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Abstract

The thesis sets out to answer three questions: what caused the IMF’s apparent crisis of legitimacy in
the aftermath of the Asian crisis, why were the subsequent reforms so limited and what does that
apparent paradox tell us about the politics of IMF policy-making?

Criticism of the Fund’s role in Asia was largely criticism of Fund performance but the performance
issues fed into pre-existing difficulties with the relationship between the Fund’s role and its
institutional structures. Essentially, the Fund’s role had expanded in developing countries and
contracted in developed countries but its institutions remained unchanged. The result was a
growing imbalance between institutions designed to ensure IMF technical authonity and an
increasing need for more political kinds of legitimacy. The increasingly intrusive nature of Fund
conditionality has also changed the audiences for Fund legitimacy claims as cooperation from
domestic populations became more important to secure implementation. The first part of the thesis

explores these developments providing an analysis of the logic of the IMF’s traditional legitimating
justifications and a historical view of its evolution over time.

The second part of the thesis examines the political consequences of these growing tensions in the
context of the Asian crisis. Through four case studies (Indonesia, Malaysia, Korea and the US) 1t
explores the nature of the new conditionality, the politics of programme implementation, forms of
political resistance that materialised, and the nature of the relationship between the Fund, states and
civil society. It argues that moves to engage civil society have created some modest successes but
are ultimately limited by the overall institutional framework within which they operate. Internally,
the Fund remains an institution dominated by developed countries despite being prinapally

responsible for developing country policy. It is also dominated by financial elites 1n both developing
and developed countries.

Legitimacy is about the credibility of authority claims but the pokiical significance of those claims
lies in the extent to which they are able to attract political support and trigger political resistance. A

combination of modest reforms, new arguments and public ambivalence or incomprehension have

currently reduced political dissent but the possibility of further resistance, and therefore reform, in
the face of subsequent crises persists while institutions remain unreformed
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1 Introduction

The IMF’s response to the financial crisis that swept through Asia in 1997 provoked a level of
controversy that, if not wholly unprecedented, had certainly not been seen since the debt crisis

broke in 1982. ‘Rarely in its 52-year history” according to the New York Times ‘has the fund been
under such concerted attack from so many quarters’ (INYT 1% February 1998).

Criticism from left wing development economists and UNCTAD should not perhaps be too
surprising (Akyuz, 1998; Kapur, 1998; UNCTAD, 1998; Wade & Venerosso, 1998a). However,

criticism also emerged from far more conservative corners and achieved a far higher public profile.

One of the most ferocious critics was Jeffrey Sachs, who had previously been widely credited as the
architect of big bang adjustment in Russia (Radelet & Sachs, 1998a; Radelet & Sachs, 1998b).
Jagdish Bhagwati, an enthusiastic long-term advocate of free trade, published a tirade against what
he called the “Wall-Street-Treasury Complex’ arguing that pressure for free capital flows was
undermining consensus behind free trade and giving globalisation a bad name (Bhagwati, 1998;
Bhagwati, 2001). Joseph Stiglitz, Chief Economist at the World Bank, was quite critical while in
office and positively vitriolic once he had resigned (Stiglitz, 2000). Perhaps most damming of all,
Martin Feldstein, former chairman of the President’s Coundal of Economic Advisors under the
Reagan administration published an article in Foreign Affairs arguing that:

The IMF would be more effective in its actions and more legitimate in the eyes of emerging

market countries if it...[confined itself to] maintaining countries’ access to global capital

markets and international bank lending...A nation’s desperate need for short term financial
help does not give the IMF the moral right to substitute its technical judgements for the

outcomes of the nation’s political process (Feldstein, 1998)
Dissent spread from academic papers to the international financial press. The Financial Times

published a series of highly critical editorials and op-eds about IMF intervention with titles such as
‘Capital Punishment’ (Martin Wolf 174 March 1998), IMF is a power unto itself’ (Sachs 11th

December 1997) and a ‘proposal’ by Geotge Soros calling for better regulation of international
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finance (31* January 1998). Sachs was also featured in the New York Times (‘The Wrong Medicine
for Asia’ 39 November 1997). Even the Wall Street Journal was wortied that the crisis was causing a
policy backlash that was ‘the most serious challenge yet to the free-market orthodoxy that the globe
has embraced since the end of the Cold War’ (4t September 1998). Indeed it published a series of
calls to abolish the Fund, though these were largely because it interfered with the workings of the

market rather than because it was damaging to developing countries (25t August 1997, 3 February
1998).

