
Agreement.
* At the present time all 185 members are participants in 
the Special Drawing Rights Department.
**Voting power varies on certain matters pertaining to the 
General Department with use of the Fund's resources in 
that Department.
Liberia's voting rights were suspended effective March 5, 
2003 pursuant to Article XXVI, Section 2(b) of the 
Articles of Agreement.
Zimbabwe's voting rights were suspended effective June 6, 
2003 pursuant to Article XXVI, Section 2(b) of the 
Articles of Agreement.______________________________
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Appendix Chapter V.I

Schematic o f the Athusiusian System.

toSi
2

I
<

i f

I I
Ln M

l i

H

V
“2<A

tj
r J i

?<
jdCl

C5

*U
I
a
r>
s
M

PC)
tl»]
■c
‘r

• u

.a
F
'S

€a

•a

I
«T

V

II
l l
l'6g
i r

-

e.

ir

’̂ 2

> .

:S

J•5 i|v«
01  ̂ -S
1 n1kr2 i-h

:l|l■||v5̂
.1

291



292



B
 L

fiii
>e

r5i
aj 

titi
m

fn
ist

nf
ltti

?!
 q

^y
wb

io
fic

 
by

i
■9

I

^ 1

I E
■3

■5 a

i
£

•a
g-tf  e

ir

1̂ 
1-1!

i i '

S«N

IS
<

i - tn  
I 'K

JS
(7£l

T*

I
51

^ 1  

t2^ ivi'H  V V  «

H'l

V

E*&
1

«N
*
‘t '

-t

I

S'S

fe-'
-S

I

3■3

finl-iiG  5̂i

 ̂ ’I

1 1

1 g
EK;

r«t-

X
■ P

sa

u

'hr
FL

logl
fCf*

E
- S .‘l&'l
o

d

ri_

G

i <

t :

111™rk
1

i l o
I

b«
■5

\ip:L“ âi

i|S5ps!S4|1

(Source: Althusius, 1995: Ivii-lviii)

293

ar
ist

ĵ
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Appendix V.II

Excerpts o f the 1997 South African Constitution 

1997 South African Constitution
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Chapter 2 - Bill of Rights

Sections
7. Rights
8. Application
9. Equality
10. Human Dignity
11. Life
12. Freedom and Security of the Person
13. Slavery, Servitude and Forced Labour
14. Privacy
15. Freedom o f Religion, Belief and Opinion
16. Freedom o f Expression
17. Assembly, Demonstration, Picket and Petition
18. Freedom o f Association
19. Political Rights
20. Citizenship
21. Freedom o f Movement and Residence
22. Freedom o f Trade, Occupation and Profession
23. Labour Relations
24. Environment
25. Property
26. Housing
27. Health Care, Food Water and Social Security
28. Children
29. Education
30. Language and Culture
31. Cultural, Religious and Linguistic Communities
32. Access to Information
33. Just Administrative Action
34. Access to Courts
35. Arrested, Detained and Accused Persons
36. Limitation o f Rights
37. States of Emergency
3 8. Enforcement o f Rights
39. Interpretation o f Bill of
Rights_____________________________________________

7. Rights

1. This Bill o f Rights is a cornerstone of democracy in South Africa. It enshrines the rights 
of all people in our country and affirms the democratic values o f human dignity, equality and free
dom.
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2. The state must respect, protect, promote and fulfil the rights in the Bill of Rights.

3. The rights in the Bill of Rights are subject to the limitations contained or referred to in
section 36, or elsewhere in the Bill.

8. Application

1. The Bill of Rights applies to all law, and binds the legislature, the executive, the judiciary 
and all organs of state.

2. A provision of the Bill of Rights binds a natural or a juristic person if, and to the extent 
that, it is applicable, taking into account the nature of the right and the nature of any duty imposed 
by the right.

3. When applying a provision of the Bill of Rights to a natural or juristic person in terms of 
subsection (2), a court

a. in order to give effect to a right in the Bill, must apply, or if necessary develop, 
the common law to the extent that legislation does not give effect to that right; and

b. may develop rules of the common law to limit the right, provided that the limita
tion is in accordance with section 36(1).

4. A juristic person is entitled to the rights in the Bill of Rights to the extent required by the 
nature of the rights and the nature of that juristic person.

9. Equality

1. Everyone is equal before the law and has the right to equal protection and benefit of the
law.

2. Equality includes the ftill and equal enjoyment of all rights and freedoms. To promote the 
achievement of equality, legislative and other measures designed to protect or advance persons, or 
categories of persons, disadvantaged by unfair discrimination may be taken.

3. The state may not unfairly discriminate directly or indirectly against anyone on one or 
more grounds, including race, gender, sex, pregnancy, marital status, ethnic or social origin, co
lour, sexual orientation, age, disability, religion, conscience, belief, culture, language and birth.

4. ^ N o  person may unfairly discriminate directly or indirectly against anyone on one or 
more grounds in terms of subsection (3). National legislation must be enacted to prevent or prohi
bit unfair discrimination.

5. Discrimination on one or more of the grounds listed in subsection (3) is unfair unless it is 
established that the discrimination is fair.

10. Human dignity

Everyone has inherent dignity and the right to have their dignity respected and protected.

11. Life

Everyone has the right to life.

12. Freedom and security o f  the person

1. Everyone has the right to freedom and security of the person, which includes the right

a. not to be deprived of freedom arbitrarily or without just cause;

b. not to be detained without trial;

C. to be free fi'om all forms of violence fi'om either public or private sources;

d. not to be tortured in any way; and

e. not to be treated or punished in a cruel, inhuman or degrading way.

