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(1) 

LESSONS FROM THE IMF’S 
BAILOUT OF GREECE 

Thursday, May 18, 2017 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON MONETARY 

POLICY AND TRADE, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 10:04 a.m., in room 

2128, Rayburn House Office Building, Hon. Andy Barr [chairman 
of the subcommittee] presiding. 

Members present: Representatives Barr, Williams, Huizenga, 
Hill, Davidson, Tenney, Hollingsworth; Moore, Foster, Kildee, 
Vargas, and Crist. 

Ex officio present: Representative Hensarling. 
Also present: Representative Maloney. 
Chairman BARR. The Subcommittee on Monetary Policy and 

Trade will come to order. 
Without objection, the Chair is authorized to declare a recess of 

the subcommittee at any time. 
Today’s hearing is entitled, ‘‘Lessons from the IMF’s Bailout of 

Greece.’’ 
I now recognize myself for 5 minutes to give an opening state-

ment. 
This morning’s hearing, ‘‘Lessons from the IMF’s Bailout of 

Greece,’’ will examine the International Monetary Fund’s financial 
assistance to the country of Greece, one of the largest and most 
controversial rescues in the Fund’s history. 

Under normal access rules, the IMF had traditionally lent up to 
200 percent of a country’s quota per year. When the eurozone crisis 
hit, the Fund in 2010 approved an exceptional access program for 
Greece worth 30 billion euros or 3,200 percent of quota to supple-
ment the eurozone’s own contribution of 80 billion euros. 

In 2012, the Fund approved a second program worth over 2,000 
percent of Greece’s quota with more than 18 billion euros in new 
money. 

Many observers, including on this committee, were critical of the 
Fund’s use of a so-called systemic exemption which was created in 
order for Greece to tap exceptional access lending. This exemption 
claimed that potential spillover effects from a Greek meltdown 
compelled the Fund to waive its requirement that a member’s debt 
be sustainable with a high probability before the Fund lent money. 

Thanks to pressure from Congress, the systemic exemption has 
since been repealed, but this shouldn’t obscure the fact that the 
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Greek bailout has made a mockery of other IMF lending rules, too, 
as findings from the IMF’s own Evaluation Office have made clear. 

Despite receiving exceptional access, Greece remains mired in re-
cession with youth unemployment approaching 50 percent. The 
IMF likes to speak of the catalytic role its financing can play in 
borrowing countries, but in Greece at least, the Fund’s resources 
have catalyzed nothing. Seven years after the IMF’s first program, 
Greece’s debt has worsened and is judged by the Fund as down-
right unsustainable. 

Today, the eurozone has set up its own bailout fund, the Euro-
pean Stability Mechanism, or ESM. It possesses more resources for 
just 19 eurozone countries to borrow than the IMF can deploy for 
the entire world. 

At the same time, Greek capacity remains as doubtful as ever 
with falling rates of tax collection, government arrears to domestic 
firms, and even the prosecution of the former head of Greece’s sta-
tistical office, something widely viewed as a politically motivated 
witch hunt. 

In light of these facts, it is shocking that the IMF is now consid-
ering a third bailout for the country as a junior partner to the 
ESM. No one, not even the Europeans, pretends that the Fund’s fi-
nancial assistance is needed. Rather, it is meant to protect 
eurozone politicians as they head to elections this year. 

It is common knowledge that the IMF’s contribution would be 
symbolic. But if that is the case, the Fund may be on its way to 
becoming a symbolic institution. So make no mistake, if the IMF 
goes forward with a third Greek bailout, it will suggest that the 
Fund has learned little from past experience, that its role as a 
lender of last resort is in jeopardy and that its decision-making has 
been hopelessly politicized. 

The Fund will have no one to blame but itself if Congressional 
scrutiny of its activities tightens accordingly, including through fu-
ture consideration of IMF governance reviews. 

As for those who claim that any IMF member including Greece 
retains at least some right to borrow, we should refer to the IMF’s 
Articles of Agreement which contain explicit provisions to limit 
loans or render a member ineligible to receive them. The articles 
stipulate that assistance shall be temporary and designed to meet 
balance-of-payments problems provided that there are adequate 
safeguards. 

