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Abstract 

The paper begins by highlighting the suffering reputation of the IMF in today’s global economy and 
the need for reform to return the IMF to a respected organisation. It then goes on to introduce the 
notion of behavioural finance and the role this new dynamic psychology has played in warping the 
effectiveness of IMF policies and actions. The paper concludes by offering a four pronged solution to 
restructuring the IMF and thus restoring international confidence in the organisation. 

Recommendations 

1. Negotiate with the United States to Achieve Reform 

2. Prudency - Eliminate Moral Hazard 

3. Bailout Package Restructuring 

4. Earlier Intervention - The Central Bank Approach 

Introduction 

Does the IMF as a regulator of the international monetary system provide economies with the 
security to make risky and unsound decisions? Does the case of Lehmann Brother’s bankruptcy in 
the United States send a message to firms that they aren’t ‘too big to fail?’ Does the nature of the 
IMF as a safeguard, lead to an economic system of poor management and unsustainable 
government debt; the very system that the IMF was created to prevent? This paper will examine the 
timing and magnitude of IMF loan facilities using Greece as the primary case study. In 2010, the IMF 
introduced its first financial injection into the Greek economy by complying to a stand-by 
arrangement of approximately $US 40 billion to be implemented over a three year span. Just less 
than two years later, the IMF approved another financial support package valued at $US 36 billion 
through the IMF’s Extended Fund Facility. The achievements of these injections: Greece’s Debt to 
GDP stands at 175%, the highest level the country has ever experienced. This paper will suggest a 
more forward looking approach to financial intervention by the IMF. It will suggest strategies and 
criteria that the IMF could adopt to better promote financial stability with an emphasis on using its 
funds more efficiently. 

Identifying the Problem 

The first step to solving a problem is to firstly identify that a problem exists. If the true extent of 
Greece’s financial problems were identified earlier by its euro partners and the IMF and immediate 
action was undertaken, the situation in Greece could have been remedied far more swiftly, with less 
sacrifice needed by all parties involved in the crisis. What added to the complexity of identifying the 
magnitude of the Greek crisis was the level of Greek government debt that remained hidden from 
the public eye. When George Papandreou came to power in Greece in 2009 under a new socialist 
regime, Papandreou claimed that the debt levels he inherited were almost three times that reported 
by the previous government.1 Figure 1.1 demonstrates Greece’s historic debt to GDP levels over the 
last decade.2  

                                                           
1 M Breen, The politics of IMF lending, in , 1st ed., Houndmills, Basingstoke, Hampshire, Palgrave Macmillan, 
2013. 
2 Trading Economies, Greece Government Debt to GDP, in , , 2014, 
<http://www.tradingeconomics.com/greece/government-debt-to-gdp> [accessed 8 September 2014]. 
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Figure 1.1 

 

On April 11, 2010, Greece’s euro partners agreed on a financial support package to prop up Greece 
and assist them honouring their government debt repayments and not defaulting. This action came 
after Greece had already experienced significant rises in their debt levels. In 2005, their debt was 
98.6% of GDP jumping to approximately 125% of GDP by 2009. Surprisingly, at the time when 
Greece’s fellow European Union (EU) members felt the need to lend to the struggling Greek 
economy, the IMF still remained on the sidelines. IMF managing director Dominique-Strauss Khan 
commented ‘The IMF stands ready to join the effort to the extent needed and requested by Greek 
authorities.’3 The lack of early financial intervention by the IMF allowed the Greek crisis to gather 
momentum and steam. By the time the IMF had intervened and approved emergency lending to 
Greece, the magnitude and scale of the crisis had become untenable and a long road of reform and 
austerity would need to follow to repair the Greek economy.  

Figure 1.2 also gives snapshot of the prevailing decline in the health of the Greek economy many 
years before any IMF financial intervention.4 The graph demonstrates Greece’s steadily declining 
GDP growth with significant decline between the years 2006-2009, all warning signs of a struggling 
economy that shouldn’t have been ignored by the IMF even amidst a global financial crisis.  