2. Everyone has the right to bodily and psychological integrity, which includes the right

a. to make decisions concerning reproduction;

b. to security in and control over their body; and

C. not to be subjected to medical or scientific experiments without their informed
consent.

296



13. Slavery, servitude and forced labour

No one may be subjected to slavery, servitude or forced labour.

14. Privacy

Everyone has the right to privacy, which includes the right not to have

a. their person or home searched;

b . their property searched;

c. their possessions seized; or

d. the privacy o f  their communications infringed.

15. Freedom o f religion, belief and opinion

1. Everyone has the right to freedom o f conscience, religion, thought, belief and opinion.

2. Religious observances may be conducted at state or state-aided institutions, provided that

a. those observances follow rules made by the appropriate public authorities;

b . they are conducted on an equitable basis; and

c. attendance at them is free and voluntary.

3.

a. This section does not prevent legislation recognising

i. marriages concluded under any tradition, or a system o f religious, per
sonal or family law; or

ii. systems of personal and family law under any tradition, or adhered to
by persons professing a particular religion.

b. Recognition in terms of paragraph (a) must be consistent with this section and 
the other provisions o f the Constitution.

16. Freedom o f expression

1. Everyone has the right to freedom o f expression, which includes

a. freedom of the press and other media;

b. freedom to receive or impart infonnation or ideas;

c. freedom of artistic creativity; and

d. academic freedom and freedom o f scientific research.

2 . The right in subsection (1) does not extend to

a. propaganda for war;

b. incitement of imminent violence; or

C. advocacy o f  hatred that is based on race, ethnicity, gender or religion, and that
constitutes incitem ent to cause harm.

17. Assembly, dem onstration, picket and petition

Everyone has the right, peacefully and unarmed, to assemble, to demonsfrate, to picket and to 
present petitions.

18. Freedom o f association

Everyone has the right to freedom o f association.

19. Political rights

1. Every citizen is free to make political choices, which includes the right

a. to form a political party;

b . to participate in the activities of, or recruit members for, a political party; and

297



C. to campaign for a political party or cause.

2 . Every citizen has the right to free, fair and regular elections for any legislative body es
tablished in terms o f the Constitution.

3. Every adult citizen has the right

a. to vote in elections for any legislative body established in terms o f the Constitu
tion, and to do so in secret; and

b. to stand for public office and, if  elected, to hold office.

20. Citizenship

No citizen may be deprived of citizenship.

21. Freedom of movement and residence

1. Everyone has the right to freedom o f movement.

2 . Everyone has the right to leave the Republic.

3. Every citizen has the right to enter, to remain in and to reside anywhere in, the Republic.

4 . Every citizen has the right to a passport.

22. Freedom of trade, occupation and profession

Every citizen has the right to choose their trade, occupation or profession freely. The practice of a 
trade, occupation or profession may be regulated by law.

23. Labour relations

1. Everyone has the right to fair labour practices.

2 . Every worker has the right

a. to form and join a trade union;

b. to participate in the activities and programmes o f  a trade union; and

C. to strike.

3. Every employer has the right

a. to form and join an employers' organisation; and

b. to participate in the activities and programmes o f an employers' organisation.

4 . Every trade union and every employers' organisation has the right

a. to determine its own administration, programmes and activities;

b . to organise; and

C. to form and join a federation.

5. Every trade union, employers' organisation and employer has the right to engage in col
lective bargaining. National legislation may be enacted to regulate collective bargaining. To the 
extent that the legislation may limit a right in this Chapter, the limitation must comply with section 
36(1).

6. National legislation may recognise union security arrangements contained in collective 
agreements. To the extent that the legislation may limit a right in this Chapter, the limitation must 
comply with section 36(1).

24. Environment

Everyone has the right

a. to an environment that is not hanriful to their health or well-being; and

b. to have the environment protected, for the benefit of present and fiiture generations, 
through reasonable legislative and other measures that

i. prevent pollution and ecological degradation;

ii. promote conservation; and
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iii. secure ecologically sustainable development and use o f  natural resources while 
promoting justifiable economic and social development.

25. Property

1. No one may be deprived o f property except in terms o f law of general application, and no 
law may permit arbitrary deprivation o f property.

2 . Property may be expropriated only in terms o f law o f general application

a. for a public purpose or in the public interest; and

b . subject to compensation, the amount of which and the time and manner of pay
ment o f which have either been agreed to by those affected or decided or approved by a court.

3 . The amoimt o f the compensation and the time and manner of payment must be just and 
equitable, reflecting an equitable balance between the public interest and the interests o f those af
fected, having regard to all relevant circumstances, including

a . the current use of the property;

b . the history o f the acquisition and use o f the property;

C. the market value o f  the property;

d. the extent o f direct state investment and subsidy in the acquisition and beneficial 
capital improvement o f the property; and

e. the purpose o f the expropriation.

4 . For the purposes o f this section

a. the public interest includes the nation's commitment to land reform, and to re
forms to bring about equitable access to all South Africa's natural resources; and

b . property is not limited to land.

5. The state must take reasonable legislative and other measures, within its available re
sources, to foster conditions which enable citizens to gain access to land on an equitable basis.

6. A person or community whose tenure of land is legally insecure as a result o f past racially 
discriminatory laws or practices is entitled, to the extent provided by an Act of Parliament, either 
to tenure which is legally secure or to comparable redress.

7. A person or community dispossessed o f property after 19 June 1913 as a result o f past ra
cially discriminatory laws or practices is entitled, to the extent provided by an Act of Parliament, 
either to restitution of that property or to equitable redress.

