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Executive Summary

e The International Monetary Fund (IMF) was created in the wake of the Great Depression to promote
stability in global financial markets.

e Nearly all countries are members of the IMF, but the United States is the largest cumulative contributor to
the IMF at $155 billion and the largest voting bloc—holding effective veto power for many decisions.

e The United States increased its support for the IMF after the 2008 financia crisis, giving it great influence
over the IMF swork going forward.

Introduction

The G20 annual meeting, held for 2018 in Bali in October, attracted perhaps more attention than usual in the
wake of the International Monetary Fund (IMF) downgrade of the forecast of globa economic growth from
3.9 percent to 3.7 percent. Additionally, the IMF projects the U.S. economy to grow 2.9 percent this year, as
expected, but predicts that U.S. growth will slow to 2.5 percent next year due to the impacts of trade disputes
with China and as benefits felt from recent tax cuts wear off.

This downgrade highlights questions about the state of the global economy, but it also serves asatimely
reminder of the work of the IMF itself.

Just what isthe IMF? Where did it come from, and what does it do? And what is the role of the United Statesin
it? These fundamental questions are worth exploring from the perspective of both international economics and
domestic fiscal policy.

History

The Great Depression, the most severe financial crisis of the 20th century, caused worldwide gross domestic
product (GDP) to fall an estimated 15 percent in the early 1930s and international trade to contract by 14 percent
. Between 1929 and 1933, more than 5,000 banks failed. In many countries the impacts were felt until (and
contributed to) the Second World War. The collapse of the international financial system caused by the
combination of the Great Depression and the Second World War spurred the need to rebuild a more resilient
global financial system.

In 1944, the U.S. government invited Allied nations to send representatives to a conference on international
monetary policy at Bretton Woods in New Hampshire. John Maynard Keynes of the British Treasury and Harry
Dexter White of the U.S. Treasury were the driving forces behind the conference. (Interestingly, White was later
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confirmed to have been a Soviet informant). The purpose of the conference was to promote open markets; U.S.
Treasury Secretary Henry Morgenthau declared the conference would end economic nationalism.

The Bretton Woods conference resulted in the creation of the IMF, the International Bank for Reconstruction
and Development (IBRD), and a number of other recommendations for international cooperation. The key
element to the conference was the introduction of a system for convertible currencies at fixed exchange rates,
pegged to gold, with the dollar redeemable for gold at $35 an ounce. The IMF oversaw this currency exchange
system, and it also controlled access to the IBRD (as membership of the IBRD was not possible without
membership of the IMF). The IBRD was the key international body financing reconstruction vialoansin the
wake of the Second World War.

The Bretton Woods system persisted until the 1970s, when the United States unilaterally ended the
convertibility of the U.S. dollar to gold in what was known as the Nixon shock. At this point the IMF s mission
shifted to supporting the still-current system of floating exchange rates, where the market itself determines
currency values relative to each other.

ThelMF Today

As Sundeep Reddy put it, “ You can really think of the IMF as a cross between the United Nations, which has
187 nations on it and a global financial regulator.”

Activities
The IMF classifiesits activities into three categories: surveillance; lending; and technical assistance.

The IMF skey goal isto foster economic stability and global growth in such a manner that staves off or at least
mitigates the adverse impacts of economic crisis. Monitoring is the primary goal and surveillance is the manner
by which the IMF collects data that it then uses to assess the appropriateness of a country’s economic policies
and the likely impact on other nations. The IMF also provides policy advice aimed at crisis-prevention —a
country may have sound internal economic policies but could still benefit from assistance in global
macroeconomic activities, including financial regulation or the flow of capital. The IMF aso plays an important
rolein the global response to money laundering and terrorism.

The IMF lends to countries with balance-of-payment difficulties, and in this regard it acts as the de facto global
lender of |ast resort. The IMF has had to intervene with emergency cash injections a number of times for
governments incapable of paying their bills, most recently Argentinain early 2018. Countries obtain IMF loans
under significant caveats, however, under the IMF policy of conditionality. These conditions are usually in the
form of either collateral or a requirement to adjust economic policy, and as aresult there is considerable stigma
attached to requiring bailout by the IMF associated with the |oss of sovereignty.

Technical assistance and training is the third category of support the IMF provides, helping countries
raise public revenues, modernize banking systems, develop strong legal frameworks, and enhance the reporting
of macroeconomic and financial data.

Membership

Any nation can apply to join the IMF and 189 countries are currently on the List of Members. All IMF members
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are IBRD members and vice versa. Significant but not complete overlap is also found with the membership of
the United Nations; only North Korea, Andorra, Liechtenstein, Monaco are UN members without being IMF
members.

Leadership

A Board of Governors heads the IMF, with a governor and aternate governor for each member country, which
meets annually. Although officially the most significant power of the IMF is vested in the Board of Governors,
in practice it delegates most of its authority to an Executive Board of 24 Executive Directors. Eight Executive
Directors are fixed, with representatives from the United States, China, Germany, France, Japan, Russia, Saudi
Arabia, and the United Kingdom remaining on the board permanently; the other Executive Directors serve as
part of a geographical rotation. The Executive Board is led by a Chairman who aso serves as Managing
Director, with Christine Lagarde currently serving in thisrole. Since the IMF sinception, a European has been
Chairman of the Executive Board, while an American has been president of the World Bank, although this
system is under some pressure for reform.

