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Before We Begin

This book tells the story of the International Monetary Fund: the institution a country calls when it is running out of foreign currency and nobody else will lend to it.

It is a companion to The Provisional Truce, the volume on GATT and the WTO. Both stories begin in the same place: the wreckage of the 1930s, when countries fought trade wars and currency wars at the same time. GATT was built to stop the trade war. The IMF was built to stop the currency war, and to help countries that ran short of money without forcing them into ruin.

The question the book keeps returning to is simple to ask and very hard to answer: when a country runs out of dollars, who rescues it, and what can the rescuer demand in return?

Every IMF loan involves a bargain. The Fund lends money; the country promises to change its policies. Critics call this imperialism by spreadsheet. Defenders call it the price of being lent money nobody else will lend. The truth, as we will see, has varied by decade, by country and by who was running Washington at the time.

India appears throughout, in every role the Fund has to offer: founding member, reluctant borrower, record borrower, gold-pledging near-defaulter, creditor, and finally a critic sitting at the board table when the Fund lent to its neighbour in the middle of a military conflict.

A few notes:


	Money is in US dollars unless stated. “bn” means billion.

	SDR stands for Special Drawing Right, the IMF’s own accounting unit, worth a little more than a dollar. It is explained in Chapter 4.

	Balance of payments is a country’s account with the rest of the world. If it pays out more foreign currency (for imports and debts) than it takes in (from exports, investment and remittances), it must run down its reserves. When the reserves run out, it is in crisis.

	There are no equations. Each chapter ends with a short thread connecting it to the next, and there is a glossary at the back.






Prologue: The Fairies of Savannah

In March 1946 the governors of two newborn institutions gathered at the General Oglethorpe Hotel in Savannah, Georgia, for their first meeting. The building was Spanish-style and luxurious. The trees outside were draped in Spanish moss. The war had been over for less than a year.

The two institutions were the International Monetary Fund and the International Bank for Reconstruction and Development, soon to be called the World Bank. They had been designed at a conference in New Hampshire in 1944, and this was their christening.

The most famous economist in the world stood up to speak. John Maynard Keynes, who had led the British delegation, was ill and exhausted. He chose to speak about fairy tales.

He compared the occasion to the christening of the princess in Sleeping Beauty. Good fairies, he said, should bring the twins (he called them “Master Fund” and “Miss Bank”) three gifts. First, a coat of many colours, as a reminder that they belonged to the whole world. Second, a box of vitamins, for energy and a fearless spirit. Third, a spirit of wisdom, so that they would approach every problem with complete objectivity.

Then he described the curse a malicious fairy might lay on them. The bad fairy would say: “You two brats shall grow up politicians.” Every decision they made would have a hidden motive, taken not on its merits but because of something else. If that happened, Keynes said, it would be better for the twins to fall into an eternal sleep.

The American delegates, who were busy making sure the Fund would be based in Washington and controlled by the US Treasury, did not much enjoy the speech. Fred Vinson, the American Treasury Secretary, is said to have muttered that he did not mind being called malicious, but he did mind being called a fairy.

Keynes travelled home and died of a heart attack on 21 April 1946, a few weeks later.

Hold on to the curse. Every chapter of this book is, in one way or another, a test of whether the bad fairy got her way.


The thread: Keynes’s fear was that the Fund would become a political tool. To understand why he cared so much, we have to go back two years, to a hotel in the mountains of New Hampshire, and to his long argument with an American named Harry Dexter White.






Chapter 1. The Hotel in the Mountains

In July 1944, a month after the D-Day landings, delegates from 44 Allied nations gathered at the Mount Washington Hotel in Bretton Woods, New Hampshire. They were there to design the economic system of the post-war world.

The problem they were trying to solve was the 1930s. In that decade, countries had fought currency wars as fiercely as trade wars. When a country’s exports collapsed, it would often devalue its currency, making its goods cheaper abroad and foreign goods dearer at home. That could help one country. But when every country did it in turn, nobody gained and trade shrank. Countries also imposed exchange controls, limiting who could buy foreign currency. Trade was strangled from two directions at once.

Two men dominated Bretton Woods, and they had two different plans.

John Maynard Keynes wanted something bold: an International Clearing Union, effectively a global central bank. It would issue its own currency, which Keynes called the bancor. Countries would settle their trade accounts with each other in bancor. Each country would have an overdraft limit based on the size of its trade. The radical part was that the Union would penalise both sides of an imbalance. Countries with persistent deficits would be pushed to adjust. But so would countries with persistent surpluses, which would be charged for hoarding credit. Keynes believed surplus countries were half the problem: by hoarding gold and refusing to spend, they forced the burden of adjustment entirely onto debtors.

Harry Dexter White, the senior US Treasury official who led the American side in practice, saw this from Washington’s point of view. America was going to be the world’s great creditor and surplus country after the war. Under Keynes’s plan, the world would effectively be able to run overdrafts paid for by America. Congress would never agree.

White’s plan was more modest: a Stabilization Fund. Each member would deposit a subscription, a quota, partly in gold and partly in its own currency. A country in temporary difficulty could borrow from the pool. There would be no new world currency. The dollar, tied to gold at $35 an ounce, would be the anchor. And the burden of adjustment would fall mainly on the borrower.

White’s plan won, because America had the money and Britain did not. The result was a system of fixed but adjustable exchange rates. Every currency was pegged to the dollar, and the dollar was pegged to gold. A country could change its peg only to correct a “fundamental disequilibrium”, and only with the Fund’s agreement. The IMF’s job was to police the system and to lend to countries in temporary trouble, so that they would not have to devalue or impose controls.