  

                                                                                                                                                                                     
 
3 International Monetary Fund, Statement by IMF Managing Director Dominique Strauss-Kahn on Greece, in, 
2010, <https://www.imf.org/external/np/sec/pr/2010/pr10143.htm> [accessed 8 September 2014]. 
 
4 Trading Economies, Greece GDP Annual Growth Rate, 2014, 
<http://www.tradingeconomics.com/greece/gdp-growth-annual> [accessed 8 September 2014]. 
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Figure 1.25 

 

The above evidence sufficiently demonstrates the dire state of the Greek economy in the years 
leading up to and including the global financial crisis. In the 2010 financial support package to 
Greece, the IMF agreed to a special drawing rights (SDR) loan equivalent to approximately $US 40 
billion. In tandem with this contribution from the IMF, Greece’s European allies also contributed a 
staggering $US 105 billion in bilateral loans in an attempt to restore confidence in the Greek 
financial market and to allow Greece to achieve more sustainable debt levels. As part of the IMF’s 
long term vision to enable Greece to obtain sustainable debt levels, the IMF approved a further $US 
36 billion loan under its extended Fund Facility on May 9, 2012. Together these financial packages 
totalled a whopping $US 181 billion and represented the largest loan package to a single country 
proportionate to size in the IMF’s history. It can’t be denied that these funds have facilitated 
recovery in Greece and have reduced fiscal debt and also made Greece more competitive. Greece’s 
debt to GDP however, has spiked from 2013 to 2014, jumping from 157% to 175%, Greece’s highest 
ever debt level. This is very concerning for all parties invested in the recovery in Greece as the 
mission to return Greece’s debt to sustainable levels looks further out of reach. Is the IMF’s target of 
124% too ambitious and unattainable? Would funding of this scale be required if the IMF had 
intervened earlier and thereby reduced the scale of the crisis?  

Behavioural Finance and Momentum 

The financial landscape is changing, as the widely accepted efficient markets theory is being 
questioned, and a new theory of finance is emerging, introducing market psychology and the ‘animal 
spirits’. ‘We will never really understand important economic events unless we confront the fact that 
their causes are largely mental in nature.’6 Martin Sewell defines behavioural finance as ‘the study of 
the influence of psychology on the behaviour of financial practitioners and the subsequent effect on 

                                                           
5 Trading Economies, Greece GDP Annual Growth Rate, 2014, 
<http://www.tradingeconomics.com/greece/gdp-growth-annual> [accessed 14 September 2014]. 
6 G Akerlof & R Shiller, Animal spirits, in , 1st ed., Princeton, Princeton University Press, 2009. 
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markets.’7 Organisations like the IMF need to adapt to this changing nature of finance in their policy 
and decision making as their choices have large influences over the global economy.8 The IMF’s 
current policy implementation in Greece is focused on market discipline, more prudent spending to 
achieve sustainable debt, and aims for Greece to become a more competitive economy. Some 
scholars believe however, that this conventional policy making is out-dated and less effective in 
today’s global economic climate.9 ‘Reform targeting the enhancement of market discipline will prove 
less effective because they [conventional policies] ignore the behavioural elements of the crisis.’10  

Figure 2.1  Bin Laden Death Causes Futures Spike (2011)11 

 

 

 

 

 

 

 

 

 

Figure 2.1 below highlights the strong surge in the futures market in response to the news of Osama 
Bin Laden’s death. It demonstrates the enormous influence that confidence has on the market and 
highlights the need for IMF and other key policy makers to encompass elements on behavioural 
finance in decision making going forward. The new psychological dimension to finance means that 
the IMF must focus on market sentiment and bolster it if necessary to prevent a full scale crisis 
emerging. Robert Schiller, expert on behavioural finance, states ‘the subprime crisis was essentially 
psychological in nature as are all bubbles.’12 Early in the Greek crisis, Nobel Prize winner in 
economics, Joseph Stiglitz, remarked ‘the large union countries must explain to the markets that 
they are standing alongside Greece and will come to its rescue if necessary. If they are convincing, 
the situation will return to normal and they will not have to pay out a single Euro.’13 In hindsight, we 
know that the crisis was far more serious than Stiglitz was acknowledging here, however the 
principle of restoring confidence to the marketplace before it becomes pessimistic, can prevent a 
crisis from ever emerging.  

