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Abstract: After more than half a century since the creatibthe International Monetary Fund (IMF), this pap
analyzes the extent to which this institution filéfi its mission. The IMF admits that, in genefalled in the
activities which it proposed, that is raising furidscountries with economic problems and theiiggibution to
ensure long term growth and development. Thistittn did nothing towards reducing poverty anchfinial
disparities, increasing transparency, accountgldlitd improving management, and creating a moreieft
loan system. The main objective of this paper ipresent arguments for and against the stratefgctethe
policy and methodology of the financial institutjomith the purpose of justification for IMF membleis to the
global financial system.
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1. Introduction

The IMF is, undoubtedly, the most important finah@rganizations in the world. In its 67 years of
operation, the IMF has encountered ups and dowhnes.IWF critics say that, instead correcting its
failures, this institution tends to cause more fEots (McQuillan, 2010). The IMF has been glorified,
but also criticized because of the importance gdmd the market economy, the Fund being defined
as a supporter of financial globalization. Coursttigat rely on the financial aid from the IMF hage
implement standard programs of economic reformghyloften, have significant consequences on the
population. Basic criticism of the IMF, from a tletcal point of view, is based on the commitment
to neoclassical doctrine, often called market fumelatalism (Davis, 2007).

The toughest critics of neoclassical doctrine weaele by George Soros, founder of the Open Society
Foundation, and expert in functioning of financizrkets. The theoretical core of this issue is it
strategic operation of the MF is contained in tlkern®mic relations explanation, which becomes
guideline for developing countries and for thosthvpiroblems, countries that are dependent on the ai
from the international financial institutions. ThdF imposed this limited development concept to all
of the countries that asked for help.

After the failure of the idea of central planningpeomy and social development, the main task of
modern economists is to release the invisible haincharket forces around the world, eliminating
barriers to free flows of natural resources, gosgsyices and money, which should ensure greater
prosperity. The economy protected by the IMF deéesds based on the belief that the private sector
is more efficient and more dynamic than the pusdictor, and it reacts better to the market constio
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(Sheppard, Weidner and Wendt, 2011). In acadendcpatitical discussions, many blame the IMF
because its dogmatic approach, this causing iaflaihd payments deficits in developing countries.

2. Thelnternational Monetary Fund, Criticized
Criticism of the IMF's role is centered on four eassues (Goldsbrough, 2006):

1. Macroeconomic frameworks underlying the IMF progsamre said to be “too rigid”,
restraining, therefore, the expenditures that wnglanade, since they are very conservative in
terms of macroeconomic stability. This might bedwese their goal is to achieve low inflation
rates or to target fiscal deficits which are lowlat what is necessary for stability. There are
two aspects of criticism on macroeconomic framewnfist, that programs aim at achieving
too low inflation targets, exceeding the availabledence on inflation thresholds that are
harmful for economic growth and poverty reductise¢ondly, in spite the declaration made at
the time the Facility for poverty reduction and \gtb was introduced, the programs still
present insufficient fiscal flexibility, especialiy terms of expenditure financed by aid.

2. In his role as “keeper”, it is said that the IMFegobeyond the available evidence to make
decisions on issues such as absorptive capaakyofi“Dutch disease” or debt sustainability.
To a considerable extent, the community of the éesi¢ontracted from the IMF assessments
of the countries’ macroeconomic policies, baseditsnsignals on the opportunity of the
macroeconomic framework when making decisions dn\ahhile creditors’ answers to these
signals may be nuanced, the IMF assessments atg ikinfluence the level of aid flows. So,
the question is how the IMF makes its decisionsnmacroeconomic framework for an
environment where there is a considerable unceytalmout how the economy will respond to
the aid. Some critics of the IMF argue that it eedethe available evidence in making such
judgments, relying unduly on the caution side lbgrej emphasizing of macroeconomic risks.
IMF response is that this is a more flexible apphoto macroeconomic challenges, but that
many of the involved countries went through longqus of macroeconomic instability, with
high costs, so caution is justified in order noutmlermine the recent gains.

3. The IMF is criticized for not having a more detdilapproach of members’ needs when
determining the macroeconomic framework and theirements of the aid to help countries
to achieve the Millennium Development Goals — oy ather targets related to these goals.
They say that the IMF does not act as a catalystitacan tell creditors that a medium term
framework based on low expectations is acceptabhknva more ambitious scenario would be
feasible. IMF response is that in the formulatidritee spending programs, the government
must take account of budgetary constraints, inolgidixpectations of available aid and is not
in favor of poorer countries to claim that they Wbuveceive more help than they do — in a
world where commitments still exceed payments.