8. No provision of this section may impede the state from taking legislative and other meas
ures to achieve land, water and related reform, in order to redress the results o f past racial discrim
ination, provided that any departure from the provisions of this section is in accordance with the 
provisions o f section 36(1).

9 . Parliament must enact the legislation referred to in subsection (6).

26. Housing

1. Everyone has the right to have access to adequate housing.

2. The state must take reasonable legislative and other measures, within its available re
sources, to achieve the progressive realisation o f this right.

3 . No one may be evicted from their home, or have their home demolished, without an order 
o f court made after considering all the relevant circumstances. No legislation may permit arbitrary 
evictions.

27. Health care, food, water and social security

1. Everyone has the right to have access to

a. health care services, including reproductive health care;

b. sufficient food and water; and
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C. social security, including, if they are unable to support themselves and their de
pendants, appropriate social assistance.

2 . The state must take reasonable legislative and other measures, within its available re
sources, to achieve the progressive realisation o f each o f these rights.

3 . No one may be refiised emergency medical treatment.

28. Children

1. Every child has the right

a. to a name and a nationality from birth;

b . to family care or parental care, or to appropriate alternative care when removed 
from the family environment;

c. to basic nutrition, shelter, basic health care services and social services;

d. to be protected from maltreatment, neglect, abuse or degradation;

e. to be protected from exploitative labour practices;

f. not to be required or permitted to perform work or provide services that

i. are inappropriate for a person of that child's age; or

ii. place at risk the child's well-being, education, physical or mental health 
or spiritual, moral or social development;

g. not to be detained except as a measure o f last resort, in which case, in addition to
the rights a child enjoys under sections 12 and 35, the child may be detained only for the shortest
appropriate period o f time, and has the right to be

i. kept separately from detained persons over the age of 18 years; and

ii. treated in a manner, and kept in conditions, that take account o f the
child's age;

h . to have a legal practitioner assigned to the child by the state, and at state ex
pense, in civil proceedings affecting the child, if substantial injustice would otherwise result; and

i. not to be used directly in armed conflict, and to be protected in times of armed
conflict.

2 . A child's best interests are o f paramount importance in every matter concerning the child.

3 . In this section "child" means a person under the age o f 18 years.

29. Education

1. Everyone has the right

a. to a basic education, including adult basic education; and

b. to fiirther education, which the state, through reasonable measures, must make 
progressively available and accessible.

2 . Everyone has the right to receive education in the official language or languages o f  their 
choice in public educational institutions where that education is reasonably practicable. In order to 
ensure the effective access to, and implementation of, this right, the state must consider all reason
able educational alternatives, including single medium institutions, taking into account

a. equity;

b . practicability; and

C. the need to redress the results of past racially discriminatory laws and practices.

3 . Everyone has the right to establish and maintain, at their own expense, independent edu
cational institutions that

a. do not discriminate on the basis o f race;

b. are registered with the state; and
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C. maintain standards that are not inferior to standards at com parable public educa
tional institutions.

4 . Subsection (3) does not preclude state subsidies for independent educational institutions.

30. Language and culture

Everyone has the right to use the language and to participate in the cultural life o f  their choice, but 
no one exercising these rights m ay do so in a m anner inconsistent with any provision o f  the Bill o f  
Rights.

31. Cultural, religious and linguistic com inunities

1. Persons belonging to a cultural, religious or linguistic com m unity m ay not be denied the 
right, w ith other m em bers o f  that com m unity

a . to enjoy their culture, practise their religion and use their language; and

b . to form, jo in  and m aintain cultural, religious and linguistic associations and oth
er organs o f  civil society.

2 . The rights in subsection (1) m ay not be exercised in a m anner inconsistent w ith any pro
vision o f  the Bill o f  Rights.

*2 32. Access to information

1. Everyone has the right o f  access to

a . any inform ation held by the state; and

b . any inform ation that is held by another person and that is required for the exer
cise or protection o f  any rights.

2 . National legislation must be enacted to give effect to this right, and may provide for rea
sonable m easures to alleviate the adm inistrative and financial burden on the state.

*3 33. Just adm inistrative action

1. Everyone has the right to adm inistrative action that is lawful, reasonable and procedurally
fair.

2 . Everyone whose rights have been adversely affected by adm inistrative action has the 
right to be given written reasons.

3 . National legislation m ust be enacted to give effect to these rights, and must

a. provide for the review o f adm inistrative action by a court or, where appropriate,
an independent and impartial tribunal;

b . impose a duty on the state to give effect to the rights in subsections (1) and (2);
and

C. prom ote an efficient administration.

34. Access to courts

Everyone has the right to have any dispute that can be resolved by the application o f  law decided 
in a fair public hearing before a court or, where appropriate, another independent and impartial 
tribunal or forum.

35. Arrested, detained and accused persons

1. Everyone who is arrested for allegedly com m itting an offence has the right

a. to remain silent;

b . to be inform ed prom ptly

i. o f  the right to rem ain silent; and

ii. o f  the consequences o f  not rem aining silent;

C. not to be com pelled to make any confession or adm ission that could be used in
evidence against that person;

d . to be brought before a court as soon as reasonably possible, but not later than
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i. 48 hours after the arrest; or

ii. the end o f the first court day after the expiry of the 48 hours, if  the 48
hours expire outside ordinary court hours or on a day which is not an ordinary court day;

e. at the first court appearance after being arrested, to be charged or to be informed 
of the reason for the detention to continue, or to be released; and

f. to be released from detention if the interests o f justice permit, subject to reason
able conditions.