                                                           
7 Sewell, M. (2007). Behavioural finance. University of Cambridge. 
8 R MacDonald, 'Experts call for reform of the International Monetary Fund', in The Lancet, vol. 370, 2007, 
1749-1750, <http://dx.doi.org/10.1016/s0140-6736(07)61734-6> [accessed 15 September 2014]. 
9 C Cottarelli, 'Efficiency and legitimacy: Trade-offs in IMF governance', in IMF Working Paper, , 2005. 
10 E Avgouleas, 'The global financial crisis, behavioural finance and financial regulation: in search of a new 
orthodoxy', in Journal of Corporate Law Studies, vol 9, 2009, 23--59. 
11 Business Insider Australia, US Stock Futures Surge On News Of Bin Laden Death, in , , 2011, 
<http://www.businessinsider.com.au/us-stock-futures-surge-on-news-of-bin-laden-death-2011-5> [accessed 8 
September 2014]. 
12 R Shiller, The subprime solution, in , 1st ed., Princeton, N.J., Princeton University Press, 2008. 
13 J Stiglitz, 'Europe must make it clear that it is standing alongside Greece', in La Tribune, 2010. 
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Critical Assessment of IMF Effectiveness 

As the global economic landscape is evolving through the era of globalisation, the IMF must adapt 
simultaneously. The interconnection of economies around the world was realised in the 2009 Global 
Financial Crisis (GFC) as the reduced time lag of financial shocks led a US based subprime mortgage 
crisis to cause a global recession. This crisis and the continuing global recovery stresses the 
important role that the IMF must continue to play as an organisation promoting global financial 
stability. ‘The world needs a strong and effective International Monetary Fund (IMF) as the principal 
multilateral institution responsible for international economic and financial stability.’14 Although 
there is a growing consensus for the pivotal role the IMF will play over the next decade in promoting 
a stable international monetary system, the IMF is under severe fire for its management and the 
effectiveness of its policy implementation. ‘The IMF faces an identity crisis.’15 ‘It’s experiencing 
‘continued widespread dissatisfaction with its ability to adapt sufficiently to the changing needs of 
the system.’16 The IMF has been criticized heavily for its management of Turkey’s financial distress in 
2000, the Asian financial crisis in 1997 and the ongoing reform in the Russian economy. The common 
point in these criticisms is the IMF’s failure to adapt, which leaves their policies focused on the 
regulatory side only, often hindered by local politics and a lack of holistic effectiveness. ‘The kinds of 
reforms promoted by the fund are incomplete, insofar as they focus only on the regulatory role of 
the state, neglecting issues relating to income distribution and longer-term development.’17  

Professor of Political Science at Penn, Devesh Kapur, is critical of the IMF’s role in the Asian financial 
crisis of 1997 and comments ‘the realities of local politics often resulted in outcomes that were 
socially regressive, economically myopic and only modestly able to put a country back on a 
sustainable growth path.’18 Barry Eichengreen, Professor of Economics at the University of California, 
agrees with Kapur, arguing, ‘[the IMF] is a rudderless ship adrift a sea of liquidity.’19 Since the Asian 
financial crisis of 1997, these Asian economies have yet to return to their previous currency levels 
against the US dollar, representing the IMF’s failure to facilitate long term economic recovery in the 
region. Kapur points out that the IMF was publicly confident about the strength of the fundamentals 
in the Asian region less than a year before the crisis struck. This inability of the IMF to forecast 
financial crises then questions their ability to solve and shut down these problems. ‘If the IMF’s 
predictions were so wrong, why should it’s prescriptors be any better?’20 Kapur further stresses the 
political inefficiency in IMF reform, stating that ‘fund programs frequently served to mask the 
actions of the same politicians and policymakers who were largely responsible for their countries’ 
predicaments.’21 This suspicion of political interference in IMF objectives is also shared by Gould-