I would submit that 7 years and counting does not qualify as 
temporary, and that having the IMF and ESM hand money back 
and forth to each other is not the kind of balance-of-payments crisis 
that IMF members pay their quota for. 

As for adequate safeguards, Greece is the first and only advanced 
nation to ever default on the IMF. And last year’s alleged wire-
tapping of IMF officials in Athens suggests that good-faith agree-
ments are unlikely. With the eurozone attempting as we speak to 
force the IMF to water down its demands for debt relief, another 
safeguard is at risk of being made meaningless. 

In short, nothing less than the Fund’s integrity and adherence to 
its foundational principles is at stake here. I look forward to our 
witnesses’ testimony and I thank them for their participation at 
this hearing. 
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I yield back the remainder of my time. 
And the Chair now recognizes the ranking member of the sub-

committee, the gentlelady from Wisconsin, Ms. Moore, for 5 min-
utes for an opening statement. 

Ms. MOORE. Good morning, Mr. Chairman, and my colleagues. 
Today is yet another exceptional day where we are going to be 

taken to school with our distinguished panel of experts, including 
our own Dr. Nelson from the Congressional Research Service. 

I want to thank you for appearing. 
And I think we are going to learn, Mr. Chairman, about the im-

portant role of the International Monetary Fund. This work is nei-
ther straight, nor is it easy. We are seeking here on this committee 
to evaluate the IMF’s roughly $32 billion contribution to the first 
Greek rescue package in 2010 through the exceptional access 
framework, the largest fund in history aimed at avoiding a Greek 
default and stemming contagion in the eurozone and more broadly. 

The eurozone crisis has revealed flaws in the architecture of Eu-
rope and whether Greece is in or out makes a compelling case for 
further economic integration, flaws that include flaws created for 
the benefit of European banks. 

Moreover, how the crisis is handled may speak volumes for the 
future of Europe and the eurozone with important economic, polit-
ical, and security implications, both in the United States and glob-
ally. 

I realize that these are complicated issues, and I have my 
thoughts and opinions, but I will reserve those because I am truly 
interested in hearing from our expert witnesses. 

There are two things I would like to say: the role of the IMF in 
these situations is vital; and ongoing analysis and research that 
they provide is irreplaceable. And so I hope that we can evaluate 
the facts surrounding these events that were made looking forward 
through the fog of economic uncertainty when there are no perfect 
answers and not with the full benefit of hindsight. 

And with that, Mr. Chairman, I yield back the balance of my 
time. 

Chairman BARR. Thank you. 
Today, we welcome the testimony of Paul Blustein, senior fellow 

at the Centre for International Governance Innovation. He is an 
award-winning journalist and author. His most recent book is, 
‘‘Laid Low: Inside the Crisis That Overwhelmed Europe and the 
IMF.’’ Mr. Blustein earned his undergraduate degree from the Uni-
versity of Wisconsin, and his master’s degree from Oxford Univer-
sity. 

Meg Lundsager is— 
Ms. MOORE. Can I—do you yield? 
Chairman BARR. Sure, Wisconsin. 
Ms. MOORE. Come on now, this is a well-educated panelist. I just 

want to point that out. 
[laughter] 
Chairman BARR. You have a fellow Badger in the house. 
Meg Lundsager is a public policy fellow at the Woodrow Wilson 

International Center for Scholars, and a former U.S. executive di-
rector and alternative executive director at the International Mone-
tary Fund. Additionally, she is a former Deputy Assistant Sec-
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retary for Trade and Investment at the U.S. Treasury Department. 
She has a master’s degree from the University of Maryland, and 
a bachelor’s degree from American University. 

Anna Gelpern is a professor of law at Georgetown University 
Law Center, and a non-resident senior fellow at the Peter G. Peter-
son Institute for International Economics. She earned her bach-
elor’s degree from Princeton University, her J.D. from Harvard 
University, and her master’s degree from the London School of Eco-
nomics and Political Science. 

Dr. Rebecca Nelson is a specialist in international trade and fi-
nance at the Congressional Research Service where she focuses on 
the International Monetary Fund, the multilateral development 
banks, and other policy areas related to international economic af-
fairs. Dr. Nelson earned her bachelor’s degree from Johns Hopkins 
University, and her Ph.D. from Harvard. 