4. Developing programs do not sufficiently take intx@unt the cost of achieving short term
macroeconomic adjustments. It is very importantfthenework in the medium term, which
underpins the programs developed by the IMF. Bet shhemes involve more than this
framework. They are detailed accords of how ma@oemic policies will be implemented in
the short term. For many programs, some aspette aetailed design were controversial.

The IMF supporters respond to this criticism byisgythat this approach is the direct result of free
market and market economy. Also, they affirm thisra need of Washington consensus and that the
countries with economic problems will soon comeotiyh. Fiscal strictness, privatization,
liberalization and other macroeconomic programmelds are the basis of the IMF policies, and over
time, have become rather targets than means féaisable growth (Spruiell, 2006). These policies
were pushed too hard and too fast, while negledthgr necessary policies. The IMF provided better
grades to those countries with a faster privatiragirocess.
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However, rapid privatization has not brought anynsistent benefit. Corrupt politicians took
advantage of the IMF demand for rapid privatizatiamd purchased power, energy and water
companies in their own countries. Workers haveraogived anything during privatization, because
they were dismissed without pay. No wonder thahhigemployment rates were recorded after such
measures (Hood, Kamery and Pitts, 2004). Internatipower elite puts the IMF under its authority,
to serve as regulator of national economies and fmsce dealing with globalization. IMF, through
stand-by arrangements, expanded its competencesinapolsed its attitude and its neoliberal
objectives. Often, the IMF managed not only thedmif a country, but the whole set of economic
policies (Gilbert, Vines, 2004). By rapid elimirai of barriers and reduction of custom duties, the
free market was established, causing significantadges to domestic production. It was a big mistake
of the IMF and of the overall financial globalizati

The preparations for the free functioning of therkehave been made in developing countries, but
institutions that were needed were not establisimeasing production and productivity in domestic
industry were not achieved, national industry remmgj uncompetitive both in national and world
markets. Foreign trade deficit of developing coiastrose to a dangerously high level. The budgets
were limited and the expenditures over budgets wedeiced, resulting in a decreasing of social
benefits, a reduction in health insurance rights@apensions’ limitation.

All these adversely affected the different classfegeople, especially the poor, and caused numerous
complaints and protests. These policies, based ashigton directives, brought social and private
benefits, but also had many weaknesses, encouthgddstability of taking systemic risk and led to
negative financial consequences. In addition tétyadesign, it focused too much on limiting demand,
and not on the structural policy that would influenthe main causes of balance/imbalance of
payments of developing countries or of those inditeon (Camdessus, 1998). The IMF program did
not encourage the development of agriculture, laused a decline in agricultural activity, rising
unemployment and deteriorating living conditionawéver, the IMF defends its programs, claiming
that they are based on demand regulation and sipplyase policy, depending on the nature and the
size of the period of balance/imbalance of payments

Moreover, the main problem of the IMF is the mamaget, the lack of accountability and evaluation,
the excessive monopolistic status, the undemocratoagement system and the lack of public
participation. This institution is dominated notlyby the richest countries, but also by commercial
and financial interests of these countries (Scley2@05).

Experts that are involved in the process of depisimaking of the IMF adapt their analysis and
suggestions to their superiors’ ideas. The IMFfisrocriticized for its politics and secret progsam
Lately, an important step has been made towardispurig additional info about its activity. Though,
more actions are needed in order to increase #msgarency of the IMF and its citizen approach.
Increasing public pressure may lead to changdseipolitics of the international institutions, tging
benefits to citizens all around the world. Moregwitre leading structure and the way of making
decisions have been the main problem of IMF agtivit

The most developed countries make decisions witienMF, not only due to the way of vote rights
allocation, but also due to the division of compets between certain domains within the
organizational hierarchy and the vote of qualifiegjority, exceeding 2/3 in the total number of gote
Nowadays, most of IMF and World Bank activity withthe emerging countries are lead by
representatives of the industrialized countriess lvell known that the leading staff of the IMF is
always from Europe and the one of the World BanBj\WWrom the United States. The elections are
always made behind closed doors, and global deredap experience is not a prerequisite. The
principle of liability demands that decision makare responsible for their own actions and for the
consequences of their elections.

This activity includes the principles of transpangiand evaluation. Transparency ensures information
access to individuals that are not members ofrtbigtution. Evaluation allows citizens to expressit
opinion about the decisions quality. The IMF hakethin achieving the criteria of responsibilityh&
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main reason is the lack of a systemic and indepengl&luation mechanism. As long as there are no
consistent, independent and continuous evaluatidnceticism of the IMF, one can see that the IMF
tries to hide the results of its activity. Commatdnterests must be replaced with preoccupatigh wi
the living standards, democracy, human rights aruigk justice. Institutions representing the global
civil society demand individuals to involve in désmging economic growth programs, though, very
often, the IMF makes the plans by itself, behinmsed doors and then sends them to the countries in
order to be signed, without letting them know tiinly have the possibility to develop their own glan
As global communication turns the world into a veisong linked system, more and more individuals
are capable of examining the costs and benefigsafiomic policies.