                                                           
14 E Truman, A strategy for IMF reform, in, 1st ed., Washington, DC, Institute for International Economics, 
2006. 
15 E Truman, A strategy for IMF reform, in, 1st ed., Washington, DC, Institute for International Economics, 
2006. 
16 E Truman, A strategy for IMF reform, in, 1st ed., Washington, DC, Institute for International Economics, 
2006. 
17 C Alper & Z Alper, 'Emerging Market Crises and the IMF: Rethinking the Role of the IMF in Light of Turkey's 
2000–2001 Financial Crisis', in Canadian Journal of Development Studies/Revue canadienne d'études du 
développement, vol 24, 2003, 267-284, <http://dx.doi.org/10.1080/02255189.2003.9668916> [accessed 8 
September 2014]. 
18 D Kapur, 'The IMF: A Cure or a Curse?', in Foreign Policy, , 1998, 114, <http://dx.doi.org/10.2307/1149382> 
[accessed 8 September 2014]. 
19 B Eichengreen, 'The IMF adrift on a sea of liquidity', in Reforming the IMF for the 21st Century, , 2006. 
20 D Kapur, 'The IMF: A Cure or a Curse?', in Foreign Policy, , 1998, 114, <http://dx.doi.org/10.2307/1149382> 
[accessed 8 September 2014]. 
21 D Kapur, 'The IMF: A Cure or a Curse?', in Foreign Policy, , 1998, 114, <http://dx.doi.org/10.2307/1149382> 
[accessed 8 September 2014]. 
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Davies and Woods in regards to the case of Russia and its continued economic reform. ‘The IMF may 
well have also inadvertently facilitated the rise of political forces which are today opposed to the 
second phase of reforms which Russia so desperately needs.’22 Even the United States, the IMF’s 
most dominant member, openly questions the role the IMF is playing in today’s economy. ‘The IMF 
is asleep at the wheel on its most fundamental responsibility, exchange rate surveillance, which is 
very unhealthy for both the institution and the international monetary system,’23 warned the US 
Treasury. This analogy of the IMF appears to be uncannily accurate, as the IMF now faces a situation 
where member countries are ‘jumping ship’ because they believe they are not getting a fair share of 
power in the IMF. Emerging economies have begun forming their own organisations to rival the IMF 
in order to get their voice heard. European member countries in the IMF acknowledge the emerging 
economies and are in favour of allowing reform to pass that will allocate a greater voting power and 
quota for these growing economies. For change reform to pass in the IMF however, a 
‘supermajority’ vote is required, that being 85%.24 Conveniently, the US maintains a 16% share of 
power in the IMF and is using this power to veto this reform from passing. This reflects how the IMF 
was created to serve the US, after it emerged from the Bretton Woods negotiations.25 The IMF’s 
reputation continues to suffer as long as these emerging economies continue to hold only trivial 
power in relation to the size of their economies. There is a great need for reform, most urgently for 
the US to relinquish their overarching control in the IMF. This issue is high on the agenda at this 
year’s G20 summit in Brisbane, Ultimately, there is strong consensus that the IMF has lost its way 
and is in urgent need of reform. The question is, what can be done to restore credibility and 
effectiveness to a once prominent and world-leading organisation?  

Moral Hazard in IMF Funding 

Two farmers meet. ‘I have just insured myself against fire and hail,’ says one. ‘I can see your point 
about fire,’ replies the other, ‘but how do you make hail?’26 

The issue of moral hazard, stemming from the IMF acting as a lender of last resort in the 
international monetary system, is becoming far more prominent. Moral hazard, as it pertains to the 
IMF, questions whether the availability of fund support encourages imprudent risks to be taken.27 It 
is this issue that has also plagued governments in deciding whether to let banks and large financial 
institutions go bankrupt in the case of a financial meltdown. The most recent example of this is the 
collapse of Lehmann Brothers as a result of the Global Financial Crisis in 2009 and the decision by 
the US government to allow them to collapse.28 This action sends a message to the private sector 
that no institution is ‘too big to fail.’ It provides a great incentive for firms to conduct prudent and 
sound risk management techniques because they cannot rely on the government for financial 
support in times of crisis. In the case of the IMF, economies are effectively being encouraged to take 
on more adventurous and unsustainable economic endeavours because they know the IMF will 