There was a dark footnote. Evidence that emerged years later, especially from decoded Soviet cables, strongly suggested that White had been passing information to Soviet intelligence during the war. He died in 1948, shortly after testifying before Congress. The Fund’s chief architect was, it seems, playing his own double game, an irony Keynes’s bad fairy might have enjoyed.

India was there. It was still a British colony, but it sent its own delegation, led by the colonial finance member Sir Jeremy Raisman. It included R. K. Shanmukham Chetty, who would become independent India’s first finance minister; C. D. Deshmukh, later Governor of the Reserve Bank; and the Bombay financier A. D. Shroff. Their biggest worry was India’s sterling balances: the enormous sums Britain owed India for wartime supplies, food and troops, held in London. These balances were partly the fruit of terrible sacrifice. India had exported food even during the Bengal famine of 1943. The Indian delegates wanted the new system to guarantee these debts would be paid in usable currency. They did not get the guarantee they wanted, but they made their point loudly enough to be noticed.

They did win something concrete. India was given a quota of $400 million, one of the largest. When the Soviet Union, after attending the conference, decided not to join, India’s quota ranked among the top five. That entitled it to appoint its own director to the Fund’s executive board, a seat it held for years before larger economies overtook it.


The thread: The conference produced a Fund with rules and money. But what exactly happens when a country asks to borrow? The answer turned out to be the Fund’s real invention, and the source of every controversy that followed.






Chapter 2. How to Borrow from the Fund

The easiest way to understand the IMF is to think of it as a credit union for countries.

Every member pays in a subscription called a quota. The size of a country’s quota is set by a formula based on the size of its economy, how open it is to trade, how volatile its economy is and how large its reserves are. The quota does three things at once.


	It sets how much the country contributes to the Fund’s pool of money.

	It sets how much the country can borrow, roughly as a multiple of its quota.

	It sets how many votes the country has.



That last point is crucial. The IMF is not one country, one vote, like the UN General Assembly. It is closer to a company, where votes follow shares. From the start, the United States had by far the largest quota and therefore the largest vote. And the most important decisions need an 85% majority. Because the US has always held more than 15% of the votes, it has always had an effective veto over the biggest decisions. Nobody else does on their own.

There is a second unwritten rule. By convention, the head of the IMF, the Managing Director, is a European, and the head of the World Bank is an American. This deal has held for eighty years.

So what happens when a country gets into trouble?

Suppose a country’s exports collapse, or oil prices soar, or foreign investors pull their money out. Its central bank starts running down its foreign currency reserves to pay for imports and debts. If the reserves run out, the country cannot pay for oil, food or medicine, and it may default on its debts.

The country can then go to the Fund. A small first slice of borrowing is fairly easy. Larger amounts come with conditions. The country must agree a programme of policy changes designed to fix whatever caused the problem: usually cutting the budget deficit, tightening credit, and often letting its currency fall to a more realistic level.

This principle, that money comes with policy conditions, is called conditionality. It is not in the Bretton Woods agreement in any detailed form. The founders had argued about it. Keynes wanted countries to be able to draw on the Fund more or less automatically, as of right. The Americans insisted the Fund must be able to attach conditions, so that their money was not simply wasted. Conditionality grew up in practice through the 1950s, as the Fund developed the stand-by arrangement: a line of credit the country can draw on in instalments, as long as it keeps to the agreed programme.

The paperwork is revealing. Formally, the borrowing country writes a letter of intent to the Fund, describing the policies it intends to follow. In theory the country is volunteering its own plan. In practice the letter is negotiated line by line with IMF staff, and the money arrives in tranches only if the country meets agreed targets at each review.

Notice the asymmetry. Keynes had wanted surplus countries to share the burden. Under the system as built, the Fund had real leverage only over countries that needed to borrow. A rich surplus country never had to ask the Fund for anything, so it never had to listen.


The thread: The Fund was designed to be a neutral technical body. Its first big test of neutrality came within ten years, when the United States used it to bring its closest ally to heel.






Chapter 3. Suez, 1956

On 26 July 1956 Egypt’s president, Gamal Abdel Nasser, nationalised the Suez Canal Company, which was owned largely by British and French shareholders. The canal was the artery through which Europe’s oil arrived from the Gulf.

Britain and France made a secret plan with Israel. Israel would invade the Sinai on 29 October. Britain and France would then demand that both sides withdraw from the canal zone, and when Egypt refused, they would invade to “separate the combatants” and take the canal. Within days, British and French paratroopers were landing at Port Said.

They had not told the Americans. President Eisenhower was furious. It was the same week the Soviet Union was crushing the uprising in Hungary, and days before his own re-election. America was trying to tell the world that Moscow was the aggressor bullying smaller nations, and its two closest allies had just done something that looked the same.

Eisenhower did not need troops to stop them. He had money.

As British forces moved, the markets turned against sterling. Investors and governments sold pounds. Britain’s reserves drained fast. The Bank of England needed help, and the obvious source was the IMF, where Britain had a large quota and the right to borrow. But a large IMF drawing needed American support, and Washington made it clear that support would not come until Britain agreed to a ceasefire and withdrawal. There were signals too that the US Treasury might sell sterling itself.

Harold Macmillan, the Chancellor of the Exchequer, who had been one of the strongest supporters of the invasion, told the Cabinet that the country could not hold the pound. Britain agreed to a ceasefire. Once it committed to withdrawal, the IMF money arrived. Prime Minister Anthony Eden resigned in January 1957.

Suez is usually remembered as the end of Britain’s imperial pretensions. For our story, it is the moment Keynes’s bad fairy first spoke. The Fund had been used, quite openly, as an instrument of American foreign policy. The money was there. The rules allowed the drawing. What decided the matter was what Washington wanted.

