
The IMF and Global Financial Crises

The International Monetary Fund's response to the global crisis of 2008–9 
marked a significant change from its past policies. The IMF provided relatively 
large amounts of credit quickly with limited conditions and accepted the use of 
capital controls. This book traces the evolution of the IMF’s actions to promote 
international financial stability from the Bretton Woods era through the most 
recent crisis. The analysis includes an examination of the IMF’s crisis manage-
ment activities during the debt crisis of the 1980s, the upheavals in emerging 
markets in the 1990s and early 2000s, and the ongoing European crisis. The 
dominant influence of the United States and other advanced economies in the 
governance of the IMF is also described, as well as the replacement of the G7 
nations by the members of the more inclusive G20, which have promised to 
give the IMF a role in their mutual assessment of policies while undertaking 
reforms of the IMF’s governance.
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The phoenix hope can wing her flight
Thro’ the vast deserts of the skies,
And still defying fortune’s spite,
Revive, and from her ashes rise.

Miguel De Cervantes,  
Don Quixote (Motteux, trans.) 
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xiii

The year 1973 was a transitional one for the global economy. Attempts to 
revive the Bretton Woods system of fixed exchange rates were abandoned; 
increases in oil prices led to the occurrence of higher prices and falling out-
put, which was labeled “stagflation”; and it was the last year that the U.S. 
government maintained restrictions on capital flows. There was one other 
event of somewhat lesser significance: my graduation from Georgetown 
University’s School of Foreign Service, where I developed an interest in 
international economics. After two years of work in New York, I entered 
Boston University’s graduate program in economics. I subsequently was 
fortunate to receive an appointment to the faculty at Wellesley College, 
where I have remained ever since.

I began my professional academic life, therefore, during the post–Bretton 
Woods era of currency regime and financial liberalization. The removal of 
capital controls by the United States was followed by financial deregula-
tion in other developed economies in the 1970s, and by many Asian and 
Latin American countries during the following decades. Capital flows rap-
idly expanded, and by the end of the century it was possible to refer to the 
integration of financial markets across borders as the latest manifestation of 
globalization (Mishkin 2006). But it was also a period of economic volatil-
ity and upheaval, which included the debt crisis of the 1980s, the financial 
crises in the emerging markets of the 1990s, and, most recently, the global 
crisis of 2008–9.

At the center of all these events was the International Monetary Fund. I 
was drawn to the study of the IMF because it provided a focus on the twists 
and turns in the international economy. The IMF was often the subject of 
criticism: sometimes misinformed and unfair, sometimes well deserved. 
In my research I sought to substantiate the record of the IMF’s activities 
and their impact. In one of my first postdissertation research papers, I 
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Prefacexiv

investigated the economic characteristics of countries that sought the IMF’s 
assistance. Subsequent works dealt with the repeated occurrence of IMF 
programs, the implementation of the policy conditions attached to them, 
the impact of Fund programs on poverty, the IMF’s status as a provider of 
public goods, and the IMF’s stance on capital account deregulation. In all of 
these studies I learned something about the IMF and about the economic 
conditions of its member countries.

Like others, I was caught off guard by the outbreak of the financial crisis 
in 2008 but greatly interested by the response of the IMF. The Fund, which 
had laid off staff members earlier in the decade because of a lack of lend-
ing programs, answered its members’ requests for assistance by providing 
large amounts of credit with relatively limited and focused conditionality. 
The IMF was labeled a “phoenix” and seen as “back in the game,” and its 
rapid and energetic reaction allowed its reputation to recover from the criti-
cisms it had received for its previous crisis management activities, particu-
larly those undertaken during the East Asian crisis of 1997–8. But the IMF 
was soon involved in the European debt crisis, while the emerging market 
nations pressed the IMF to investigate the role of capital controls in con-
taining the impact of financial flows.

This book examines the IMF’s attempts to promote the international 
public goods of economic and financial stability from the end of the 
Bretton Woods system in 1973 through the 2008–9 crisis and the subse-
quent events in Europe. This account demonstrates how the IMF changed 
its policy prescriptions in response to the financial turbulence of this era. 
The IMF learned to respond more quickly when necessary and to distin-
guish between crisis conditions that require major adjustments in domestic 
policies and those that are due to external shocks that should be financed. 
This shift matched a growing awareness of the instability that can arise in 
financial sectors and an evolution in the IMF’s position on the advantages 
and disadvantages of unregulated capital accounts.

In telling this story, this book also surveys the IMF’s relationship as an 
agent with its principals, the member governments. For many years the 
IMF’s membership was divided among the advanced (or upper-income) 
economies, emerging market (or middle-income) nations, and developing 
(or lower-income) countries. This stratification was not rigid, and coun-
tries did rise and fall among the categories. But during the post–Bretton 
Woods era the advanced economies that dominated the IMF and other 
international agencies did not need to borrow from the Fund, while the 
emerging markets with much less clout were forced to turn to the IMF for 
credit whenever they experienced one of their recurrent financial crises. 
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The IMF’s poorer members were cut off from private financial flows and 
depended upon the IMF and other multilateral agencies for assistance. 
Consequently there was friction between those nations that directed the 
IMF’s governance and those that borrowed from it.

The financial shock that shook the world economy in 2008, however, 
originated in the United States, and the advanced economies were particu-
larly hard hit by the ensuing crisis. Moreover, these nations could no longer 
claim any superiority in their regulatory systems once the activities of the 
“shadow” banking systems came to light. The emerging markets, on the 
other hand, suffered only mild slowdowns before their growth resumed its 
impressive pace. The change in the relative positions of the IMF’s members 
was made clear when the G7 group of nations transferred its role as the 
chief forum for international economic policy making to the G20, which 
includes many emerging markets. This changeover was accompanied by 
promises to overhaul the governance of the IMF.

The IMF, which for thirty-five years sought to find its place in the era of 
financial globalization, must reinvent itself again. No one expects a return 
to a Bretton Woods–style system of universal exchange rate and capital 
account regimes. But the transition to a world where the advanced econo-
mies cope with mounting debt and the emerging markets and developing 
economies seek to continue their rapid growth without exposing them-
selves to financial volatility will require a reappraisal of the international 
monetary system by the IMF and its members as profound as that which 
occurred at the Bretton Woods conference in 1944. My hope is that this 
book contributes to that debate.
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Chwieroth, Onno de Beaufort Wijnholds, Domenico Lombardi, Kenneth 
A. Reinert, Lorenzo Bini Smaghi, Thomas Willett, and Ngaire Woods. 
Special thanks are due to my former coauthors Graham Bird, Ilan Noy, Raul 
Razo-Garcia, and Todd Sandler. Scott Parris of Cambridge University Press 
has shown great patience as this book has gone through multiple drafts, and 
an exceptional reader explained how to separate the wheat from the chaff. 
Several Wellesley College students, including Virginia Ritter, Leslie Shen, 
and SuiLin Yap, provided valuable research assistance.

The completion of this book owes much to the patience of my wife, 
Catherine Clark. She tolerated without reproach many hours of my absence 
while maintaining the household. My children, Caroline and Alison, also 
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portive family.
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