In the US, IMF funding was hotly debated in Congtess throughout 1998. A whole host of think
tanks and eminent figures in the Washington establishment became involved including George
Schultz, Paul Volker, Henry Kissinger, the Cato Institute, the Heritage Foundation, the Institute for

International Economics and the Brookings Institute. There were calls for the Fund’s abolition

from both left and right-wingers.

In Asia too, there were rumblings of discontent. Kim Dae Jung, soon to be elected Korean

president, declared the IMF’s arrival a ‘day of national humiliation’. Suharto argued that Indonesia

needed an ‘IMF plus’ programme and that the IMF’s policies were unconstitutional. Workers from

the Korean Federation of Free Trade Unions (KCFTU) appeared on the streets of Korea bearing
signs saying TM F ired’ (Malhotra, 2002) and the New York Times reported that
Almost every night in Thailand, a stream of television commentators chafe at the humiliation
of witnessing their country's leaders negotiate every element of national economic policy --

from interest rates to budget deficits — with economists who work largely in secrecy out of the
I.M.E.'s offices off Pennsylvania Avenue (NYT 1* February 1998)

Discontent in Asia fed back into the debates in Washington. Kissinger’s intervention in the debate
was largely to warn of the potentially negative effects for international relations in Asia. Various
Congressmen who visited the region in 1998 raised similar concerns in committee debates (see

Chapter 8). After Seattle, protestors also took to the streets at the IMF and World Bank autumn
meetings. The combination of these protests, violent unrest and police overreaction at the G7

summit in Genoa, and terrorism in the United States meant that in 2001 the Fund annual meetings

had to be cancelled for fear of violent clashes.

The IMF was firstly accused of getting its policies wrong. The crisis involved huge outflows of
capital from the Asian region, starting with speculative attacks on the Thai Baht in mid-1997. IMF

analysis tended to stress aspects of domestic policy as key causes of the crisis, though there was an

acknowledgement that the markets had overreacted. It tried to resolve the crisis by promoting
market confidence through a wide range of structural reforms, different in each country but linked

by a concern for ‘market discipline’ and by enticing capital to return with tight monetary and fiscal
policy (IMF, 1997e).

For some, particularly but not exclusively on the left, its enthusiasm for free capital flows and the

pressure exerted for liberalisation were the fundamental cause of the cnsis in the first place

(Bhagwatt, 1998; Sachs, 1998; Wade & Venerosso, 19982). High interest rates and tight fiscal policy



Introduction 3

in the context of a huge credit shock made matters worse - a criticism raised particularly eatly by
Sachs. A more appropriate solution would have dealt directly with the outflow of capital undetlying
the crisis through some form of debt work-out procedure. For others, on the right, IMF
intervention reduced the incentives for governments to dismantle corrupt business-government
relationships and prevented market discipline (Calomiris, 1998,WS] 3 February 1998). There was
also concern about the appropriateness and relevance of the IMF’s structural policies — particularly
those mandating further capital account liberalisation.

However, arguments were not simply about IMF performance. More fundamentally they were
about the IMPF’s legitimacy: whether it had the authotity to become involved in capital account
issues and whether it had the right to impose structural conditionality centred around good

governance.

The immediate IMF response was to raise its media profile significantly with key staff making
public speeches and publishing defences in journals and the press both in Asia and the West!.

Later on a reform process was initiated in the context of wider discussions about a new
‘international financial architecture’ reflecting a growing acknowledgement that the ctisis was

caused, in part, by problems with the financial markets themselves rather than simply by poor
domestic policy.

It is clear that the IMF has realised it has a legitimacy problem. Managing Director Michel

Camdessus said during his retiring press conference that his biggest failure was that in spite of

increased transparency:

We have not been able to change attitudes towards the image of the institution. There are stll
people around the world who can, without provoking an outcry, say that the IMF kills
babies...we will have to continue working hard to explain that...these necessarily tough
programs serve a common good (Camdessus, 2000b)

More explicitly, Stanley Fischer his Deputy gave a speech in Paris in which he talked extensively

about the ‘need to safeguard the legitimacy of the institutions that are involved in managing the
[international monetary] system’ arguing that “The Fund for example, must not only operate in the
interests of the international common good, but be recognized to do so by the public’. He stressed
the need for transparency, surveillance that placed pressure on all countries (not just emerging
markets) and accountability through representative channels (Fischer, 2000).