2 . Everyone who is detained, including every sentenced prisoner, has the right

a. to be informed promptly of the reason for being detained;

b . to choose, and to consult with, a legal practitioner, and to be informed o f this
right promptly;

c. to have a legal practitioner assigned to the detained person by the state and at 
state expense, if  substantial injustice would otherwise result, and to be informed o f this right 
promptly;

d. to challenge the lawfulness of the detention in person before a court and, if the 
detention is unlawful, to be released;

e. to conditions o f detention that are consistent with human dignity, including at 
least exercise and the provision, at state expense, of adequate accommodation, nutrition, reading 
material and medical treatment; and

f. to communicate with, and be visited by, that person's

i. spouse or partner;

ii. next o f  kin;

iii. chosen religious counsellor; and

iv . chosen medical practitioner

3. Every accused person has a right to a fair trial, which includes the right

a. to be informed o f the charge with sufficient detail to answer it;

b . to have adequate time and facilities to prepare a defence;

C. to a public trial before an ordinary court;

d. to have their trial begin and conclude without unreasonable delay;

e. to be present when being tried;

f. to choose, and be represented by, a legal practitioner, and to be informed of this
right promptly;

g. to have a legal practitioner assigned to the accused person by the state and at 
state expense, if  substantial injustice would otherwise result, and to be informed o f this right 
promptly;

h . to be presumed innocent, to remain silent, and not to testify during the proceed
ings;

i. to adduce and challenge evidence;

j .  not to be compelled to give self-incriminating evidence;

k . to be tried in a language that the accused person understands or, if  that is not 
practicable, to have the proceedings interpreted in that language;

1. not to be convicted for an act or omission that was not an offence under either 
national or international law at the time it was committed or omitted;

m . not to be tried for an offence in respect o f an act or omission for which that per
son has previously been either acquitted or convicted;
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n. to the benefit of the least severe o f the prescribed punishments if the prescribed 
punishment for the offence has been changed between the time that the offence was committed and 
the time o f sentencing; and

O. o f  appeal to, or review by, a higher court.

4 . Whenever this section requires information to be given to a person, that information must 
be given in a language that the person understands.

5. Evidence obtained in a manner that violates any right in the Bill o f Rights must be ex
cluded if  the admission o f that evidence would render the trial unfair or otherwise be detrimental
to the administration of justice.

36. Limitation o f rights

1. The rights in the Bill o f Rights may be limited only in terms o f law o f general application 
to the extent that the limitation is reasonable and justifiable in an open and democratic society 
based on human dignity, equality and freedom, taking into account all relevant factors, including

a. the nature of the right;

b . the importance of the purpose of the limitation;

C. the nature and extent o f  the limitation;

d. the relation between the limitation and its purpose; and

e. less restrictive means to achieve the purpose.

2. Except as provided in subsection (1) or in any other provision of the Constitution, no law 
may limit any right entrenched in the Bill o f Rights.

37. States of emergency

1. A state o f emergency may be declared only in terms of an Act o f Parliament, and only 
when

a. the life of the nation is threatened by war, invasion, general insurrection, disord
er, natural disaster or other public emergency; and

b. the declaration is necessary to restore peace and order.

2 . A declaration of a state o f emergency, and any legislation enacted or other action taken in 
consequence of that declaration, may be effective only

a. prospectively; and

b . for no more than 21 days from the date o f the declaration, unless the National 
Assembly resolves to extend the declaration. The Assembly may extend a declaration of a state of 
emergency for no more than three months at a time. The first extension o f the state o f emergency 
must be by a resolution adopted with a supporting vote o f a majority of the members of the As
sembly. Any subsequent extension must be by a resolution adopted with a supporting vote of at 
least 60 per cent o f  the members of the Assembly. A resolution in terms o f this paragraph may be 
adopted only following a public debate in the Assembly.

3. Any competent court may decide on the validity of

a. a declaration o f a state o f emergency;

b . any extension of a declaration of a state o f emergency; or

C. any legislation enacted, or other action taken, in consequence o f a declaration of 
a state of emergency.

4 . Any legislation enacted in consequence o f a declaration o f a state o f emergency may de
rogate fi'om the Bill o f Rights only to the extent that

a. the derogation is strictly required by the emergency; and

b . the legislation

i. is consistent with the Republic's obligations under international law ap
plicable to states o f emergency;
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ii. conforms to subsection (5); and

iii. is published in the national Government Gazette as soon as reasonably 
possible after being enacted.

5 . No Act o f Parliament that authorises a declaration o f a state of emergency, and no legisla
tion enacted or other action taken in consequence o f a declaration, may permit or authorise

a. indemnifying the state, or any person, in respect o f any unlawful act;

b . any derogation from this section; or

C. any derogation from a section mentioned in column 1 of the Table o f Non-
Derogable Rights, to the extent indicated opposite that section in column 3 of the Table.

Table o f  Non-Derogable Rights

1
Section Num ber 2 
Section Title 3 

Extent to which the right is protected
9 Equality With respect to unfair discrimination solely on the grounds o f race, colour, eth
nic or social origin, sex religion or language
10 Human Dignity Entirely
11 Life Entirely
12 Freedom and Security o f the person With respect to subsections (1 )(d) and (e) and (2)(c).
13 Slavery, servitude and forced labour With respect to slavery and servitude
28 Children With respect to:
- subsection (l)(d) and (e);
- the rights in subparagraphs (i) and (ii) o f subsection (l)(g); and
- subsection l(i) in respect o f children o f 15 years and younger
35 Arrested, detained and accused persons With respect to;
- subsections (l)(a), (b) and (c) and (2)(d);
- the rights in paragraphs (a) to (o) of subsection (3), excluding paragraph (d)
- subsection (4); and
- subsection (5) with respect to the exclusion of evidence if  the admission of that evidence would 
render the trial unfair.