                                                           
22 N Gould-Davies & N Woods, 'Russia and the IMF', in International Affairs, vol 75, 1999, 1--21. 
23 T Adams, 'The IMF: back to basics', in Reforming the IMF for the 21st Century, , 2006, 133--38. 
24 D Leech, 'Members' voting power in the governance of the International Monetary Fund', in University of 
Warwick. Centre for the Study of Globalisation and Regionalisation, 2001. 
25 E Popke, 'Recasting geopolitics: the discursive scripting of the International Monetary Fund', in Political 
Geography, vol. 13, 1994, 255--269. 
26 R Vaubel, 'The Moral Hazard of IMF Lending', in The World Economy, vol 6, 1983, 291-304, 
<http://dx.doi.org/10.1111/j.1467-9701.1983.tb00015.x> [accessed 8 September 2014]. 
27 T Lane & S Phillips, Does IMF financing result in moral hazard?, in , 1st ed., [Washington, D.C.], International 
Monetary Fund, Policy Development and Review Dept., 2000. 
28 J Tibman, Murder of lehman brothers, an insider's look at the global meltdown, in , 1st ed., [S.l.], Brick Tower 
Press, 2013. 
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provide a bailout over and above a country’s designated quota; as much as needed to return them 
to sustainable levels. ‘Ready access to foreign exchange lowers the incentives of governments to 
pursue policies which will avoid such crises.’29 In the example of Greece, the IMF has given Greece 
financial resources equivalent to 32 times their quota as designated by the IMF.30 By the IMF 
ignoring its policy criteria in approving financial bailout packages, it is sending a signal to other 
economies that the IMF will give them unquestionable access to its pit of liquidity. ‘The IMF is seen 
admitting that it allowed Greece to receive assistance despite not fully qualifying for it under IMF 
rules.’31 ‘It seems inevitable that the availability of Fund support would dull countries’ incentives to 
take preventative action to avoid a crisis.’32 The issue of IMF induced moral hazard is something the 
organisation must address to prevent countries from being so dependent on IMF support. The 
workload of the IMF, would therefore be reduced also, with fewer countries requiring their aid. The 
fund must address the question of whether the additional risks associated with moral hazard 
outweigh the benefit of the Fund’s financial assistance and for how long the IMF will continue to 
payout arsonists.33  

A Four-Pronged Approach to IMF Issues 

I will endeavour to justify a four-pronged solution to enable the IMF to address its need for change, 
and rebuild its reputation in the eyes of its member countries. Although the IMF faces an ‘identity 
crisis’ and is under enormous pressure to initiate reform, the need for an overseer of the 
International Monetary System has never been stronger. China, the new economic superpower, has 
experienced a slow-down in growth .In tandem with this, the euro Area remains very weak 
fundamentally. Countries such as Argentina, Portugal, Greece and Spain all maintain unsustainable 
debt levels, and rely heavily on Germany and the UK to carry them forward. The US has a more 
positive outlook amidst recent growth figures, but still remains in a volatile and uncertain position. 
In this shaky global economic climate, the IMF needs to provide stability and ensure the global 
economy doesn’t experience a ‘double dip’ recession as it still attempts to recover from the Global 
Financial Crisis of 2009.  