However, at least at the time of writing (spring 2002), the reforms that have taken place in practice
have been quite limited. The IMF has: established an independent evaluation office; extended pre-
existing moves towards greater transparency; expanded its surveillance to deal more explicitly with
capital account issues; and undertaken a review of its conditionality with a view to greater focus. It

has also been involved in a process of codifying a series of ‘rules of the game’ for international

capital flows. However, these rules have largely been designed to encourage developing countries to

' All senior management speeches and press articdes appear on the IMF website (http://www.imf.org) under the
'speeches’ and ‘views and commentaries’ sections respectively.
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adapt to market preferences rather than to deal with the instability of capital flows more directly
(Akyuz, 2000; G7, 1999; G7, 2000; Ocampo, 2001). The hope 1s that better crisis prevention will

resolve the problems without the need to forge international agreement around a more radical cure.

The reforms have been dominated by developed country ‘experts’ and have provided little

opportunity for developing country political input. Although there has been significant movement
on a few issues, the concerns of the G24 have largely remained unaddressed. Several high-level
developing country officials I interviewed in Washington privately dismissed the entire international

finandial architecture reform process as largely irrelevant: for them at least it did not address the real

issue of unstable capital flows.

This account suggests three questions that this thesis will address. What exactly caused the IMF’s
crisis of legitimacy? Why were the ensuing reforms so limited? What does the resolution of that

apparent contradiction tell us about the politics of IMF conditionality in middle-income countnes

and therefore about the future prospects for IMF legitimacy?

Before going into more detail about how those questions are to be answered, I need to start by

explaining what I mean by legitimacy and why I think it is a useful concept for analysing the IMF.

1.1 Legitimacy and power

The analysis is framed in terms of legitimacy for a number of reasons.

A legitimacy crisis followed by attempts at relegitimation seems to provide a good description of
what has been going on at the IMF over the last four years. The issues raised were not just about
problems with particular aspects of performance. They related to far more fundamental questions

about the Fund’s appropriate role and even whether it should continue to operate at all.

Legitimacy is also a particularly appropriate concept with which to analyse an international finanaal
institution. Like all international institutions, the IMF is reliant on state cooperation to achieve its
purposes and must concern itself with securing government consent. Thinking in terms of
legitimacy focuses attention not just on the internal politics of institutional decision-making but also

on the issue of actors whose interests need to be taken into account if the IMF is to continue

operating successfully.

In terms of political analysis, legitimacy is about both investigating the reasons actors might have
for complying with an institution’s directives and the strategic factors that determine when lack of

conviction turns into political challenge. I will deal with these logical and more political aspects in
turn.

Legitimacy and reasons for compliance
International relations writing from a rational choice perspective has provided useful insights about

the circumstances in which inter-state cooperation can be beneficial (Keohane, 1984) and those in
which it is likely to be difficult (Krasner, 1991; Mearsheimer, 1994). Wniters like Keohane have
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argued that international institutions can resolve coordination problems by providing states with
reasons to trust each other’s commitment to a cooperative strategy (the prospect of repeated
interactions enhancing incentives to act cooperatively, greater information flow, collective sanctions
etc.). Realists, on the other hand, such as Mearsheimer and Krasner have emphasised the problems
that can occur when, even if everyone is better off because of the creation of an institution, the fact

that some states gain more than others still threatens institutional legitimacy.

However, which impulse dominates depends to a large extent on how states define their interests —
something that tends to be taken as a given in rational choice writing (Wendt, 1999). Uncertainty
about economic causation means that it is particularly difficult to determine actors’ interests
objectively in the context of the international political economy? so reasons for compliance with an
institution’s directives are interesting objects of enquiry. What will reassure states that the relevant
institution is providing a good deal? What accounts for uncertainty about that in different contexts

and what methods of persuasion are available? What accounts for different actors’ susceptibility to

particular arguments?

Reasons for compliance are the essence of arguments about legitimacy. Exercises of power require
justification3. That justification will need to show that power is being used to serve a purpose
(provide a good) that compensates actors for the loss of freedom that springs from the exercise of
power. A fully legitimate institution would therefore be able to claim that, even if it wasn’t able to
employ some kind of coercive sanction to back up its power, actors would have good reason to
comply with its policies. In practice, of course, legitimacy is always a matter of degree and the

justification given will involve a number of different elements some of which will be more

persuastve than others.