Each of you will be recognized now for 5 minutes to give an oral 
presentation of your testimony. And without objection, each of your 
written statements will be made a part of the record. 

Mr. Blustein, you are now recognized for 5 minutes. 

STATEMENT OF PAUL BLUSTEIN, SENIOR FELLOW, CENTRE 
FOR INTERNATIONAL GOVERNANCE INNOVATION 

Mr. BLUSTEIN. Thank you very much, Mr. Chairman, Ranking 
Member Moore, and members of the subcommittee. Thank you very 
much for the opportunity to provide my perspective at this hearing 
about a complex, but very important topic. 

The IMF’s role in the bailout of Greece is rich in lessons about 
the workings or non-workings of the international financial system 
and has immense implications for the future of the global economy. 

I have made something of a career of writing books, behind-the- 
scenes books, journalistic narratives about the IMF and financial 
crises. And when I wrote a book about the Argentine crisis of 2001– 
2002, I thought I had chronicled the IMF’s greatest debacle ever. 
But financial crises are kind of a gift that keeps on giving to people 
like me and along came the Greek crisis, which has, I would argue, 
been even worse, both for the country and for the Fund’s reputa-
tion. 

So I got to write another book, the title of which you kindly men-
tioned, Mr. Chairman. I will mention it again, if you don’t mind. 
It is, ‘‘Laid Low: Inside the Crisis That Overwhelmed Europe and 
the IMF.’’ 

Let me begin with a tidbit from that book. I think we are going 
to get this thrown up on the slide here. Yes, okay. And I know we 
have time constraints, so this will be my only tidbit, I promise. But 
this is a memo, a confidential memo that was written by Olivier 
Blanchard who was then the IMF’s chief economist. And he wrote 
this in May 2010 as the first bailout of Greece was nearing final-
ization. So this memo may be a little hard to see on the screen, I 
don’t know, but the essence of it is he is saying this isn’t going to 
work. 

The bailout, just some details, was the largest in history at that 
time, 110 billion euros in emergency loans, 30 billion of which was 
to come from the IMF, the purpose being so that Greece could pay 
off all its obligations coming due over the next couple of years, re-
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assure markets on that point, and avoid a catastrophic default on 
its debt. 

And in return, Greece was expected to drastically cut its govern-
ment spending and budget deficit. And to get itself out of recession 
and growing again, the Greeks were supposed to implement a very 
large number of structural reforms, for example streamlining the 
notoriously inefficient state-owned enterprises, the state railways 
for example. 

So I have underlined sort of the money bits of Blanchard’s memo. 
He says the degree of budgetary belt-tightening required of Greece 
has never been achieved by any other country. Furthermore, ‘‘even 
with full policy compliance, there is nothing that can support 
growth against the negative contribution of the public sector. The 
recovery would likely be L-shaped with a recession deeper and 
longer than projected.’’ 

It then goes on to say the program is likely to go, ‘‘off track, even 
with perfect policy implementation.’’ So to put that in a bit plainer 
English, what he was saying was that even if Greece did every-
thing that was being asked of it, fulfilled all the conditions, the 
Greek economy would sink further and the rescue program 
wouldn’t work. 

Now, Blanchard doesn’t say so explicitly in this memo, but the 
clear implication is that Greece would need a large amount of debt 
relief much sooner rather than later. But powerful European pol-
icymakers were vehemently opposed at that time to giving Greece 
any debt relief and the rescue went ahead as per the original plan, 
a gigantic loan with conditions. And when Greece finally did get 
debt relief in 2012, it was too little, too late. 

And this was typical of a syndrome that plagued the IMF during 
the eurozone crisis. The Fund joined in several rescues despite 
grave misgivings among top economic and legal officials there and 
also some of the members of its executive board. And it did so 
under pressure from European policymakers who maintained 
heavy influence over the Fund’s levers of control. 

And some of these emergency loan packages you would have to 
say worked out pretty well. But all too often, debt was piled atop 
debt in excessively harsh conditions imposed on the crisis-stricken 
countries. And Greece was, I think, the canonical case in this re-
gard. 