6. Whenever anyone is detained without trial in consequence o f a derogation of rights result
ing from a declaration o f a state of emergency, the following conditions must be observed:

a. An adult family member or friend of the detainee must be contacted as soon as 
reasonably possible, and informed that the person has been detained.

b . A notice must be published in the national Government Gazette within five days 
o f  the person being detained, stating the detainee's name and place o f detention and referring to the 
emergency measure in terms o f  which that person has been detained.

C. The detainee must be allowed to choose, and be visited at any reasonable time 
by, a medical practitioner.

d . The detainee must be allowed to choose, and be visited at any reasonable time 
by, a legal representative.

e. A court must review the detention as soon as reasonably possible, but no later 
than 10 days after the date the person was detained, and the court must release the detainee unless 
it is necessary to continue the detention to restore peace and order.

f. A detainee who is not released in terms o f a review under paragraph (e), or who 
is not released in terms o f  a review under this paragraph, may apply to a court for a further review 
o f the detention at any time after 10 days have passed since the previous review, and the court 
must release the detainee unless it is still necessary to continue the detention to restore peace and 
order.

g. The detainee must be allowed to appear in person before any court considering 
the detention, to be represented by a legal practitioner at those hearings, and to make representa
tions against continued detention.

304



h. The state must present written reasons to the court to justify the continued deten
tion of the detainee, and must give a copy of those reasons to the detainee at least two days before 
the court reviews the detention.

7. If a court releases a detainee, that person may not be detained again on the same grounds 
unless the state first shows a court good cause for re-detaining that person.

8. Subsections (6) and (7) do not apply to persons who are not South African citizens and 
who are detained in consequence of an international armed conflict. Instead, the state must comply 
with the standards binding on the Republic under international humanitarian law in respect of the 
detention of such persons.

38. Enforcement of rights

Anyone listed in this section has the right to approach a competent court, alleging that a right in 
the Bill of Rights has been infringed or threatened, and the court may grant appropriate relief, in
cluding a declaration of rights. The persons who may approach a court are -

a. anyone acting in their own interest;

b. anyone acting on behalf of another person who cannot act in their own name;

C. anyone acting as a member of, or in the interest of, a group or class o f  persons;

d. anyone acting in the public interest; and

e. an association acting in the interest of its members.

39. Interpretation of Bill of Rights

1. When interpreting the Bill of Rights, a court, tribunal or forum

a. must promote the values that underlie an open and democratic society based on 
human dignity, equality and freedom;

b. must consider international law; and 

C. may consider foreign law.

2. When interpreting any legislation, and when developing the common law or customary 
law, every court, tribunal or forum must promote the spirit, purport and objects of the Bill of 
Rights.

3. The Bill of Rights does not deny the existence of any other rights or freedoms that are 
recognised or conferred by common law, customary law or legislation, to the extent that they are 
consistent with the Bill.

1. See Sch 6 item 23 (1).
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2. Sub-s. (1) deemed to read as set out in item 23 (2) (a) o f Sch 6 until the legislation envi
saged in sub-s. (2) is enacted. See Sch 6 item 23 (1) for enactment provisions and item 23 (3) for 
lapsing provisions.

3. Sub-ss. (1) and (2) deemed to read as set out in item 23 (2) (b) o f Sch 6 until the legisla
tion envisaged in sub-s. (3) is enacted. See Sch 6 item 23 (1) for enactment provisions and item 23 
(3) for lapsing provisions.

Last modified: 15 October 2004 13:21:46.

Source: South African Constitution, 1997:

http://www.info.gov.za/documents/constitution/index.htm. Accessed: 26 August 2007 at

14h34.Appendix IV.III 

The Maastricht Guidelines

Maastricht Guidelines on Violations o f Economic, Social and Cultural Rights, Maastricht, January 
22-26, 1997.

Introduction

On the occasion o f  the 10th anniversary of the Limburg Principles on the Implementation o f the 
International Covenant on Economic, Social and Cultural Rights (hereinafter 'the Limburg Prin
ciples'), a group o f more than thirty experts met in Maastricht from 22-26 January 1997 at the invi
tation o f the International Commission o f Jurists (Geneva, Switzerland), the Urban Morgan Insti
tute on Human Rights (Cincinnati, Ohio, USA) and the Centre for Human Rights o f the Faculty of 
Law o f Maastricht University (the Netherlands). The objective o f this meeting was to elaborate on 
the Limburg Principles as regards the natiire and scope of violations of economic, social and cul
tural rights and appropriate responses and remedies.

The participants unanimously agreed on the following guidelines which they understand to reflect 
the evolution of international law since 1986. These guidelines are designed to be of use to all who 
are concerned with understanding and determining violations o f economic, social and cultural 
rights and in providing remedies thereto, in particular monitoring and adjudicating bodies at the 
national, regional and international levels.