The mult-faceted nature of legitimacy is important as it has sometimes led to confusion in the
literature, particularly between different social sciences. Lawyers have been concerned with
questions about whether power is exercised in a way that conforms with existing laws or rules.
Philosophers have pointed out that this alone is insufficient and that we also need to know whether
those rules can themselves be justified by some objective criterion of justice or right: whether an
institution embodies a kind of power that any reasonable un-biased observer would, on reflection,
accept as rightful. Finally sociologists and political scientists have been suspicious of this notion of
objective moral values as both too demanding (since what matters is the views of particular actors
that the institution is trying to control) and not demanding enough (in that the idea of acceptable
‘on reflection’ can deprive justifications of their practical motivational force). They have therefore
tended to follow Weber in arguing that all we can say is that a structure of power is legitimate if
those subordinate to it believe it to be so (Weber, 1968).

David Beetham argues that these different perspectives can be reconciled to some extent if we

understand that we are looking for reasons for obedience but that those reasons will be complex

¢ On the difficulties of determining ‘real human interests’ more generally see (Geuss, 1981)
3 The arguments that follow are largely based on (Beetham, 1991) and (Beetham & Lord, 1998)
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and comprised of a number of different elements. For a political understanding of legitimacy, we

do, as social scientists, need to investigate the beliefs of actually existing relevant actors rather than
some kind of objective philosophical justification. However, the relevant beliefs are wider than
simply belief in the legitimacy of the powerful.

A given power relationship is not legitimate because people believe in its legitimacy but because
it can be justified in terms of their beliefs (Beetham, 1991, 11)

We can still therefore investigate reasons for obedience, albeit reasons for particular people at
particular times and in particular places.

What kinds of reasons are inivolved? Some writers make a distinction between obedience based on
self-interest (which they do not consider indicates legitirnacy) and obedience based on some feeling
of moral duty or on concepts of ‘appropnate behaviour’ that have been socialised. There clearly 1s a

distinction here. One can imagine that obedience based on self-interest may be more transitory and
in some respects less secure than the other two. In practice, however, these different kinds of

motivation are likely to overlap* and will be difficult to separate in terms of behaviour. I therefore

take a broader view which is willing to ascribe legitimacy to an institution that actors obey simply

because they believe it is in their best interests to do so5.

Philosophical and ethical views about justice and rnight will often be important in making the
argument as will legal restrictions on the way power is to be exercised but legitimacy is multi-

faceted and can take different forms under different circumstances depending on the role power is

supposed to be serving.

Beetham argues that, since the underlying problem with the exercise of power is that it interferes

with aspirations to freedom®, legitimating arguments are likely to have a particular logical structure

in order to overcome this central concern. Power will be legitimate to the extent that:

1. it sexrves a purpose that is valued by relevant actors and which can therefore provide

compensation for the loss of freedom involved in obedience (purpose and

petformance)

4 Consider the reasons why most people broadly obey speed limits when driving — habit (appropriateness), respect
for the law or concern over potential danger to others (duty), fear of punishment or injury (self-interest). Usually
some combination of these is operating simultaneously. Equally any sodalised consideration of ‘appropriateness’
may well rely, ultimately, on a conception of ‘enlightened self-interest’ or will need to have had some such

justification in order to become established in the first place - though in some cases it is possible for such habits
to persist once their underlying rationale has disappeared.

| therefore consider the neo-institutionalist IR theories such as that of Keohane (1984) to be a subset of
legitimating arguments. ‘Best interests’ is obviously a fairly wide ranging description and more or less indusive
conceptions of what “interests’ entall in terms of identification with other actors or concerns with a longer term
perspective can have a strong influence on likely behaviour (Wendt, 1999)

© | talk about ‘aspirations’ to freedom to signal the dangers of voluntarist approaches. In practice legitimating
arguments will often involve discussion of the true counterfactual to compliance with an institution's directives — an

agent's freedom is always constrained by the structures he/she confronts. Restrictions on freedom are therefore
restrictions relative to an appropriate counterfactual — something | discuss further in Chapter 2
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2. power holders can claim some kind of (democratic, charismatic, religious, technical,
moral etc.) authority which qualifies them to make judgements and wield powerin a
way that serves the relevant purpose (authornty)

3. power holders are restrained by a set of rules which ensure that their power 1s only
used for that purpose (legality)
4, positions of authority are confirmed by the express consent or affirmation of

appropriate actors and by recognition from other legal authorities (consent /

legiimation).