And this is a real problem in view of the IMF’s mission. This is 
a mission I really believe in. The Fund provides a global public 
good, a benefit that no single nation can provide by itself, but 
which all nations gain from, the global public good of global finan-
cial stability. 

And the crisis in Europe showed us that this is more important 
than ever because previously we thought that international bail-
outs were for countries in the emerging world, countries like Thai-
land and Indonesia, for example, and the eurozone crisis showed us 
that advanced countries need bailouts, too. So the world has really 
been put on notice about the importance of a muscular and effec-
tive IMF. 

But the eurozone crisis, I think the Greek crisis above all, was 
a bruising and enfeebling experience for the IMF. Fund economists, 
to their credit, as this memo shows, perceived serious flaws in 
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these bailouts, but they often yielded to the crowd of people in cap-
itals such as Berlin and Frankfurt and Brussels and Paris. 

Now, the IMF was more independent in the latter stages of its 
crisis. But in my view, it didn’t use the greater leverage that it had 
to the extent that it should have. And this sapped the IMF of its 
most precious asset, its credibility as an independent, neutral arbi-
ter. And this has disheartening implications for the management 
of future crises. 

So I am out of my time, Mr. Chairman. I will be happy to elabo-
rate on these points in the Q&A. And I appreciate your incor-
porating my written statement in the record. 

Thanks very much. 
[The prepared statement of Mr. Blustein can be found on page 

34 of the appendix.] 
Chairman BARR. Thank you, Mr. Blustein. 
Ms. Lundsager, you are recognized for 5 minutes. 

STATEMENT OF MEG LUNDSAGER, PUBLIC POLICY FELLOW, 
WOODROW WILSON INTERNATIONAL CENTER FOR SCHOLARS 

Ms. LUNDSAGER. Thank you very much, Chairman Barr, Ranking 
Member Moore, and members of the subcommittee. 

I spent much time discussing these issues while I was at the 
IMF and continue to focus on it at the Wilson Center. And my tes-
timony today reflects my personal views. 

Over many decades, IMF policies and lending have underpinned 
the global economic and financial stability that we all seek. The 
IMF’s early response to the eurozone crisis was key in containing 
the spread of the crisis, which benefited all members. But IMF 
lending to eurozone countries also strained IMF principles and 
weakened the IMF’s lead role in designing economic adjustment 
programs and financing packages for countries facing a balance-of- 
payments crisis. 

IMF lending programs that normally encompass all aspects of 
macroeconomic and financial sector policy have been shaped more 
by European needs than by IMF standards. This eroded the IMF’s 
commitment to treat its members uniformly in terms of the types 
of policy adjustments demanded in lending programs. 

Furthermore, eurozone governments have created their own 500 
billion euro financial rescue fund, the European Stability Mecha-
nism, and therefore do not need IMF funding. 

With little likelihood that Europe will adjust its internal rules 
and regulations to accommodate the IMF, the preferred future ap-
proach is that eurozone countries do not seek IMF lending. 
Eurozone members nonetheless retain their right under the IMF 
Articles of Agreement to request IMF financing. The IMF should 
therefore have in place a defined policy establishing its primacy in 
program design and its seniority among all creditors in lending to 
currency union members. 

The IMF requires that borrowing countries implement economic 
reforms designed to restore financial stability and balance-of-pay-
ments viability. Programs include conditions on monetary, fiscal, fi-
nancial sector and exchange rate policies. If a country is a member 
of a currency union and cannot adjust its exchange rate, domestic 
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macro economic policies will be tightened further to restore com-
petitiveness. 

The IMF will also work closely with bilateral and multilateral 
partners as aid and credit programs provide technical assistance 
and critical funding. Debt relief from official and private creditors 
may also be included in the financing package if the IMF assesses 
that the country will be unable to meet its debt servicing commit-
ments or borrow new funds from private markets. 

Greece is the only eurozone member now seeking IMF assistance. 
European partners reaffirmed they are committed to providing ad-
ditional future debt relief to Greece if needed and if Greece adheres 
to its reform program through 2018. The IMF has stated that Euro-
pean assumptions are too restrictive and the IMF continues to de-
mand more clarity now from European partners regarding the ex-
tent of additional future debt relief European entities will provide. 
European finance ministers will meet on Monday to discuss their 
response to the IMF. 