For India, watching from Delhi, Suez was a reminder of a lesson it would remember for decades. Nehru’s government had condemned the invasion. But the deeper lesson was about dependence: a country that has to borrow from the Fund in a crisis is a country that can be told what to do.


The thread: Britain was humbled by the dollar. But the dollar had its own weakness, hidden in the very design of Bretton Woods. By the 1960s, that weakness was threatening to bring the whole system down.






Chapter 4. The Dollar’s Dilemma

The Bretton Woods system rested on a promise. Every currency was pegged to the dollar, and the United States promised to exchange dollars for gold at $35 an ounce for any foreign central bank that asked.

In the 1950s that promise looked safe. America held most of the world’s gold. Other countries were desperate for dollars to buy American goods.

But a Belgian-American economist named Robert Triffin spotted a flaw. For the world economy to grow, it needed more reserves. Under Bretton Woods, the main reserve was dollars. The only way the world could get more dollars was if America ran a deficit, sending more dollars abroad than came back. But the more dollars piled up abroad, the less believable America’s promise to swap them all for gold became. Eventually foreigners would hold more dollars than America had gold. This came to be called the Triffin dilemma: the system needed America to keep spending dollars abroad, and that very spending undermined confidence in the dollar.

By the late 1960s this was no longer theory. America was spending heavily on the Vietnam War and on social programmes at home. Inflation was rising. Dollars piled up in Europe. France’s President de Gaulle complained about the dollar’s “exorbitant privilege” (a phrase coined by his finance minister): America could pay for things simply by printing money the rest of the world had to accept. France began converting dollars into gold.

The IMF tried to help. In 1969 it created a new kind of reserve asset, the Special Drawing Right (SDR). An SDR is not a currency you can spend in a shop. It is an entry in the Fund’s books that central banks can exchange among themselves for real currencies. When the Fund makes an “allocation” of SDRs, each member’s reserves rise in proportion to its quota, without anyone having to borrow. It was a faint echo of Keynes’s bancor, an attempt to create world reserves that did not depend on America’s deficits. The first SDRs were issued in 1970.

It was too little, too late. On Sunday evening, 15 August 1971, after a weekend of secret meetings at Camp David, President Nixon went on television. He announced that the United States would no longer convert dollars into gold for foreign governments. He added a 10% surcharge on imports for good measure. The “gold window” was closed. Nixon’s Treasury Secretary, John Connally, later summed up the American attitude to worried Europeans: the dollar, he said, was “our currency, but your problem”.

Attempts to patch up fixed rates failed. By 1973 the major currencies were floating, their values set day by day in the markets. In 1976 IMF members met in Jamaica and formally accepted the new reality: countries could choose their own exchange-rate arrangements.

This should have been an existential crisis for the Fund. Its central job, policing the fixed exchange rates, had just disappeared. What was the IMF for, in a world of floating currencies?

The answer turned out to be: lending to countries in crisis, on conditions. The oil shocks of the 1970s were about to provide plenty of them. And the first big customer was a surprise.


The thread: With exchange rates floating, the Fund reinvented itself as a crisis lender. Its most humiliating client of the decade was not a poor country. It was the country that had once run the world’s financial system.






Chapter 5. Healey at Heathrow

On 28 September 1976, Britain’s Chancellor of the Exchequer, Denis Healey, was sitting in the VIP lounge at Heathrow Airport. He was due to fly to Hong Kong for a Commonwealth finance ministers’ meeting, and then on to the IMF’s annual meeting in Manila.

Healey was a formidable figure: a wartime beachmaster at Anzio, a reader of Plato and Kant, and a famously combative politician. But the news reaching the lounge was terrible. The pound, which had been worth about $2 in March, was collapsing. That day it fell to around $1.63, its lowest level ever. Britain’s inflation had peaked at close to 27% the year before. The government was running a deficit of around 10% of national income. A $5.3bn credit from other central banks, arranged in June, was due for repayment in December.

Healey cancelled the trip, left the airport and went back to the Treasury. The next day he announced that Britain would apply to the IMF for a loan of $3.9bn, the largest ever requested from the Fund at the time.

What followed were six weeks of agonised negotiation. The Labour government had a tiny majority. The Cabinet was split. Left-wing ministers, led by Tony Benn, wanted import controls and a siege economy rather than spending cuts. The IMF team, together with the US Treasury, wanted deep cuts in public spending as the price of the loan. At the Labour Party conference, Prime Minister James Callaghan broke with decades of his party’s thinking. Governments, he said, could no longer spend their way out of a recession.

On 15 December 1976 Healey signed a letter of intent committing Britain to substantial cuts in spending and borrowing. The loan was approved.

Then something odd happened. The Treasury had forecast government borrowing of £10.5bn for the year. The actual figure came in at £8.5bn. The forecasts had been wrong; the situation had never been quite as bad as the numbers suggested. Britain drew less than half the loan and repaid it early. Healey later said Britain probably had not needed the money at all.

But the episode changed British politics. The phrase “going cap in hand to the IMF” entered the language as a symbol of national humiliation. Many historians see it as the moment the post-war consensus broke, opening the way for Margaret Thatcher’s election in 1979.

For the Fund, Britain in 1976 and Italy in 1977 were the last big rich-country borrowers for a generation. From then on, its customers were almost all developing countries, and the conditions it attached would be felt much more painfully in places with far less room to absorb them.

Including, very soon, India.


The thread: A few years after Britain, India too went to the Fund, and asked for even more. But it set a pattern that would make it an unusual borrower: it took the money on its own terms, and then stopped.