The sense in which the first 3 aspects enhance legitimacy — provide reasons for compliance —
should be readily apparent. They are designed to ensure that the loss of freedom involved in
exercises of power is kept to the minimum required to provide the compensating benefit. The
fourth part, legitimation and consent, is also partly about providing reasons for compliance. To the
extent that an institution involves reciprocal obligations, evidence of consent by others is obviously

an important factor. Consent by others may also provide an encouraging example or at least suggest

that there will be little support for dissent thus offering further reasons for obedience — a futile

challenge to authority is rarely a prudent course of action. Finally the very act of formal consent

imposes a certain moral obligation and means that later derogation will have effects on the

reputation of the country concerned’.

This very general conception of legitimacy is helpful when 1t comes to looking at international
institutions. A key difference between these organisations and states (a more usual object of study
in political science) is the fact that their jurisdiction is defined functionally rather than territorially.
Since they perform particular tasks, the way they are legitimated will depend on the task that they
perform, making it difficult to come up with a general account of the legitimacy of international

organisations in the way that Hobbes’ theory, for example, uses the centrality of security as a
justification for political obligations at state level. Legitimacy problems may spring from changes in
role; changes in decision-making methods; or changes in the beliefs and norms of relevant actors.

The relationship between the tasks performed and institutional legitimacy will form a central theme
of the thesis.

Legitimacy, power and politics

Ulumately the reason legitimacy matters for political analysis is that it helps us in understanding and
ideally predicting behaviour. Why not, then, simply adopt a more traditional approach with a focus
on power? In fact the two are difficult to separate in a context where interests are uncertain and are

in part defined according to actors’ technical views about economic causation. Here radical

perspectives stressing the relationships between power and knowledge-as-ideology are suggestive,

’ Reputation effects are often (but not always) underestimated by realist writers. Developing country policy makers
interviewed at the Fund dearly regarded breaches of intemational legal obligations as a very serious matter
(though of course that may have been partly a matter of self presentation). /7 extremisit is clear that states will be

willing to breach such obligations (Krasner, 2000) but for much of the time the increasingly dense networks of
interstate contracts make this a dangerous strategy, particularly for weaker states.
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though for reasons I discuss below, only partly relevant to the current investigation (Adorno &
Horkheimer, 1997; Foucault, 1980; Geuss, 1981). Writers like Stephen Lukes who argue that power
is a deeply contested concept tend to do so because they are concerned about how one can talk
meaningfully about exercises of power (persuading people to do something that is not in their
interests (or perhaps that they do not believe is in their interests)) when those interests are partly
defined through structures of knowledge which themselves are partly the products of particular

forms of power (Lukes, 1986). Attempts to persuade actors that various things are in their interests

— the process of legitimation — is therefore itself a form of power.

Similarly, the persuasiveness of ‘teasons for compliance’ is not independent of the consequences of
non-compliance some of which will involve the exercise of coercive power. That is very much the
point Hobbes makes about the need for sovereign power to back up any contractual settlement
(Hobbes, 1991). My claim that, to be wholly legitimate, an institution should be able to persuade
actors that compliance would be in their best interests even if the institution had no coerave power

is therefore useful from a analytical point of view but more problematic when it comes to

separating the effects that legitimacy has from those of power calculations.

That close power-legitimacy relationship might appear problematic for the thesis, particularly if my
intention was to contribute to debates in IR theory about the relative importance of ‘ideas’ and
‘power’ in the international system?. Fortunately, my purpose is simply to come to a better causal

understanding of the politics of IMF decision-making with a focus on the difficulties in securing

implementation of conditionality and the implications that those difficulties may have for the
politics of the IMF.

My choice to explore these issues in terms of legitimacy is not an attempt to deny the importance of
power. It is rather a way into looking at power struggles which acknowledges that they are heavily
influenced by actors’ beliefs in a context of considerable uncertainty. Analysis in terms of legiimacy
also reflects an attempt to find a middle way between the kind of approach adopted 1n early
‘idealist’ IR writing about institutions which placed too much emphasis on their legal constututions
and a reaction against that approach that has tended to focus on countries’ power interests to the
exclusion of any institutional analysis. What goes on within an institution is important in
determining policy outcomes but analysis is insufficient without some exploration of the politics of
implementation. That is particulatly important in international institutions, which have to rely,

largely, on outside actors to ensure enforcement and implementation.