Greece’s outstanding debt to the IMF has dropped to less than 
$14 billion while its debt to European partners remains over $200 
billion. With little financial need for a parallel-aligned program, 
the eurozone should assert its lead role in addressing its internal 
economic challenges and move forward without an IMF program 
for Greece. The IMF cannot fix the eurozone’s internal inconsist-
encies, only Europe can. 

However, as I mentioned, under the Articles of Agreement each 
country is entitled to request IMF financial assistance. Therefore, 
the IMF should establish a policy governing how it will lend to 
members in a currency union, particularly those in a reserve cur-
rency union, such as the euro. Recognizing this need, the IMF is 
planning to discuss conditionality in currency unions this summer, 
according to the IMF’s work program. 

The approach should include a process for the IMF to participate 
in designing the country’s economic reform program and moni-
toring its performance without necessarily providing financial as-
sistance. If the country requests IMF financing, the monetary 
union should respect the IMF’s lead role in all elements of program 
design and debt sustainability assessments. The currency union’s 
institutions should share the information on their policy require-
ments and defer to IMF program requirements. 

The IMF contribution should be relatively small and shorter 
term than some of the recent programs have been with eurozone 
countries. The currency union’s members and leading institutions 
should explicitly recognize the preferred creditor status of the IMF, 
including with regard to their earlier disbursements. An IMF policy 
along these lines would clarify respective institutional roles and 
help point eurozone countries towards addressing their own inter-
nal imbalances. 

I look forward to your questions. Thank you. 
[The prepared statement of Ms. Lundsager can be found on page 

88 of the appendix.] 
Chairman BARR. Thank you. 
Professor Gelpern, you are recognized for 5 minutes. 
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STATEMENT OF ANNA GELPERN, PROFESSOR OF LAW, 
GEORGETOWN UNIVERSITY LAW CENTER, AND NON-RESI-
DENT SENIOR FELLOW, PETER G. PETERSON INSTITUTE 
FOR INTERNATIONAL ECONOMICS 
Ms. GELPERN. Chairman Barr, Ranking Member Moore, thank 

you very much for including me. And thank you to the members 
of the subcommittee. 

I am especially honored to share this panel with people I respect 
tremendously. So it is a special pleasure for me to be here today. 

I write about financial regulation and sovereign debt restruc-
turing, so I am really looking at this very much from the perspec-
tive of a global sovereign debt restructuring regime rather than the 
EU or Greek equities in particular. 

My main message is that the IMF remains indispensable in the 
sovereign debt restructuring. It is absolutely true, I agree with my 
colleagues, that Greece has tested it like no other. However, like 
no other actor, the IMF has shown capacity to learn from its mis-
takes, has undertaken substantial reforms and paradoxically now 
probably has more policy sway with less money on the line than 
it did earlier on. I think we should encourage this trajectory, rein-
force the Fund’s independence. In other words, I think the lesson 
of Greece is that we need a stronger IMF, not a smaller, weaker 
IMF. 

As you know, sovereign governments that run out of money can-
not file for bankruptcy. This is not just a problem for the borrowing 
country and its citizens, but also for its creditors who are doomed 
to scramble for bits and scraps in a crisis because most of the 
sovereign’s property is immune. 

Against this background, the IMF plays a vital coordinating role. 
It is literally the only actor capable of bringing together diverse do-
mestic and external constituents around a reform program. It has 
developed unparalleled expertise in crisis management, to be sure 
nourished by its many mistakes in the past, including some of the 
ones that Paul has written about so beautifully. 

My written testimony outlines in painful, excess detail the sov-
ereign debt restructuring context, focusing on the role of the Fund, 
and summarizes recent restructuring experience and how this role 
has come to be. 

Now, sovereign debt restructuring reform is not all about the 
IMF, far from it, but it cannot happen without the IMF. I believe 
that in the wake of Greece in particular, reform should have three 
objectives: outcomes should be sustainable; the process should be 
comprehensive and collective; and the regime as a whole must be 
intelligible and accountable to its constituents, both debtors and 
creditors. 