Chapter 6. India’s Record Loan

By 1981 India was in trouble again. The second oil shock of 1979 had roughly doubled the price of crude in two years. India imported most of its oil. Its import bill soared, its trade deficit widened, and a drought forced it to import food for the first time in several years, a blow to national pride.

In August 1981 the finance minister, R. Venkataraman, told the Lok Sabha that India was negotiating with the IMF to borrow the equivalent of SDR 5 billion under the Fund’s Extended Fund Facility, a newer kind of arrangement designed for countries with longer-term structural problems rather than short-term shocks. In dollars, the loan was worth around $5.7bn, the largest in the Fund’s history at the time.

Parliament erupted. The opposition feared India was surrendering its economic sovereignty. George Fernandes demanded to know whether the conditions included devaluation. Venkataraman insisted the government would do nothing derogatory to the nation’s self-respect. He placed the letter of intent and its accompanying policy memorandum in the Parliament library for members to read.

The Fund’s board approved the arrangement on 9 November 1981. It was unusual in an important way: India’s programme was built around its own Sixth Five-Year Plan, and allowed investment in oil production and other industries, the kind of state-led investment the Fund normally frowned on. The United States, under the new Reagan administration, was openly sceptical of lending so much on such terms.

India’s government had in fact already started tightening on its own before the loan: cutting fertiliser subsidies, raising fuel prices and offering export incentives. The IMF programme largely endorsed what India had chosen to do.

Then, with the economy recovering and new oil from Bombay High reducing import needs, India did something rare. It drew about SDR 3.9 billion, and in 1984 it declined to draw the rest. It simply told the Fund it no longer needed the money.

This episode set the template for India’s relationship with the IMF for the next forty years. India would borrow when it had to, would negotiate hard over conditions, would try to frame the programme as its own, and would leave as soon as it could. The memory of Suez, and of 1966, when India had devalued the rupee under heavy pressure from the World Bank and Washington, made Indian officials deeply wary of anyone in Washington telling them how to run their economy.


The thread: India’s loan came just before a storm. A year later, one of the biggest developing countries in the world announced it could no longer pay its debts, and the IMF was suddenly at the centre of a crisis that threatened the world’s largest banks.






Chapter 7. The Mexican Weekend

Through the 1970s, the big Western banks had a new and profitable business. Oil-exporting countries, flush with money after the price rises, deposited their surpluses in banks in New York and London. The banks lent the money on to developing countries, especially in Latin America, which needed to pay their own soaring oil bills and wanted to keep growing. Western governments, and the IMF, encouraged this “recycling” of petrodollars.

The loans were mostly at floating interest rates, tied to rates in the United States. As long as rates stayed low, the debts looked manageable.

Then, from 1979, the US Federal Reserve under Paul Volcker raised interest rates dramatically to crush American inflation. The interest bills on Latin America’s debts soared. At the same time, recession in the rich world cut demand for Latin American exports. By 1982 the nine largest American banks had lent Latin American countries sums equal to about 176% of their own capital. If the borrowers defaulted, those banks would be insolvent.

In August 1982 Mexico ran out of money. Its central bank was down to less than $200 million in usable reserves and was losing around $100 million a day. Mexico’s finance minister, Jesús Silva Herzog, flew to Washington and met, on 13 August, the IMF’s new Managing Director, Jacques de Larosière, the Fed’s Paul Volcker and the US Treasury. He told them Mexico could not pay the principal due on its debts, which totalled about $80bn. It was a Friday. The weekend that followed is remembered as the “Mexican weekend”.

What de Larosière did next changed the IMF. Before then, the Fund had lent to countries and expected private lenders to follow. De Larosière turned this around. He told the commercial banks, in effect: the IMF will lend to Mexico, but only if you, the banks, also put in new money. If you don’t, there will be no IMF programme, Mexico will default, and you will lose far more.

This was called concerted lending, and banks hated it. But it worked. By March 1983 Mexico’s programme was on track and a deal had been signed with more than 500 banks. The IMF had become something it had never been designed to be: the manager of the world’s sovereign debt crises, standing between debtor countries and their creditors.

The crisis spread. Sixteen Latin American countries had to reschedule their debts, along with eleven other developing countries. For Latin America, the 1980s became known as the “lost decade”. Incomes fell, poverty rose, and governments that had followed IMF programmes often found themselves blamed for the pain.

The programmes were built on a familiar formula: cut the budget deficit, raise interest rates, devalue the currency, and squeeze imports until the country earned more foreign currency than it spent. They worked, in the narrow sense that countries kept paying. Mexico’s trade balance improved by nearly $18bn. But most of that came from imports collapsing by two-thirds, not from exports booming. A country can balance its books by becoming poorer; that is not the same as becoming healthier.

The banks survived. For years, critics argued that this was the real purpose of the exercise: the IMF’s money had flowed through Latin America and out again to New York.


The thread: By the mid-1980s the IMF’s formula, money in exchange for austerity, was being applied across the developing world. It is time to stop and ask what conditionality is actually supposed to achieve, and why it so often hurts.






Chapter 8. Why the Medicine Tastes Bad

We now have all the ingredients, so it is worth pausing to see the logic of an IMF programme. This is the central idea of the book.

Start with the basic arithmetic of a balance-of-payments crisis. A country is spending more foreign currency than it earns. Its reserves are running out. Something has to give. There are really only two options, and every IMF programme is a mixture of them:


	Financing: someone lends the country foreign currency, so it can keep spending more than it earns for a while.

	Adjustment: the country spends less foreign currency, or earns more, by cutting spending, raising taxes, raising interest rates or letting its currency fall.