Legitimacy draws attention to the relationship between what goes on within an institution and
issues about cooperation outside 1t, partly because legitimation is itself a strategic exercise. Setting

up justifications for the exercise of power places restrictions on the ways in which that power can

8 For an approach to legitimacy that does attempt to do this see (Hurd, 1999). Hurd takes a positivist approach in
which ideas and power are largely separable and asks whether ethical considerations can persuade states to act

against their own interests. My broader conception of legitimacy is partly an attempt to avoid this issue which |
believe is epistemologically problematic and not particularly helpful in understanding behaviour.
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be exercised without harming legitimacy. From the point of view of the powerful, the costs
involved can be offset by the costs saved if the quality of cooperation is enhanced ot costly
coercion can be avoided. From the point of view of those whose compliance is desired the
justifications offered will have varying degrees of persuasiveness and the quality of compliance will
partly depend on the potential costs of various kinds of resistance. Discussions about legitimacy

therefore always have power considerations in the background.

Legitimacy, methodology and the thesis

In the thesis, I proceed by examining the reasons that the IMF suggests various actors’ have for
compliance and looking at the circumstances in which those reasons are challenged in practice both
within the institution and outside it. I then look at the ways in which the IMF responds to those
challenges. The implication is that challenges to legitimacy, particulatly in the form of failures to
comply with IMF directives, send strong signals that the institution has political problems that need

to be resolved.

What triggers this resistance can be understood to a significant degree by the relationship between
legitimating arguments, beliefs of the audiences for legitimacy claims and institutional behaviour
(ie. in terms of legitimacy). Legitimacy is always a matter of degree and things need not get as far as
an outside refusal to comply with IMF policy preferences before it is possible to talk about a crisis
of legitimacy. Legitimacy is about the resilience of an institution’s authority over time and even
dissent and challenges that are not immediately threatening may send signals that should not be
ignored about strains on institutional authority and the potential for future problems. How much
reform is likely to take place, though, depends on which particular audiences start to find

legitimating accounts less convincing and the resources those actors are able to mobilise (or

threaten to mobilise) in order to press for political change.

.When I come to identify the most important audiences for legitimacy claims in the second part of

the thests - whose voices have most influence - I am starting to unpack the power structures
behind struggles over legitimacy which I then use to assess the adequacy of current reforms.
However the majority of the investigation tends to leave power considerations to one side in favour
of understanding how actors perceive their interests to be served or threatened by the IMF -1 am

concerned to ask why political challenges anse.

This is an interesting question because so many issues surrounding the IMF’s role remain uncertain.
That is why persuasion is an important part of the dynamics of IMF politics. There is uncertainty
about economic causation. That means that there is considerable uncertainty about what & in fact in

various actors’ best interests and about how much power various actors actually have to impose

their will over the international political economy. That is one reason behind the heated debates
over the continuing role of the state under globalisation. It is this potential for uncertainty about
interests and power that makes legitimacy important. Reducing uncertainty and providing reasons

to trust authority is therefore, as neo-institutionalist IR writers remind us, an important part of what

institutions can do: a part of the aim of institutional creation.
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It is in dealing with these issues of uncertainty that I depart from the radical approaches concerned
with questions about ideology that I referred to earlier. Here again my political concern with
understanding behaviour needs to be separated from more normative questions where actors’ ‘real’
interests are important. I accept the position that interests are not simply given and are partly the
outcome of contest over interpretations of reality (and therefore partly determined by power).
However, in the context of the thesis I tend to accept actors’ own perceptions of their interests
without problematising them. I am largely agnostic about whether they are ‘right’ about which kinds
of economic regulation will best serve their interests and leave that for the reader to deaide —

although it is obviously impossible to be entirely objective and my own views will probably become
apparent.

What I do have to assume for the study to have some predictive power is that actors are broadly
rational within the constraints of uncertainty — this of course is also a necessary assumption of

Beetham’s work since otherwise it would be impossible to construct reasons for obedience from
actors’ beliefs. If this were not so, it would be impossible to make any judgements about what
exactly it was that was making legitimating arguments more or less persuasive in particular
drcumstances. At the very least it is important to recognise that legitimation is only possible where
legitimating arguments are broadly credible, there are therefore practical imits on what legiimation
can do without making real compromises over interests. There are clearly problems with making
judgements about credibility to particular actors but, particularly where the audience for IMF

legitimacy claims s largely one of elite technocrats, they are not insurmountable.