Greece does illustrate, again, painfully, the risk of entangling 
analysis, money, and politics. I think that when those three come 
together, analysis always loses, and that is a big problem. 

With respect to the first objective, sustainable outcomes, the IMF 
should be applauded for reforming its approach to assessing coun-
tries’ debt sustainability, opening up its methodology to outside 
scrutiny. In Europe, the IMF has been, despite all of the stumbles 
and mistakes, a force for good. The question is, where would we be 
without the IMF? What would European Union assumptions be 
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and where would Greece be if the IMF were out of the picture com-
pletely? 

I believe the Fund has pushed EU authorities to be more real-
istic in their projections. And Paul’s ‘‘smoking gun’’ memo is actu-
ally one example of internal debates yielding results over time, 
even in the face of political constraints. 

As I elaborate in my written statement, I continue to believe that 
debt sustainability analysis should be further open to debate and 
competing views. And also, in order to reduce the pressure on anal-
ysis, I believe that we need a credible story for how the inter-
national financial system deals with contagion because contagion, 
you know, the ‘‘C word,’’ has this magical effect of killing all ana-
lytic effort. 

Without bankruptcy, we have piecemeal official, private sector, 
domestic, and external restructuring and default. And I think, 
again, the IMF alone has shown capacity to bring together these 
various parties. I am particularly delighted that the Fund has 
begun to address the role of official creditors, including central 
banks. The ECB was paradoxically the biggest holdout in the 
Greek debt restructuring in 2012. There are other, even more dif-
ficult examples of official sector holdouts around the world. 

Finally, while there is no bankruptcy for sovereigns, there has 
developed a pretty regular and discernible sovereign debt restruc-
turing regime. With this regime, the sequencing of debt restruc-
turing, what the different actors do, is completely unintelligible 
and inaccessible to ordinary people. The IMF is ideally positioned 
to promote more transparency and intelligibility. It can easily re-
quire uniform, comprehensive disclosure of debt and debt restruc-
turing terms. And I think it should use its power to advance this 
goal. 

To close, the IMF is in a peculiar position. It is doomed to be 
small relative to global capital flows. But the fact that it has more 
clout in Greece now with less money on the line I think is instruc-
tive. Credibility is immensely important. We should help the Fund 
hold the line, continue to rebuild its credibility, and be a force for 
good in sovereign debt management, including in Europe. 

Thank you. 
[The prepared statement of Ms. Gelpern can be found on page 58 

of the appendix.] 
Chairman BARR. Thank you for your testimony. 
And, Dr. Nelson, you are now recognized for 5 minutes. 

STATEMENT OF REBECCA M. NELSON, SPECIALIST IN INTER-
NATIONAL TRADE AND FINANCE, CONGRESSIONAL RE-
SEARCH SERVICE 

Ms. NELSON. Chairman Barr, Ranking Member Moore, and mem-
bers of the subcommittee, thank you for the opportunity to testify 
on lessons from the IMF’s bailout of Greece. 

My testimony focuses on the policy implications of the Greek cri-
sis for the IMF as an institution. I will summarize my statement 
with these brief remarks. 

The IMF has decades of experience responding to economic crises 
around the globe. The Greek crisis, however, took the IMF into un-
charted territory. Greece was the first advanced economy to borrow 
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from the IMF in decades and the IMF committed significant financ-
ing in two back-to-back programs. 

The IMF entered an unusual co-financing arrangement for 
Greece with European creditors. It was also the first time that the 
IMF had designed a program for a country in a major currency 
union. 

The IMF’s record in Greece is mixed. IMF programs helped limit 
spillover from Greece to the global economy, which was struggling 
to recover from the global financial crisis. But 7 years after the 
first program, Greece’s economy remains in crisis. 

The IMF’s experience in Greece raises a number of broad policy 
questions about the IMF that continue to be relevant in Greece and 
are likely to arise in future crises. I will talk about four such ques-
tions. 

The first question relates to the size and length of IMF financing. 
Although Greece is an extreme example, there is a broader trend 
towards larger IMF programs and for some countries to require re-
peated IMF programs. This raises questions about whether there 
are or should be limits. 