Without the IMF, a country in crisis gets no financing at all. Private lenders flee. So it is forced into instant, brutal adjustment: imports collapse overnight, factories stop for want of parts, and the currency crashes. The IMF’s money is supposed to let the country adjust more slowly and less painfully than it would otherwise have to. In that sense, the IMF is not the cause of austerity. It is supposed to be the thing that softens it.

So why attach conditions at all? There are three reasons.

First, to get the money back. The IMF lends from a pool belonging to all its members, including many poor ones. It insists on being repaid before almost anyone else, as a preferred creditor. If a country simply used IMF money to postpone the reckoning, it would come back later needing even more and be less able to repay.

Second, moral hazard. If countries knew they could always be rescued without conditions, they would have less reason to avoid getting into trouble in the first place. So would the banks and investors who lend to them. Conditions are partly a deterrent.

Third, and most important, the seal of approval. An IMF loan is rarely big enough to solve a crisis on its own. What it really does is signal to everyone else, other governments, banks and investors, that the country has a credible plan. Lenders who would never trust a government’s promises will trust a programme monitored by the Fund. This is called the catalytic role of IMF lending. It is why Britain in 1976 could borrow from commercial banks in January 1977, weeks after signing its letter of intent.

Readers of the earlier volumes on game theory and macroeconomics will recognise both halves of the problem. The game-theory half is a problem of trust and commitment: a government in crisis cannot credibly promise to behave, and the IMF lends it credibility. The macroeconomic half is about how much damage cutting spending does to growth.

That second question is the one the IMF has most often got wrong. When a government cuts spending by 1% of national income, how much does the economy shrink? Economists call the answer the fiscal multiplier. If the multiplier is small, say 0.5, austerity is fairly cheap: cut spending by $1 and the economy shrinks by 50 cents, so the deficit falls. If the multiplier is large, say 1.5, austerity is self-defeating: the economy shrinks so much that tax revenues fall, and the debt burden can actually get worse. Multipliers tend to be largest in deep recessions, when interest rates cannot be cut further, and when a country cannot devalue.

There is one more structural problem, the one Keynes saw in 1944. Adjustment falls almost entirely on the debtor. A surplus country, piling up reserves by selling more than it buys, never needs the Fund, so the Fund has no leverage over it. The system pushes the weak to adjust and lets the strong carry on.

So the honest answer to “why does the medicine taste bad?” is threefold. Sometimes it has to: there is no painless way to stop spending money you do not have. Sometimes the Fund prescribes too much of it, because its forecasts are too optimistic. And sometimes the dose is shaped by politics in Washington rather than economics in the patient: Keynes’s bad fairy again.


The thread: With those ideas in hand, we can return to India. In 1991 India’s reserves fell to a level that would pay for only a few weeks of imports. To stay afloat, it had to put its gold on a plane.






Chapter 9. Gold on a Plane

In the late 1980s India borrowed heavily. The government ran large budget deficits. It financed part of them by borrowing abroad, including expensive deposits from non-resident Indians that were, in effect, foreign debt. Exports were sluggish. The Soviet Union, a major trading partner, was collapsing.

Then, in August 1990, Iraq invaded Kuwait. Oil prices jumped. Remittances from Indian workers in the Gulf dried up as tens of thousands were evacuated. At home, governments fell in quick succession; one could not even pass a full budget. Credit-rating agencies downgraded India. Foreign commercial banks stopped lending. Non-resident Indians began withdrawing their deposits.

By January 1991 India’s foreign exchange reserves had fallen to about $1.2bn. By June they had halved again, barely enough for a few weeks of essential imports. India was weeks from defaulting on its foreign debts for the first time in its history.

The government of Chandra Shekhar turned to the country’s oldest store of value: gold.

In May 1991 about 20 tonnes of government-owned gold were used in a transaction through the State Bank of India with the Union Bank of Switzerland, raising about $200 million. It was not enough. Then the Reserve Bank of India pledged around 47 tonnes of its own gold as collateral for loans arranged through the Bank of England and the Bank of Japan, raising roughly $400 million more. The gold had to be physically moved abroad. It was flown out under heavy security, in great secrecy, because officials feared news of it would cause panic. When the news did leak, it caused national outrage. Gold had a meaning in India that went far beyond economics. Pawning it felt like pawning the family jewels.

These were collateralised loans, not sales. They bought a few weeks. They also helped show the IMF that India was serious about meeting its obligations.

In June 1991 a new government took office under P. V. Narasimha Rao, with Manmohan Singh, a former Reserve Bank governor, as finance minister. Within weeks it devalued the rupee in two steps, by about 9% and then 11%, between 1 and 3 July. On 24 July Singh presented a budget and, the same day, the government announced a new industrial policy that dismantled most of the “licence raj”, the system of permits that had controlled Indian industry for forty years. India negotiated IMF support, a stand-by arrangement plus drawings from a facility meant to offset temporary export shortfalls, and a structural adjustment loan from the World Bank.

Was 1991 an IMF programme forced on India? This is still argued about. The reforms went well beyond anything the Fund asked for. Singh, Rao and their advisers had been thinking about liberalisation for years; many of the ideas had been circulating inside the Indian government since the late 1980s. The crisis gave them the political cover to act. The IMF programme gave them money and credibility. Indian officials were careful to present the reforms as India’s own, and in large part they were.

India had finished repaying its IMF loans by 2000 and has not borrowed from the Fund since. The pledged gold was redeemed within months.

In November 2009, eighteen years after pledging its gold, India bought 200 tonnes of gold from the IMF, for about $6.7bn, when the Fund sold some of its reserves. Few transactions in the Fund’s history have carried so much quiet symbolism.


The thread: India in 1991 made a virtue of necessity, and the reforms worked. Six years later, the IMF faced a crisis in East Asia where the necessity was much less obvious, and the medicine much more controversial.