THE MAASTRICHT GUIDELINES ON VIOLATIONS OF ECONOMIC, SOCIAL AND CUl^ 
TURAL RIGHTS

I The significance o f  economic, social and cultural rights

1. Since the Limburg Principles were adopted in 1986, the economic and social conditions have 
declined at alarming rates for over 1.6 billion people, while they have advanced also at a dramatic 
pace for more than a quarter o f the world's population. The gap between rich and poor has doubled 
in the last three decades, with the poorest fifth o f the world's population receiving 1.4% o f the 
global income and the richest fifth 85%. The impact of these disparities on the lives o f people - 
especially the poor - is dramatic and renders the enjoyment of economic, social and cultural rights 
illusory for a significant portion of humanity.

2. Since the end o f the Cold War, there has been a trend in all regions o f the world to reduce the 
role o f the state and to rely on the market to resolve problems o f human welfare, often in response 
to conditions generated by international and national financial markets and institutions and in an 
effort to attract investments from the multinational enterprises whose wealth and power exceed 
that o f many states. It is no longer taken for granted that the realization of economic, social and 
cultural rights depends significantly on action by the state, although, as a matter o f international 
law, the state remains ultimately responsible for guaranteeing the realization o f these rights. While 
the challenge of addressing violations o f economic, social and cultural rights is rendered more 
complicated by these trends, it is more urgent than ever to take these rights seriously and, there
fore, to deal with the accountability o f governments for failure to meet their obligations in this 
area.
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3. There have also been significant legal developments enhancing economic, social and cultural 
rights since 1986, including the emerging jurisprudence o f the Committee on Economic, Social 
and Cultural Rights and the adoption o f instruments, such as the revised European Social Charter 
of 1996 and the Additional Protocol to the European Charter Providing for a System o f Collective 
Complaints, and the San Salvador Protocol to the American Convention on Human Rights in the 
Area o f Economic, Social and Cultural Rights o f 1988. Governments have made firm commit
ments to address more effectively economic, social and cultural rights within the framework of 
seven UN World Summits conferences (1992-1996). Moreover, the potential exists for improved 
accoimtability for violations o f  economic, social and cultural rights through the proposed Optional 
Protocols to the International Covenant on Economic, Social and Cultural Rights and the Conven
tion on the Elimination o f All Forms o f Discrimination Against Women. Significant developments 
within national civil society movements and regional and international NGOs in the field o f eco
nomic, social and cultural rights have taken place.

4. It is now undisputed that all human rights are indivisible, interdependent, interrelated and of 
equal importance for human dignity. Therefore, states are as responsible for violations of econom
ic, social and cultural rights as they are for violations o f civil and political rights.

5. As in the case o f civil and political rights, the failure by a State Party to comply with a treaty 
obligation concerning economic, social and cultural rights is, under international law, a violation 
o f that treaty. Building upon the Limburg Principles , the considerations below relate primarily to 
the International Covenant on Economic, Social and Cultural Rights (hereinafter "the Covenant"). 
They are equally relevant, however, to the interpretation and application of other norms o f interna
tional and domestic law in the field o f economic, social and cultural rights.

II The meaning o f violations o f economic, social and cultural rights

Obligations to respect, protect and fulfil

6. Like civil and political rights, economic, social and cultural rights impose three different types 
of obligations on States; the obligations to respect, protect and fulfil. Failure to perform any one of 
these three obligations constitutes a violation o f such rights. The obligation to respect requires 
States to refrain fi-om interfering with the enjoyment o f economic, social and cultural rights. Thus, 
the right to housing is violated if the State engages in arbitrary forced evictions. The obligation to 
protect requires States to prevent violations o f such rights by third parties. Thus, the failure to en
sure that private employers comply with basic labour standards may amount to a violation o f the 
right to work or the right to just and favourable conditions of work. The obligation to fulfil re
quires States to take appropriate legislative, administrative, budgetary, judicial and other measures 
towards the full realization of such rights. Thus, the failure o f States to provide essential primary 
health care to those in need may amount to a violation.

Obligations of conduct and of result

7. The obligations to respect, protect and fiilfil each contain elements of obligation o f conduct and 
obligation o f result. The obligation o f conduct requires action reasonably calculated to realize the 
enjoyment o f a particular right. In the case o f the right to health, for example, the obligation o f 
conduct could involve the adoption and implementation o f a plan o f action to reduce maternal 
mortality. The obligation of result requires States to achieve specific targets to satisfy a detailed 
substantive standard. With respect to the right to health, for example, the obligation o f result re
quires the reduction o f maternal mortality to levels agreed at the 1994 Cairo International Confe
rence on Population and Development and the 1995 Beijing Fourth World Conference on Women.

Margin o f discretion

8. As in the case o f civil and political rights. States enjoy a margin o f discretion in selecting the 
means for implementing their respective obligations. State practice and the application of legal 
norms to concrete cases and situations by international treaty monitoring bodies as well as by do
mestic courts have contributed to the development o f universal minimum standards and the com
mon understanding o f the scope, nature and limitation of economic, social and cultural rights. The 
fact that the full realization of most economic, social and cultural rights can only be achieved pro
gressively, which in fact also applies to most civil and political rights, does not alter the namre of 
the legal obligation o f States which requires that certain steps be taken immediately and others as 
soon as possible. Therefore, the burden is on the State to demonstrate that it is making measurable
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progress toward the full realization of the rights in question. The State cannot use the "progressive 
realization" provisions in article 2 o f the Covenant as a pretext for non-compliance. Nor can the 
State justify derogations or limitations o f rights recognized in the Covenant because o f different 
social, religious and cultural backgrounds.

