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Introduction

Historical background

The question of whether the IMF
should effectively engage with its lowincome member countries has recently
generated a wide debate among development economists, policymakers, and
advocates from nongovernmental
organizations. The issue remains controversial, as views are split among
those who, on the one hand, would
have the IMF refrain from working
with low-income members and those
who, on the other, call for a substantial
step up in the quality of the Fund’s
engagement with these same members. This note elaborates on the
important role that the IMF can play
in its low-income member countries,
points to some current problems with
the Fund’s engagement with these
countries, and suggests avenues for
future improvement.

Even the founding fathers of the IMF
had trouble grappling with the issue of
the IMF’s role in low-income countries. Convened at the end of the
Second World War, the Bretton Woods
Conference aimed to establish a universal financial and economic order,
with generally applicable solutions to
the problems of the world. In light of
this goal, the participants in the conference carefully avoided distinguishing between groups of members in
drafting the IMF’s Articles of
Agreement. The Indian delegation
proposed that a reference to the role of
the IMF in low-income countries be
added in the section devoted to the
purpose of the Fund in Article I, but
this proposal was overruled (James,
2007).
It was only in subsequent years that
the developing world defined itself
politically, as low-income countries
acquired independence from their
colonial powers, and economically, as
the international community began
contemplating the challenges of these
countries within the broader framework of development. As the newly
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independent low-income countries
joined the membership of the institution, the Fund gradually found itself
drawn into an as yet unresolved debate
about its role in relation to low-income
members.

Should the IMF be engaged with
low-income countries?
The answer to the question of whether
the IMF should be effectively engaged
with low-income member countries is,
of course, “yes”—and not simply
because low-income countries as a
group now account for the largest share
of the Fund’s clientele. The IMF is a
universal institution of 185 members,
of which 78 (or 42 percent) are lowincome countries. The purposes of the
IMF, as set out in Article I of its
Articles of Agreement, require it “to
contribute . . . to the promotion and
maintenance of high levels of employment and real income and to the
development of the productive
resources of all members as primary
objectives of economic policy.” The
Fund must fulfill this purpose for its
low-income member countries, just as
it must for all the other members of the
Fund.
Moreover, the IMF exerts an informational role for the benefit of its
membership by providing a bundled set
of activities that include lending, offering policy advice, and assisting with
capacity building.1 Low-income members stand to potentially enjoy the
greatest benefits of these activities,
given the lack of incentives in the
1

See Lombardi (2007) and (2005).
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private sector to undertake such costly
information-gathering activities in a
context of uncertain benefit.
Despite resistance from within and
outside the institution to the Fund’s
acceptance of its responsibilities
toward its low-income members, the
IMF has now definitely acknowledged
that it has a role to play vis-à-vis this
group of its membership. Yet how the
Fund determines to go about playing
this role is as important as its acknowledgment of the responsibility’s existence. In low-income economies, the
policy space is not neatly partitioned
between poverty-reducing and “traditional”
macroeconomic
policies.
Macroeconomic policies, for example,
tend to affect the efficiency with
which economic growth translates into
poverty reduction. Operationally, this
points to the need for the Fund to display greater awareness of the social
impact of key macroeconomic policies
and of the trade-offs involved in the
various policy mixes embedded in
both program design and the IMF’s
policy advice. Thus, any assessment of
the effectiveness of the IMF’s role in
assisting its low-income members
ought to consider the extent to which
this dimension has been operationalized in the institution’s policy toolkit.

Are the IMF’s policies toward lowincome countries effective?
Recent evidence points to some tensions between the IMF’s policies in
regard to low-income countries and the
execution of these policies. The
Fund’s poverty and social impact
analysis (PSIA) has not systematically
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