Chapter 10. The Photograph in Jakarta

In July 1997 the Thai baht collapsed. Thailand had pegged its currency to the dollar while its banks and companies borrowed heavily in dollars to finance property and stock-market booms. When investors lost confidence, they pulled their money out all at once. The crisis spread with astonishing speed to Indonesia, Malaysia, the Philippines and South Korea.

These were not profligate governments in the Latin American mould. Most had balanced budgets and low inflation. Their problem was private debt: banks and firms that had borrowed short-term in dollars and lent long-term in local currency. When the money ran, the currencies crashed. That meant the dollar debts became unpayable, which meant the money ran faster.

The IMF arrived with huge rescue packages, with Korea’s alone totalling around $57bn including money from other lenders. But it applied much of its standard formula. It demanded higher interest rates to defend the currencies, budget cuts, and a long list of structural reforms: closing bad banks, breaking up monopolies, opening markets.

Indonesia became the symbol. On 1 November 1997, as part of its programme, Indonesia closed 16 insolvent banks. Instead of restoring confidence, the closures triggered a run on the rest of the banking system. Depositors pulled out their money and sent it to Singapore. The rupiah, which had been around 2,400 to the dollar in July, kept falling.

In January 1998 the IMF’s Managing Director, Michel Camdessus, a Frenchman, flew to Jakarta. On 15 January President Suharto, who had ruled Indonesia for more than three decades, signed a new letter of intent at his residence. It committed him to dismantling the monopolies and pet projects of his family and cronies, including his son’s national car project. A photographer captured the moment. Suharto sits, bent over the document. Camdessus stands behind him, arms folded, looking down like a headmaster supervising a detention.

The photograph went round the world. To many Indonesians, and to people across Asia, it captured national humiliation: a Western official standing over their president. One veteran Indonesian dissident said Camdessus had treated his president like an old colonial master, though he admitted Suharto had brought it on himself. The rupiah fell another 10% the day the agreement was signed. Within days it was past 15,000 to the dollar. In May 1998, after riots and student protests, Suharto resigned.

The criticism of the Asian programmes came from inside the economics profession too. Joseph Stiglitz, then the World Bank’s chief economist, argued that the IMF had applied a formula designed for fiscally reckless governments to countries with a private debt problem, making the recessions far deeper than necessary. The Fund’s defenders replied that the crisis was one of confidence, and that without tough measures the currencies would have collapsed even further.

The most lasting consequence was a lesson Asian governments drew for themselves: never again. If borrowing from the IMF meant being stood over by a man with folded arms, the answer was never to need the IMF. Across Asia, and soon across emerging markets including India, central banks began building up enormous foreign currency reserves, as self-insurance. India’s reserves, a few billion dollars in 1991, would eventually exceed $700bn.

That was rational for each country. But it had a strange side effect. Developing countries were now lending trillions of dollars to rich ones, mostly by buying US government bonds, to protect themselves against the IMF. Keynes’s worry about surplus countries hoarding reserves had come back in a new form.


The thread: After Asia, the Fund’s reputation was at a low, and so was its business: countries were avoiding it. One country, however, kept coming back, again and again.






Chapter 11. Argentina, Again and Again

No country has had a longer or more troubled relationship with the IMF than Argentina. It joined in 1956. Its first loan, in December 1958, was $75 million. By 2025 it had signed 23 programmes, and it was by far the Fund’s largest debtor.

In the 1990s Argentina tied its peso one-for-one to the dollar to end hyperinflation. It worked for a while. But the government kept borrowing in dollars, and when Brazil devalued in 1999, Argentina’s exports became uncompetitive. The IMF kept lending to support the peg. In December 2001 it refused to release further money. Argentina defaulted on about $100bn of debt, the largest sovereign default in history at the time, abandoned the peg and plunged into an economic and political crisis. Many Argentines have blamed the IMF ever since, for pushing austerity on an economy already in recession, and then for pulling the plug.

In 2018, under the market-friendly President Mauricio Macri, Argentina returned to the Fund and received the largest arrangement in the IMF’s history: about $57bn. Around $44bn was disbursed. The programme failed. The peso collapsed, inflation soared and Macri lost the 2019 election. In 2021 the Fund itself conceded the loan had not achieved its aims. Critics, including some inside the IMF, argued it had been far too large, approved too fast, and driven by the Trump administration’s wish to support a friendly government. Keynes’s bad fairy, once again.

In 2022 a new Peronist government signed a $44bn programme, essentially to refinance the 2018 loan.

Then came Javier Milei, a libertarian economist elected in late 2023 who campaigned with a chainsaw as a symbol of what he would do to state spending. He cut spending sharply, produced Argentina’s first budget surplus in more than a decade and brought inflation down from triple digits. In April 2025 the IMF approved a new 48-month, $20bn Extended Fund Facility. Its first disbursement, $12bn, was unusually large and front-loaded.

Then, in the autumn of 2025, with the peso under pressure before crucial midterm elections, Washington stepped in directly. The US Treasury, under Scott Bessent, bought Argentine pesos in the open market, a rare intervention, and signed a $20bn currency swap line with Argentina’s central bank. Bessent described it as a bridge to the election and said that only the United States could act fast enough.

There is a symmetry here with Suez. In 1956 the United States used its control over IMF money to punish an ally that defied it. In 2025 it went beyond the IMF altogether to support an ally it favoured. Either way, the lesson for other countries was the same: in a currency crisis, what Washington wants matters at least as much as what the rules say.


The thread: Argentina is the extreme case of a country that keeps returning. But in 2008 the IMF faced a new kind of crisis, which began not in a poor country but in the heart of the rich world.