IMF Financing and Voting Share: The Quota System

The voting share of member nationsistied to members’ financial commitmentsto the IMF, specifically to each
member’s “quota.” The quota defines a member’ s fundamental relationship with the IMF. Among other
considerations, member nation’ s quota determines:

e The maximum financial obligation of a member country to the IMF;
e The voting power of a member; and
e The maximum amount of financing assistance a member may ordinarily access.

The quotaitself is determined through a formula based on a member nation’ s relative position in the global
measures of four variables: GDP, openness, variability, and reserves. A member nation’ s quota is denominated
in Special Drawing Rights (SDRs). SDRs arein IMF parlance a “reserve asset,” which provides members a
claim on other currencies. The IMF is careful to note that the SDR is not a currency, but it isthe basic unit of
account for the IMF. The value of an SDR is determined daily on the basis of the exchange rates for a basket of
currencies, specifically the U.S. dollar, the euro, the Chinese renminbi, Japanese yen, and pound sterling. As of
October 18, 2018, $1 equaled SDR 0.717796.

Members “pay” their quotas by depositing 25 percent of their quotawith the IMF in awidely circulated
currency or in SDRs. Members satisfy the remaining 75 percent of their quota by issuing a promissory note to
the IMF but held in afinancial institution of the members' choice, typically their central bank.

In exchange for these deposits and commitments, members are credited with SDRs equal to their commitments.

Thetop 10 IMF members by quota follow in Table 1. Observers will note that a nation’ s voting rights closely,
but not perfectly, reflect its quotas.

Tablel—-Top 10 IMF Member Nations by Quota and Voting Power
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Quota Quota Share Votes Vote Share
Member (Millions, SDR) (%) (%)
United States 82994.2 17.46 831407 16.52
lapan 30820.5 0.48 309670 6.15
China 30482.9 6.41 306294 6.09
Germany 20634.4 5.6 267809 5.32
France 20155.1 4.24 203016 4.03
United Kingdom 20155.1 4.24 203016 4.03
Italy 15070 3.17 152165 3.02
India 13114.4 2.70 132609 2.64
Russian Federation 12903.7 271 130502 2.59
Brazil 11042 2.32 111885 2.22

With over a 16 percent voting share, the United Statesis by far the largest single voting bloc. Many major
decisions by the IMF require supermajorities of either 85 percent or 70 percent of its membership. For those
decisions requiring 85 percent of member agreement by voting share, such as the adjustment of quotas,
compulsory withdrawal of member nations (effectively expulsion), or amendments to the IMF s Articles of
Agreement, the United States enjoys effective veto power.

The U.S. commitment to the IMF, reflected in its quota, is about SDR 83 billion, which at the current SDR rate
equates to amost $116 billion. The United States has additional commitments to the IMF not reflected in its
guota, however, specificaly in supporting the New Arrangements to Borrow (NAB), which is a set of
supplementary financing agreements that the IMF operates. The NAB’ s lending capacity was tripled in 2009 to
address member needs during the financial crisis. The total U.S. commitment to the NAB stands at SDR 28.2
billion, or about $39 billion. Between the quota and the NAB, therefore, the total U.S. commitment to the IMF
stands at about $155 billion.

The Budgetary Treatment of U.S. Participation in the IMF

Since 2009, the United States has adjusted its commitment to the | M F twice. First, the United States increased
its quota by an estimated $8 billion in 2009 and pledged $100 billion to the NAB. Thisincrease was enacted in
the Supplemental Appropriations Act of 2009. The Act also directed the Congressional Budget Office (CBO) to
record the costs of the increased commitment on afair-value basis. This estimating methodology requires that
costs of credit programs be performed on a present value basis as set forth in the Federal Credit Reform Act
(FCRA), but with adiscount rate adjusted for market risk, as opposed to using arate derived from “riskless’
Treasury securities.[ 1]

In 2015, the United States adjusted its commitment to the IMF again, thistime increasing its quota commitment
by about $60 billion but reducing its commitment to the NAB by the same amount. The United States enacted
this adjustment in the Consolidated Appropriations Act of 2016. Congress again directed CBO to record the
change on the same present-value approach, incorporating market risk (though without specific reference to
FCRA). Under this approach, the CBO estimated that the net change would cost the federal government $1.2
billion.

The Treasury Department considers U.S. commitments to the IMF less risky than does the CBO. Accordingly,
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the President’ s Budget reflects lower subsidy costs associated with IMF commitments than CBO maintainsin
its baseline.

Conclusions

“The IMF plays a critical role in advising, informing, and helping member countries achieve global economic
stability and strong and balanced economic growth” . U.S. Treasury Secretary Steven Mnuchin, at the
International Monetary Fund conference.

The IMF isthe world’ s preeminent multilateral institution for promoting stability in global financial markets.
This necessary function has only been heightened in the wake of the financial crisis, and the U.S. commitment
to the IMF has grown apace. With $155 billion committed to the IMF and veto authority of major policy
decisions, the United States has an outsized role in the IMF s direction going forward.

[ 1] For more on the distinction between of FCRA and Fair-Value value, see:
https://www.jec.senate.gov/public/ _cache/files/ae9b775d-fbf 5-485a-abac-88fa98d9f 670/dhe-jec-testimony-fair-
value-v-fcra-6-17-15-fina .pdf
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