The IMF has restricted individuals’ access to t®r@mic programs of adjustment. Though, it is
believed that it gives financial help and shortrtenacroeconomic guidance. As a judge within the
negotiations, the IMF usually limits itself to thdinistries of Finance and the national banks.
Involvement of individuals in decision making isietcompulsory. Citizens in the emerging countries
have protested for years due to the beamy socthkaonomic statuses. What is now different is the
fact that a new wave of protests starts in the ldgeel countries. They have occurred in Geneva,
Seattle and other cities where meetings of the MWIB, and World Trade Organization occurred. High
public pressure may contribute to the changindhefdolicies of the international financial instituts
towards individuals’ interests.

The professor and winner of the Nobel Prize, J.&gli& has criticized in a public manner the
mechanism of this institution when he saw the wag tMF and other global players operated
(Dawson, 2009). According to Stiglitz, the IMF prams caused hunger and disorders in many
countries, though the results had not been fata. rich often become healthier, while the poor ones
become poorer. Moreover, he emphasized that tkeme doubt that certain distress were necessary,
but the distress in the emerging countries, cabygeglobalization and development, lead by the IMF
and other financial international institutions, amere than unnecessary. In fact, Stiglitz is adaimes
way globalization is lead and does not hide hisat@ensitivity regarding the victims of the cruel
process of globalization (Ambrose, 2002). The ppiles of the global financial orders are always
attacked.

Globalization turned over the night into an impottdopic, decreasing the feeling of isolation,
connected the national economies and influenceddthelopment of international trade. It also
hollowed the difference between the developed andemdeveloped countries. The process of
globalization itself and the implementation of ade based economy did not have positive effects in
the emerging countries. The West promised grearawgments if the countries adopted the new
economic system. The new system caused a risinge@ed hunger instead. International financial
institutions have not had the leading role in aglauled system without global leadership. Stiglit
claims that the IMF has made two mistakes in itfoas. The first one was accepting the theory of
liberalization, drawing the map according to theaty and by diagnosing the problems in the
emerging countries in a wrong way. Moreover, toisesne and this model have been applied to all the
states, neglecting national features. The problears be described in four steps. First step is
privatization. Some politicians have sold publictevaand electricity companies without negotiating,
interested by the remittances. These politiciang hesed the demands of the World Bank in order to
justify its actions. The second step was liberéliraof the capital flows.

Unfortunately, in the case of Indonesia and Bramibney usually moves because of the real estate
sector and currency speculations. The state resenvédose currency in just a few days. When such
things happen, the IMF demands these countriegide the interest rate by a considerable percentage
The effects are predictable. High interest rates destroy the value of the real estate sector and
industrial production, and clear the national ressr The IMF then leads the weaken country towards
the third step, represented by the liberal stadtilim, at the market level, of the prices of wateod

and gas. This action leads to the fourth step,sthealled IMF protest, which is also predictable
(Davis, 2007).
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Jeffrey Sachs, economist and professor at Harvamgletsity, is one of the critics of international
financial organizations. He claims that Westernntoes must devote more financial resources to
programs against poverty. He adds that past prégdet because US pressure to give money to allied
governments, no matter that they were incompetentoorupt. Sachs emphasizes the growing
influence of Wall Street bankers on these instini

Many economists believe the criticism is justifiedy this does not give poor countries the righdegb
conditions and amount of loans. Also, it is norffiealthe IMF to protect the bankers interests beeaus
unprotected, they will not invest, which is conyrao the interest of developing countries (Rogoff,
2003). The WB and IMF have both good and bad ideas.

As mentioned above, it can be deduced that morensoreé economists believe that the IMF is not
needed (Hood, Kamery and Pitts, 2004). These stattsmare based on three arguments. First, the
IMF is institutionally unable to be an effective-called “last lender in case of emergency”. The IMF
does not succeed in creating valuable money arghitting quickly enough to prevent liquidity crises
Also, the Fund lacks information on insolvency afldjuidity of the banks. The IMF has not
demonstrated effectiveness in promoting economiicips necessary to avoid future crises. The IMF,
established for helping in the short term, evolwetb an international economic consultant for
development, using loans to persuade developingtdes governments to implement policies that are
in interest. However, the IMF has not shown effestess in this role. Differences in living standard
between rich and poor countries continued to grbive power and the frequency of crisis deepened.
Negotiations for receiving the IMF loans take toad and threaten transformation of liquidity crises
into one of solvency.