Chapter 12. When the Rich Needed Rescuing

By 2007 the IMF was in an identity crisis. After the Asian crisis, emerging markets avoided it. Its loan book had shrunk so much that it was struggling to cover its own running costs from interest income, and it was cutting staff. Some wondered whether it had any future at all.

Then the global financial crisis of 2008 began, in the American and European banking systems, and the IMF suddenly mattered again.

At the G20 summit in London on 2 April 2009, world leaders agreed to triple the IMF’s lending capacity to $750bn, largely through new borrowing arrangements with members. They also agreed a new allocation of SDRs worth $250bn, which took effect in August 2009 and increased the stock of SDRs almost tenfold. It was the biggest boost to the Fund since its creation.

The crisis then moved to the euro zone, and the IMF found itself lending to rich European countries for the first time since Britain in the 1970s.

In May 2010 Greece received a €110bn rescue from a “troika” of the IMF, the European Commission and the European Central Bank. The programme demanded enormous budget cuts. Greece could not devalue, because it used the euro. It could not cut interest rates, because the ECB set them. The fiscal multiplier, as Chapter 8 warned, was going to be large.

It was. In January 2013 the IMF’s chief economist, Olivier Blanchard, published research with a colleague admitting that the Fund’s forecasters had significantly underestimated how much austerity would damage European economies. They had assumed a multiplier of around 0.5; the true figure in the early years of the crisis turned out to be between about 0.9 and 1.7. A few months later, the Fund’s internal evaluation of the first Greek programme admitted serious mistakes. It said Greece’s debt should have been restructured much earlier, rather than in 2012, and it blamed the other members of the troika for slow, consensus-driven decision-making. Greece’s economy shrank by around a quarter.

The Greek episode deepened a grievance that developing countries had held for years. When Asia was in crisis, the IMF had insisted on harsh terms and quick action. When Europe was in crisis, it lent far larger sums relative to the size of the economies, bent its own rules to do so, and was run largely by Europeans. The Managing Directors in this period were all European: Dominique Strauss-Kahn, then Christine Lagarde. It looked like one rule for the club and another for everyone else.

When the Covid pandemic struck in 2020, the Fund moved faster. In August 2021 it made the largest SDR allocation in its history, worth about $650bn, boosting every member’s reserves without conditions. But because SDRs are distributed by quota, most of the money went to rich countries that needed it least. The bad distribution came directly from the voting structure designed in 1944.


The thread: By the 2020s the IMF was dealing with a new kind of debt crisis in poor countries, one where the biggest creditor was neither the Fund nor Western banks, but China. And India, for the first time, found itself on the creditor side of the table.






Chapter 13. Neighbours

In April 2022 Sri Lanka declared its first-ever sovereign default. Years of tax cuts, borrowing and a collapse in tourism after the 2019 Easter bombings and the pandemic had drained its foreign currency. There were queues for fuel, cooking gas and medicines. In July protesters stormed the presidential residence, and President Gotabaya Rajapaksa fled.

Sri Lanka turned to the IMF. In September 2022 the Fund reached a staff-level agreement for a loan of about $2.9bn. But it could not lend until Sri Lanka’s main official creditors gave financing assurances: written commitments that they would restructure Sri Lanka’s debts enough to make it sustainable. Otherwise the IMF’s money would simply flow through to pay other creditors in full.

This was the new problem of sovereign debt. In the 1980s the main creditors were Western banks, and the IMF could knock their heads together. By the 2020s, much of the developing world owed large sums to China, through its state policy banks, which did not belong to the Western creditors’ club and did not always share its rules.

India moved first. In January 2023 India’s finance ministry sent the IMF a letter confirming its support for Sri Lanka’s debt restructuring, becoming the first bilateral creditor to do so. India had already rushed around $4bn in credit lines and other support to its neighbour during 2022. China’s Exim Bank followed days later. In March 2023 the IMF approved the programme. For India it was a strategic moment: proof that it could act as a regional financial power, and a contrast with China’s slower approach.

Two years later the Fund put India in a very different position.

Pakistan has borrowed from the IMF more than two dozen times since 1958. In 2024 it signed a new $7bn Extended Fund Facility. In May 2025, during a military confrontation with India after a terrorist attack in Kashmir and India’s retaliatory strikes, which India called Operation Sindoor, the Fund’s board met on 9 May to review Pakistan’s programme. It approved the release of about $1bn, along with a separate $1.3bn climate-resilience loan.

India objected strongly. It argued that money flowing to Pakistan could indirectly support cross-border terrorism, and pointed to Pakistan’s long record of failed programmes. But by the board’s practice, members generally either support such decisions or abstain rather than vote against. India abstained. The Fund later defended its decision, saying Pakistan had met all its programme targets and that the money went to the central bank’s reserves, not the government’s budget.

Here was Keynes’s dilemma in its purest form. India was effectively asking the Fund to take political considerations into account. The Fund insisted it was judging on economics alone. Each side could claim to be honouring the spirit of Savannah.


The thread: Underneath every one of these stories is the question of who controls the Fund. In the 2020s that question became more urgent than ever, as the voting shares of 2010 grew ever more out of date, and as the Fund’s largest shareholder began to question what the institution was for.






Chapter 14. Who Owns the Fund?

By the mid-2020s the IMF had 191 members and could lend roughly $1 trillion. But its shareholding still reflected the world economy of an earlier era.

The last real reshuffle of voting power was agreed in 2010 and only took effect in 2016, after years of delay in the US Congress. It doubled the Fund’s permanent resources and, for the first time, placed four emerging economies (Brazil, China, India and Russia) among the ten largest members. It also abolished the appointed seats on the executive board, the kind India had held in 1946.