Overall, then, there are two central factors that make legittmacy a useful concept for explonng
international institutions like the IMF. Firstly, the fact that the Fund has only limited coercve

resources of its own and has to rely, at least in part, on the incentives provided by other actors to
secure implementation means that persuasion (rather than coercion) is important and that the
relationship between those inside the institution and those more indirectly involved cannot easily be
ignored. Secondly, since different actors’ precise interests and power resources are both unclear
because of the technical complexities of economic causation, issues about how interests are defined
and what kinds of power in fact exist are important objects of study. It is that uncertainty that

provides space for various forms of legitimation: ways of reassuring actors, in the face of

uncertainty, that their interests are being respected.

1.2 Outline of the argument

How are these concerns with legitimacy to be converted into a practical piece of political analysis?
The overview provided at the beginning of this Chapter suggested that the IMPF’s role in the Asian
crisis had triggered a crisis of IMF legitimacy. That is significant politically for the reasons I

discussed in the previous section. Legitimacy provides actors with reasons for complying with

institutional policy. If those reasons are logically weak, political challenge is likely, though whether it
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materialises will depend on mote strategic calculations. Challenges to legitimacy have the potential
to force institutional reform, but, in keeping with my pragmatic political conception of legitimacy,
only if they trigger sufficient levels of political mobilisation against key audiences.

Where those kinds of political challenge do arise, an understanding of the causes of political

challenge in terms of legitimacy problems will provide suggestions for effective institutional

reforms.

Who exactly key audiences’ are in the case of the Fund is itself currently an unsettled question
because of debates about the growing importance of ‘civil society engagement’. Likely candidates
though are the officials who represent states within the IMF, those in charge of negotiating
conditional programmes in borrower countries, and sectors of domestic populations that are in a
position to politically influence those two sets of officials. The relative importance of these
different actors for IMF legitimacy is something the thesis aims to investigate and 1s discussed,

particularly, in Chapter 9. It will depend on the resources that different actors can mobilise in order
to damage the IMF’s abulity to achieve its aims and purposes.

We are now in a position to understand how the three questions I have set out to answer fit
together. If the IMF suffered a crisis of legitimacy, it would be reasonable to expect significant
pressure for change as a result. However, in the event reforms have been fairly modest. The
question, then, is whether that was because the Fund’s legitimacy crisis was a case of ‘sound and
fury signifying nothing’ (Shakespeare, 1606) or whether the mismatch suggests that the Fund’s

legitimacy problems have not yet been resolved. Answering that question will tell us a good deal
about the politics of Fund decision-making.

The starting point for the investigation must be to ask what it was that turned the IMF’s
performance difficulties in Asia into a broader crists of legitimacy. Why did criticism erupt in
response to those particular programmes at that particular time? Part of the explanation is that the
Asian crises were particularly large and took place in high profile countries, threatening systemic
stability, but there is more to it than that. To understand exactly what was at stake we need to start

by looking more closely at the basts of pre-existing Fund legitimacy claims: the relationship between

the Fund’s avowed purpose, its institutional authority, its legal structures and evidence of formal

consent.

I argue that the significance of the Asian crisis was its effect on pre-existing problems with the
relationship between the Fund’s role and its institutional structures. Essentially the problem relates

to the balance between political and technical authority as the Fund’s role has evolved in the face of

changes in the international political economy.

When the Fund was set up at the end of the Second World War, it involved a negotiation between
states about inter-state economic relationships. The Fund was to preside over a relatively tightly
defined set of rectprocal legal obligations binding on all states. Within that framework there was

some room for discretion, which was to be exercised on a technical basis by economic experts



12 Introduction

representing countries in proportion to country economic significance. The Fund’s authority was to

be based on a legal framework benefiting from state consent, technical expertise within the
Executive Board and limited claims to be a representative institution.