3. IMF and the Global Financial Crisis

In a recent paperwork of the Center for Economit Ralicy Research (CEPR), economists argue that
countries currently involved in the IMF loan agrests are subject to "pro-cyclical” macroeconomic
policies, which tend to aggravate the economic dmmn. Economists argue that the IMF failed to
learn valuable lessons from the past economicresed continues to be based on overly optimistic
growth forecasts for debtor countries. Managingéhgolicies wrongly, the authors argue that the IMF
may have increased or prolonged financial crisimyany countries that it have borrowed (Center for
Economic and Policy Research, 2009).

CEPR and other analysts have criticized the IMRdding to anticipate the crisis in the United &&a
Since the IMF releases regularly the World Econo@®itlook every six months - in order to assess
current economic trends - some economists arguettibaFund should have recognize the growing
bubble and to anticipate the consequences. Critigs the IMF to reassess the criteria, assumptions
and economic analysis used to prescribe macroedormoticies in developing countries (Inter Press
Service, 2009).

In many Eastern European countries, both leadetsitizens see the IMF loan conditions as factors
that have aggravated the crisis. In Romania (wiyntieted a loan of 20 billion with IMF), opposition
political party called for a vote of no confidenagainst the elected government because of the
controversial reforms imposed by the IMF. In Hungareople know of the IMF loans and conditions
attached to them, and "The IMF is not very pledsant

4. IMF Responseto Criticism
1. Crisis always creates difficulties.

Because the IMF fights against the economic criggardless of policy that offers, it is likely to
experience difficulties. Trying to balance the baka of payments is not possible without some phinfu
readjustments.
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2. The IMF had some successes.

The IMF failures tend to be highly publicized. Btg successes, less. Also, critics tend to focus on
short-term problems and ignore longer-term prosp@divos and the Mott Foundation, 2003).

3. Safety

The fact that there is a lender of last resort joies a boost to investor confidence. This is inmgart
during the current financial crisis.

4. Countries are not obliged to resort to the IMF kan

Countries are those that seek help from the IMFe felst that many countries turn to the IMF suggests
that there are benefits in this respect.

5. The IMF is an easy target.

Sometimes, countries decide to make painful adjestmin the short term, but it lacks political will
An IMF intervention causes governance to borrownfithe Fund, and later on, if difficulties arise, to
blame the IMF (Bryant, Guh, 2008).

5. Conclusions

Traditional criticism of those who oppose the markgstem and globalization of trade says that a
combination of financial liberalization, opening @conomies and recipes of macroeconomic
development of the IMF creates a dangerous cockbailsmall, open and dependent countries.
Recently, these views were shared also by thei@#igvho implement these policies.

Although there is a growing awareness of the probtd organization and management of this
institution, compensatory programs are modest today

The key issue of whether institutions will helpinarease or decrease poverty in developing countrie
has not been solved. The IMF will continue to repré the rich international financial institutions,
bankers and investors who show interest for the adsthe poor. There is also the problem of
indications adequacy in determining the internatiomstitutions to change their behavior to
developing countries in order to promote developgraen social welfare.

Since this subject is vast, it is necessary to tpainh some proposals. First, it must be admitted th
neo-liberalism and privatization did not lead toogperity and development. Liberalization and
privatization should be introduced gradually andaiontrolled manner. Certain pre-conditions are
necessary for market liberalization. Privatizatimogram should be protected from adverse effects,
and social programs must be implemented to soleelsproblems arising from privatization. It is
necessary to introduce quality rules for the pinagion process, in order to make privatization
policies serve in achieving development. Appropridinancial institutions such as banks and
regulated financial markets are necessary for ssfgkoperation of liberalization and privatization

Moreover, all the above must be followed by appiipr macroeconomic policies. These policies
should be based on an accurate analysis of stafeeafconomy and must take into account that a
weak economy cannot survive the competition withetigped countries, having to protect by custom
duties and other methods. Macroeconomic policy roostain a special social program and a program
to reduce poverty, problem encountered in mostansition and developing countries. The IMF must
observe the specific conditions of each country @bt its development models and macroeconomic
policies to these conditions.

There is no doubt that the IMF violates human gghliestroys physical and social environment and
extends the misery and poverty in poor countriessdile criticism, the international financial
institution must continue to allocate funds to lekveloped countries, maintain the international
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monetary system stability and promote the econa@ielopment and prosperity. This means that the
IMF should support liquidity, convertibility of ctency and monetary and fiscal stabilization.
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