Minimum core obligations

9. Violations o f the Covenant occur when a State fails to satisfy what the Committee on Economic, 
Social and Cultural Rights has referred to as "a minimum core obligation to ensure the satisfaction 
of, at the very least, minimum essential levels o f each o f the rights [...]. Thus, for example, a State 
party in which any significant number o f individuals is deprived o f essential foodstuffs, o f essen
tial primary health care, o f  basic shelter and housing, or o f the most basic forms o f education is, 
prima facie, violating the Covenant." Such minimum core obligations apply irrespective o f the 
availability o f resources o f  the country concerned or any other factors and difficulties.

Availability of resources

10. In many cases, compliance with such obligations may be undertaken by most States with rela
tive ease, and without significant resource implications. In other cases, however, fijll realization of 
the rights may depend upon the availability o f adequate financial and material resources. Nonethe
less, as established by Limburg Principles 25-28, and confirmed by the developing jurisprudence 
of the Committee on Economic, Social and Cultural Rights, resource scarcity does not relieve 
States o f certain minimum obligations in respect o f the implementation o f economic, social and 
cultural rights.

State policies

11. A violation o f economic, social and cultural rights occurs when a State pursues, by action or 
omission, a policy or practice which deliberately contravenes or ignores obligations of the Cove
nant, or fails to achieve the required standard o f  conduct or result. Furthermore, any discrimination 
on grounds o f race, colour, sex, language, religion, political or other opinion, national or social 
origin, property, birth or other status with the purpose or effect o f nullifying or impairing the equal 
enjoyment or exercise o f economic, social and cultural rights constitutes a violation o f the Cove
nant.

Gender discrimination

12. Discrimination against women in relation to the rights recognized in the Covenant, is unders
tood in light o f the standard o f  equality for women under the Convention on the Elimination o f All 
Forms o f Discrimination Against Women. That standard requires the elimination of all forms of 
discrimination against women including gender discrimination arising out o f social, cultural and 
other structural disadvantages.

Inability to comply

13. In determining which actions or omissions amount to a violation of an economic, social or 
cultural right, it is important to distinguish the inability from the unwillingness of a State to comp
ly with its treaty obligations. A State claiming that it is unable to carry out its obligation for rea
sons beyond its control has the burden o f proving that this is the case. A temporary closure of an 
educational institution due to an earthquake, for instance, would be a circumstance beyond the 
control o f the State, while the elimination o f a social security scheme without an adequate re
placement programme could be an example o f unwillingness by the State to fulfil its obligations.

Violations through acts o f  commission

14. Violations of economic, social and cultural rights can occur through the direct action o f States 
or other entities insufficiently regulated by States. Examples of such violations include:

(a) The formal removal or suspension o f legislation necessary for the continued enjoyment o f an 
economic, social and cultural right that is currently enjoyed;

(b) The active denial o f such rights to particular individuals or groups, whether through legis
lated or enforced discrimination;
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(c) The active support for measures adopted by third parties which are inconsistent with eco
nomic, social and cultural rights;

(d) The adoption of legislation or policies which are manifestly incompatible with pre-existmg 
legal obligations relating to these rights, unless it is done with the purpose and effect o f increasing 
equality and improving the realization o f economic, social and cultural rights for the most vulner
able groups;

(e) The adoption o f any deliberately retrogressive measure that reduces the extent to which any 
such right is guaranteed;

(f) The calculated obstruction of, or halt to, the progressive realization o f  a right protected by 
the Covenant, unless the State is acting within a limitation permitted by the Covenant or it does so 
due to a lack o f available resources or force majeure;

(g) The reduction or diversion o f specific public expenditure, when such reduction or diversion 
results in the non-enjoyment o f such rights and is not accompanied by adequate measures to en
sure minimum subsistence rights for everyone.

Violations through acts o f omission

15. Violations of economic, social, cultural rights can also occur through the omission or failure o f 
States to take necessary measures stemming from legal obligations. Examples o f such violations 
include:

(a) The failure to take appropriate steps as required under the Covenant;

(b) The failure to reform or repeal legislation which is manifestly inconsistent with an obligation 
o f the Covenant;

(c) The failure to enforce legislation or put into effect policies designed to implement provisions 
o f the Covenant;

(d) The failure to regulate activities of individuals or groups so as to prevent them from violat
ing economic, social and cultural rights;

(e) The failure to utilize the maximum o f available resources towards the full realization o f the 
Covenant;

(f) The failure to monitor the realization o f economic, social and cultural rights, including the 
development and application o f criteria and indicators for assessing compliance;

(g) The failure to remove promptly obstacles which it is under a duty to remove to permit the 
immediate fulfilment of a right guaranteed by the Covenant;

(h) The failure to implement without delay a right which it is required by the Covenant to pro
vide immediately;

(i) The failure to meet a generally accepted international minimum standard of achievement, 
which is within its powers to meet;

(j) The failure o f a State to take into account its international legal obligations in the field o f 
economic, social and cultural rights when entering into bilateral or multilateral agreements with 
other States, international organizations or multinational corporations.

Ill Responsibility for violations

State responsibility

16. The violations referred to in section II are in principle imputable to the State within whose ju 
risdiction they occur. As a consequence, the State responsible must establish mechanisms to cor
rect such violations, including monitoring investigation, prosecution, and remedies for victims.
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Alien domination or occupation

17. Under circumstances o f alien domination, deprivations of economic, social and cultural rights 
may be imputable to the conduct o f  the State exercising effective control over the territory in ques
tion. This is true under conditions o f colonialism, other forms o f alien domination and military 
occupation. The dominating or occupying power bears responsibility for violations o f economic, 
social and cultural rights. There are also circumstances in which States acting in concert violate 
economic, social and cultural rights.