But even after that reform, China, with around 18% of the world economy, held just over 6% of the votes. India held under 3%. The United States held around 16.5%, still enough for its veto.

In December 2023 members agreed a 16th review of quotas, increasing everyone’s quota by 50% but deliberately not changing anyone’s share of the votes. The obstacle to realignment was simple: any real reform would give much more power to China, which Washington would not accept. Even the modest 50% increase needed approval from the US Congress. As of April 2026 it still had not been given. Some Republicans saw it as a step toward boosting China’s influence. The IMF’s Managing Director, Kristalina Georgieva, a Bulgarian economist in her second term, pleaded for the money. She said she wanted the Fund strong enough that a crisis would take one look at it and run away.

Georgieva carried her own baggage. In 2021 an investigation commissioned by the World Bank concluded that, as the Bank’s chief executive in 2017, she had pressured staff to improve China’s ranking in its Doing Business report while the Bank was seeking Chinese support for a capital increase. She strongly rejected the findings, and the IMF’s board kept her in office. The episode is told in the companion volume on the World Bank. Here it is enough to note how hard it is to keep geopolitics out of either institution.

The United States under President Trump’s second administration made its views clear. In April 2025 Treasury Secretary Scott Bessent told an audience in Washington that the IMF and the World Bank suffered from “mission creep”: too much time on climate change, gender and social issues, not enough on their core jobs. The IMF, he said, should go back to basics, macroeconomic stability and balance-of-payments lending, and should be much tougher on surplus countries, above all China, that kept their currencies cheap. It was an argument Keynes might have recognised. Bessent also made clear the United States would stay in the institutions and use its leadership to reshape them, rather than leave as some conservatives wanted.

In October 2026 the Fund’s annual meetings were held in Bangkok. Georgieva described them as marked by both optimism and worry. There was optimism about artificial intelligence and Asia’s dynamism. There was worry about inflation, record debt in rich countries, wars, and price shocks from conflict in the Middle East hitting poor, oil-importing countries. She pointed out that debt payments in low-income countries had risen from 8% to 14% of government revenue in recent years. And she noted that this time it was the advanced economies, the United States included, that were the worst offenders on debt.


The thread: Eighty years after Savannah, the twins are grown. Did the bad fairy’s curse come true?






Epilogue: The Curse and the Gift

Go back to Savannah, March 1946, and Keynes’s fairy tale.

The bad fairy’s curse was that the twins would grow up politicians, every decision taken for a hidden reason. By that test, the IMF’s record is mixed at best. At Suez it was a weapon of American policy. In Argentina in 2018, and in the US swap line of 2025, the largest decisions tracked who was friends with Washington. In Europe after 2010 it bent its rules for its most powerful members. And the 85% rule means one country can still block any serious change to who runs the place.

But the good fairies’ gifts arrived too. The Fund does belong, in a sense, to the whole world: 191 members, where 1946 had a few dozen. It has the energy to act fast in a crisis, as in 2009 and 2020. And it has, at its best, the wisdom to admit its mistakes in public, as it did over Greece, which few institutions dare.

Above all, it does something nobody else will do. When a country runs out of dollars and every private lender has fled, the IMF still answers the phone. The conditions may be harsh, the politics may be crooked, but the alternative, no lender at all, is almost always worse. That is the gift Keynes and White, for all their differences, both wanted to give.

India’s story with the Fund traces the whole arc. A colony at Bretton Woods arguing about debts owed by its imperial master. A founding member with a seat on the board. A reluctant record borrower in 1981 that stopped drawing when it could. A near-defaulter in 1991, sending its gold abroad by plane. A buyer of 200 tonnes of the Fund’s own gold in 2009. A creditor that moved first to rescue Sri Lanka. And a critic at the board table in 2025, abstaining as the Fund lent to its adversary.

The reserves India built after 1991, more than $700bn, were in part a declaration that it would never again go to Washington cap in hand. That is perhaps the most telling verdict on the IMF of all. The countries that have done best from it are the ones that worked hardest never to need it again.




Glossary


	Balance of payments: A country’s account of all foreign currency coming in (exports, investment, remittances) and going out (imports, debt payments).

	Bancor: Keynes’s proposed world currency for an International Clearing Union. It was never created.

	Catalytic lending: The idea that an IMF programme unlocks money from other lenders by signalling credibility.

	Concerted lending: The 1980s practice of making IMF loans conditional on commercial banks also lending new money.

	Conditionality: The policy conditions attached to IMF loans.

	Extended Fund Facility (EFF): An IMF arrangement for longer-term structural balance-of-payments problems, usually lasting three to four years.

	Financing assurances: Commitments from a country’s creditors, required before the IMF lends, that they will restructure its debts as needed.

	Fiscal multiplier: How much the economy shrinks when a government cuts spending by a given amount.

	Letter of intent: The document in which a borrowing government sets out the policies it will follow under an IMF programme.

	Moral hazard: The risk that the promise of rescue encourages reckless behaviour.

	Preferred creditor: The IMF’s status of being repaid before most other lenders.

	Quota: A member’s subscription to the IMF, which sets its contribution, its borrowing limit and its votes.

	SDR (Special Drawing Right): An international reserve asset created by the IMF in 1969, valued against a basket of major currencies.

	Stand-by arrangement: The classic IMF line of credit, drawn in instalments as the borrower meets agreed targets.

	Triffin dilemma: The problem that a world relying on one country’s currency for reserves needs that country to run deficits that eventually undermine confidence in its currency.

	Troika: The IMF, European Commission and European Central Bank acting together in the euro-zone rescues.
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