I start the thesis (Chapter 2) by reviewing the logic behind this inittal account of Fund legiimacy in
terms of the four aspects of legitimacy claims I explored above (page 7). The historical account is
important partly because public statements the Fund issues to justify its legitimacy continue to
emphasise historical continutty. It is also helpful because the Fund’s institutional structures have
remained largely unchanged as its role has evolved and the changing relationship between the two
goes a long way to explaining the Fund’s current difficulties. The approach is to use the Fund’s own
legitimating accounts set out on the Fund website, in speeches and policy documents as an initial
point of comparison against which to evaluate the adequacy of Fund legitimacy on the basis of
current performance. Obviously it should be expected that these accounts provide 2 somewhat rose

tinted picture but they do provide a set of public criteria against which the Fund presumably

expects to be judged. The further reality diverges from the justifications the Fund has been able to
come up with the more likely it is that problems will emerge.

While the Fund’s institutions demonstrate continuity, what has changed over time (as I show in
Chapter 3) is that, with the collapse of the Bretton Woods exchange rate system and the dise of
capital flows in the 1970s, the Fund’s global regulatory role has declined, its symmetrical nature has

been® undermined, Executive Board discretion in relation to conditionality has greatly expanded.

In short, the Fund’s role in developing countries has expanded as its political authority has become
more problematic. During the 1980s, that role concentrated on promoting a strongly market-based
agenda on the strength of a fairly widespread economic consensus. Essentially, Fund interventions
were far more reliant on justifications based on technical authority. Difficulties with that market-
based agenda and a growing willingness to question domestic political arrangements in an
international context, both partly a result of the end of the Cold War, changed this agenda during

the 1990s. The Fund became increasingly involved in institutional issues and ‘good governance”’.

That new institutional agenda made the Fund’s policies more intrusive at a domestic level, raising
problems for implementation and making it more difficult to separate the economic aspects of
Fund policy from their sodial and political effects. The solution, in response to a variety of political
pressures, has been to pay more attention to the political viability of Fund programmes leading to

involvement with more political aspects of the good governance agenda and a willingness to
‘engage’ with ‘avil society’.

Prior to the cnists, then, the IMF’s authority amongst states had increasingly come to be based on

technical authority rather than appropriate political accountability or consent to a legal framework.

The promise was essentially that the Fund would mobilise private capital inflows in return for

? Previously all states were subject to Fund discipline, all lent money to the common pool and expected to borrow.

Since the 1970s the membership has spiit into lenders who are weakly disciplined by the Fund and borrowers who
suffer more extensive interventions.
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policy change in developing countties. For developed countries the bargain was one of providing

accompanying financial assistance, in the form of loans to borrower countries, in return for a more
stable environment for overseas trade and investment. At the same time, below the level of the

state, the Fund’s interventions were pushing in a more political direction 1n an attempt to secure

programme implementation.

The Asian crisis was significant because it provided new information about the nature of these

bargains and triggered political opposition at both domestic and international levels. It raised a

number of important questions and provided some empirical basts for the answers.

What exactly did the Fund’s new role, primarily involved with enhancing market confidence to
“catalyse’ finance, entail? Given the political impact of the new measures, was the Fund an
appropriate institution to evaluate the balance between economic imperatives and their social and
political effects? Was its technical judgement just that or was it in fact marred by political bias given
the Fund’s institutional makeup? Was its technical judgement, in any case, reliable? If the IMF was
to be involved in a political agenda, shouldn’t that agenda also include politically progressive |

measures? Essentially, what were the costs and benefits to states of the Fund’s new role under

capital account openness?

Secondly, given the Fund’s emergent contacts with avil sodety and increasing overlap between the
role of the Fund and Bank, what exactly was the balance to be between different actors within the
new multi-leve] framework of Fund governance? Who would be in charge in which arcumstances
(the Fund, the Bank, states, avil society (and which parts of 1t), the financial markets, bilateral
lenders, powerful states?)? What would the political consequences of that be? In what
circumstances would it trigger resistance and from whom? What does that suggest about the

politics of Fund policy-making, the need for reform and the future prospects for Fund legitimacy?

Chapters 4-8 explore the answers to these questions on the basis of a general overview (Chapter 4)
and four case studies. The case studies are: two countries that accepted Fund programmes (Korea
and Indonesia in Chapters 5 and 6 respectively); Malaysia (Chapter 7) which refused to go to the
Fund, adopted an alternative strategy for crisis resolution based on capital controls, and raised very

public challenges to Fund legitimacy; and the United States (Chapter 8) as the most powerful

creditor country and the one in which debate was most heated and public.

Chapter 9 draws together the implications of the case studies and relates them to the post crisis
reform process so as to answer the three question