Acts by non-state entities

18. The obligation to protect includes the State's responsibility to ensure that private entities or 
individuals, including transnational corporations over which they exercise jurisdiction, do not de
prive individuals o f their economic, social and cultural rights. States are responsible for violations 
o f economic, social and cultural rights that result from their failure to exercise due diligence in 
controlling the behaviour o f such non-state actors.

Acts by international organizations

19. The obligations o f States to protect economic, social and cultural rights extend also to their 
participation in international organizations, where they act collectively. It is particularly important 
for States to use their influence to ensure that violations do not result from the programmes and 
policies o f the organizations o f which they are members. It is crucial for the elimination o f  viola
tions o f economic, social and cultural rights for international organizations, including international 
financial institutions, to correct their policies and practices so that they do not result in deprivation 
o f economic, social and cultural rights. Member States o f such organizations, individually or 
through the governing bodies, as well as the secretariat and nongovernmental organizations should 
encourage and generalize the trend o f several such organizations to revise their policies and pro
grammes to take into account issues of economic, social and cultural rights, especially when these 
policies and programmes are implemented in countries that lack the resources to resist the pressure 
brought by international institutions on their decision-making affecting economic, social and cul
tural rights.

IV Victims o f  violations 

Individuals and groups

20. As is the case with civil and political rights, both individuals and groups can be victims o f  vi
olations of economic, social and cultural rights. Certain groups suffer disproportionate harm in this 
respect such as lower-income groups, women, indigenous and tribal peoples, occupied popula
tions, asylum seekers, refijgees and internally displaced persons, minorities, the elderly, children, 
landless peasants, persons with disabilities and the homeless.

Criminal sanctions

21. Victims o f violations o f economic, social and cultural rights should not face criminal sanctions 
purely because o f their status as victims, for example, through laws criminalizing persons for be
ing homeless. Nor should anyone be penalized for claiming their economic, social and cultural 
rights.

V Remedies and other responses to violations 

Access to remedies

22. Any person or group who is a victim of a violation o f an economic, social or cultural right 
should have access to effective judicial or other appropriate remedies at both national and interna
tional levels.

Adequate reparation
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23. All victims o f violations o f economic, social and cultural rights are entitled to adequate repara
tion, which may take the form o f restitution, compensation, rehabilitation and satisfaction or guar
antees o f  non-repetition.

No official sanctioning o f violations

24. National judicial and other organs must ensure that any pronouncements they may make do not 
result in the official sanctioning o f a violation of an international obligation of the State concerned. 
At a minimum, national judiciaries should consider the relevant provisions o f international and 
regional human rights law as an interpretive aide in formulating any decisions relating to viola
tions o f economic, social and cultural rights.

National institutions

25. Promotional and monitoring bodies such as national ombudsman institutions and human rights 
commissions, should address violations o f economic, social and cultural rights as vigorously as 
they address violations of civil and political rights.

Domestic application o f international instruments

26. The direct incorporation or application o f international instruments recognizing economic, 
social and cultural rights within the domestic legal order can significantly enhance the scope and 
effectiveness o f remedial measures and should be encouraged in all cases.

Impunity

27. States should develop effective measures to preclude the possibility o f impunity o f any viola
tion of economic, social and cultural rights and to ensure that no person who may be responsible 
for violations of such rights has immunity from liability for their actions.

Role of the legal professions

28. In order to achieve effective judicial and other remedies for victims o f violations o f economic, 
social and cultural rights, lawyers, judges, adjudicators, bar associations and the legal community 
generally should pay far greater attention to these violations in the exercise of their professions, as 
recommended by the International Commission of Jurists in the Bangalore Declaration and Plan of 
Action o f 1995.

Special rapporteurs

29. In order to fiirther strengthen international mechanisms with respect to preventing, early warn
ing, monitoring and redressing violations of economic, social and cultural rights, the UN Commis
sion on Human Rights should appoint thematic Special Rapporteurs in this field.

New standards

30. In order to further clarify the contents o f States obligations to respect, protect and fulfil eco
nomic, social and cultural rights. States and appropriate international bodies should actively pursue 
the adoption of new standards on specific economic, social and cultural rights, in particular the 
right to work, to food, to housing and to health.

Optional protocols

31. The optional protocol providing for individual and group complaints in relation to the rights 
recognized in the Covenant should be adopted and ratified without delay. The proposed optional 
protocol to the Convention on the Elimination o f All Forms o f Discrimination Against Women 
should ensure that equal attention is paid to violations of economic, social and cultural rights. In 
addition, consideration should be given to the drafting o f an optional complaints procedure under 
the Convention on the Rights of the Child.

Documenting and monitoring
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32. Documenting and monitoring violations o f  economic, social and cultural rights should be car
ried out by all relevant actors, including NGOs, national governments and international organiza
tions. It is indispensable that the relevant international organizations provide the support necessary 
tor the implementation o f  international instruments in this field. The mandate o f  the United N a
tions High Commissioner for Human Rights includes the promotion o f economic, social and cul
tural rights and it is essential that effective steps be taken urgently and that adequate staff and fi
nancial resources be devoted to this objective. Specialized agencies and other international organi
zations working in the economic and social spheres should also place appropriate emphasis upon 
economic, social and cultural rights as rights and, where they do not already do so, should contri
bute to efforts to respond to violations o f these rights.

04-03-1997; MCHR 97-124
(Source: University o f Minnesota Human Rights Library:
http://wwwl .umn.edu/humanrts/instree/Maastrichtguidelines .html. Accessed: 26 August 2007 at 
14h47.)
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