1. Negotiate with the US to Achieve Reform 

The first and most pressing action on the IMF’s agenda should be to apply more and more pressure 
to the US to ensure the voting structure reform can pass US Congress, and therefore pass in the IMF. 
It is neither in the interests of the United States nor the IMF that this stalemate continues, as under-
represented emerging economies urgently seek other options, breaking away from the IMF. The US 
is a major stakeholder in the IMF, holding 16% of the voting share, which means they have a vested 
interest in the IMF’s success and prominence as the leading organisation for international monetary 
stability. Indirectly, the US’s inability to pass this reform through Congress is preventing the IMF 
from initiating vital change, rendering the Fund effectively redundant until these changes pass. 
‘Congress plays a pivotal role in determining the IMF reform agenda. Under United States Law, 
specific congressional authorization is required for the US to consent to change the quota in the 

                                                           
29 James raymond 
30 A Giovannini, 'Bretton Woods and its precursors: rules versus discretion in the history of international 
monetary regimes', in University of Chicago Press, , 1993, 109--154. 
31 Investor's Business Daily, 'IMF on Greek bailout: oops', in , , 2013, <http://news.investors.com/060513-
658962-imf-on-greek-bailout-oops.htm> [accessed 8 September 2014]. 
32 T Lane & S Phillips, Does IMF financing result in moral hazard?, in , 1st ed., [Washington, D.C.], International 
Monetary Fund, Policy Development and Review Dept., 2000. 
33 T Lane & S Phillips, Does IMF financing result in moral hazard?, in , 1st ed., [Washington, D.C.], International 
Monetary Fund, Policy Development and Review Dept., 2000. 
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fund.’34 Without resolving this issue, the IMF faces a situation not dissimilar to the situation in which 
a government can’t function because its money bills are being blocked. In order to move forward, it 
is this reform issue that the IMF must place of highest importance and persist until it is resolved. 

2. Prudency - Eliminate Moral Hazard 

The IMF, in its most basic form, is an organisation designed to promote international financial 
stability through the implementation of conservative and prudential economic measures. It was 
designed to assist and steer economies with weak fundamentals. The IMF however, has consistently 
provided financial support in significantly larger quantities than outlined in their quota system. This 
raises the question of moral hazard, as countries feel they can count on the IMF to provide as much 
funding as necessary, regardless of the quota that they are assigned by the IMF. This represents a 
deep hypocrisy entangled in the roots of the IMF. How can the IMF expect its member countries to 
implement prudent and sustainable economic measures, if the IMF itself continues to break its own 
rules of economic management? Surely, if it expects prudent economic management by its member 
countries, it must lead by example and engage in prudent economic management itself. To solve this 
issue, the IMF must place a greater importance on its own funding rules, and must commit to them 
through action. Member countries will therefore realise the IMF will not to allow them access to a 
bottomless pit of funding, but rather they must use their allocated quota of funds efficiently and 
effectively. This is the best way the IMF can promote prudency in economic management. It is 
transparent and structured, and removes political interference in IMF bail outs. It gives member 
countries independence and motivates them to use IMF funds more efficiently.  

3. Bailout Package Restructuring  

Currently, the IMF has been heavily criticized for the inefficiency of its bail out packages, as they 
have been found to be influenced by domestic politics, ignoring social effects and outcomes. Some 
IMF packages have been found to have had detrimental effects on the recipient economy. ‘The 
lender is expected to acknowledge it badly underestimated the economic harm that its austerity 
demands inflicted on Greece.’35 The IMF must reform conditionality, as outlined by Eldar in the 
Journal of International Economic Law.36 Eldar proposed that countries seeking financial assistance 
design the loan conditions themselves. This would allow each financial program to be tailored to the 
needs of the struggling economy, rather than to what the IMF considers the needs of that country to 
be. ‘It promotes both the transparency and accountability of the IMF, and the participation of 
developing countries.’37 It would also promote independence as more responsibility is allocated to 
the participating country, a positive step towards the country achieving financial independence. ‘It 
induces countries to initiate effective economic reforms whilst maintaining their economic 
sovereignty.’38 I would extend this mediation stage further by suggesting a bid/offer negotiation 
between the IMF and the economy requiring assistance. In this way, member countries and the IMF 
will share the responsibility of designing a fair and equitable fund program that will reflect both the 
needs of the recipient country and the standards of the IMF. By adopting this method of 

                                                           
34 J Roberts, 'Congress Should Block the Morally Hazardous IMF ‘Reform’Package', in Heritage Foundation Issue 
Brief, 2014. 
35 Investor's Business Daily, 'IMF on Greek bailout: oops', in , , 2013, <http://news.investors.com/060513-
658962-imf-on-greek-bailout-oops.htm> [accessed 8 September 2014]. 
36 O Eldar, 'Reform of IMF Conditionality A Proposal for Self-Imposed Conditionality', in Journal of International 
Economic Law, vol 8, 2005, 509--549. 
37 O Eldar, 'Reform of IMF Conditionality A Proposal for Self-Imposed Conditionality', in Journal of International 
Economic Law, vol 8, 2005, 509--549. 
38 O Eldar, 'Reform of IMF Conditionality A Proposal for Self-Imposed Conditionality', in Journal of International 
Economic Law, vol 8, 2005, 509--549. 
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restructuring their bailout packages, the IMF will be taking a step towards promoting responsibility 
and independence in their member economies whilst also ensuring that each package is created in 
the best interests of the recipient country.  

4. Earlier Intervention - The Central Bank Approach 

In Australia, arguably one of the most well respected economic organisations is the Reserve Bank of 
Australia (RBA). It continues to effectively achieve its inflation target of 2-3%, consistent economic 
growth results, and currency stability. This is extremely difficult in the current economic climate 
where financial shocks spread rapidly across borders. ‘The only good central bank is one that can say 
no to politicians.’39 The RBA’s success can be attributed to its ability to remove political influence 
from any of its processes, but more holistically through its ability to effectively forecast and react to 
changes as they happen in the economy. Every central bank works by constantly adjusting interest 
rates in order to meet a variety of economic measures to assess the health of the economy in 
question. I would like to propose that the IMF view their future role with the central bank approach 
in mind. Central banks are constantly active in the economy conducting domestic market operations 
to reduce volatility in the economy, and direct it on a smooth path forward. I propose that the IMF 
adopt features of intervention in this way. They should be constantly active and implement financial 
packages on a smaller scale in the early stages of the breakout of a crisis before it is allowed to 
gather momentum. If the IMF reformed the conditionality of its bailout packages and intervened in 
weakened economies earlier, the recipient economy would be better served with a faster, a more 
effective and a better tailored support package to set them on the road to recovery and economic 
independence.  

Implications for Australia 

Ultimately, amidst a shaky and uncertain global economy, the need for an efficient and reliable 
organisation promoting stability of the international monetary system has never been greater. For 
the IMF to fulfil this role, it must accept its mistakes of the past and initiate reform to ensure that 
these shortcomings are not repeated. By first targeting the structural inefficiency caused by the US 
in blocking essential reform, the IMF can alleviate pressure and can then turn its focus to more 
essential monitoring of the global economy. The IMF’s pending success on this issue remains critical 
for Australia, a 1.5% stakeholder in the IMF as of 30 June, 2009.40 The risk for Australia is that the 
IMF becomes redundant, as under-represented countries are rapidly forming alternate organisations 
to attain their fair voting power and quota size. As an investor in the IMF, Australia must continue to 
ensure the sustainability of the IMF as an organisation. Australia’s first priority should be to heighten 
pressure on negotiations with the US at the G20 summit in Brisbane later this year to overcome this 
issue and allow the IMF the freedom it needs to enact change and head towards a more prosperous 
future.  

 

  

                                                           
39 S Eijffinger & J Haan, The political economy of central-bank independence, in , 1st ed., Princeton, N.J., 
International Finance Section, Dept. of Economics, Princeton University, 1996. 
40 Treasury.gov.au, 'Section 2: Australia's interactions with the International Monetary Fund | The Treasury', in 
, , 2014, <http://www.treasury.gov.au/PublicationsAndMedia/Publications/2011/Australia-and-the-
IFIs/Australia-and-the-IFIs/Section-2-Australias-interactions-with-the-International-Monetary-Fund> [accessed 
8 September 2014]. 
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