On one hand, long-term financing veers from the IMF’s mandate 
to provide temporary financial support. Additionally, there is the 
potential for moral hazard. Governments may be less likely to 
adopt prudent economic policies if they believe that the IMF will 
step in regardless of the cost. On the other hand, limiting the re-
sources that the IMF can deploy during crises may pose risks to 
the broader global economy. 

The second question relates to co-financing. In Greece, IMF co- 
financing with European creditors limited IMF exposure to the cri-
sis. It also limited the IMF’s independence in designing programs 
for Greece. The IMF does not have a clear policy on co-financing 
arrangements. There are questions about whether co-financing is 
desirable and, if so, how co-financing arrangements can be de-
signed to maximize their effectiveness. The issue of co-financing is 
likely to remain salient. Regional financing arrangements have pro-
liferated in the global economy. 

The third question relates to IMF policy flexibility and account-
ability. The IMF revised its lending safeguards in 2010 to allow the 
Greek program to go forward despite misgivings about Greece’s 
debt. The IMF believed that the risks from Greece to the global 
economy justified the policy change. The policy change was con-
troversial and eventually repealed. 

Going forward, this raises questions about the appropriate bal-
ance between IMF flexibility and adherence to safeguards. Pro-
viding the IMF discretion to make policy changes allows the IMF 
to respond to unforeseen and time-sensitive crises. The risk is that 
the IMF may adopt policy changes that donor governments do not 
support and may also make the IMF less predictable as an institu-
tion. 

The fourth and last question relates to currency unions. A cur-
rency union is where two or more sovereign states adopt a common 
currency. Greece belongs to a currency union, the eurozone. The 
crisis in Greece was fundamentally tied to structural problems in 
the eurozone. The IMF, however, does not design programs for cur-
rency unions. The IMF designs programs for specific countries. 
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For Greece, this meant that IMF programs were focused on a rel-
atively narrow set of policy issues and tools. Arguably, the IMF 
programs required a broader scope that addressed the eurozone cri-
sis as a whole. How the IMF should respond to crises and currency 
unions remains a challenge for the institution. 

In conclusion, the IMF is an institution that has evolved over 
time. After a number of major crises, the IMF has adapted policies 
based on lessons learned. Greece is another pivotal crisis that 
raises questions about IMF policies and the IMF’s role in the global 
economy. Congress plays a critical role in shaping U.S. policy at 
the IMF and Congress may want to consider these policy issues. 

Mr. Chairman, this concludes my brief remarks. Thank you for 
the opportunity. 

[The prepared statement of Dr. Nelson can be found on page 96 
of the appendix.] 

Chairman BARR. Thank you all for your testimony. 
And the Chair now recognizes himself for 5 minutes. 
As many of you all alluded to, the Greeks still suffer from the 

eurozone’s highest unemployment rate. It has been around 25 per-
cent for the past several years. And instead of helping to reduce 
Greece’s public debt-to-GDP ratio to 110 percent as planned, the 
Fund has witnessed the debt-to-GDP ratio climb to nearly 180 per-
cent despite a major restructuring of debt in 2012. So the logical 
conclusion is that the IMF’s involvement has done little to improve 
the lives of the Greeks, in part because Greece’s leaders have slow- 
walked reforms for years. 

In December 2015, Greek Prime Minister Alexis Tsipras was 
unapologetic, criticizing the Fund’s ‘‘unconstructive attitude on fis-
cal and financial issues.’’ He indicated the IMF should stay out of 
any future bailouts and was quoted by The Financial Times as say-
ing, ‘‘After 6 years of managing an extraordinary crisis, Europe 
now has the institutional capacity to deal successfully with intra- 
European issues.’’ 

I would ask unanimous consent that this Financial Times article 
with the headline, ‘‘Alex Tsipras Pushes for IMF to Stay Out of 
Next Greek Bailout’’ be entered into the record. 

I would also ask unanimous consent to enter into the record a 
Reuters article from January of this year noting that the Greek 
government would welcome the IMF’s being excluded from the Eu-
ropeans’ bailout. 

Without objection, it is so ordered. 
So for Dr. Nelson, according to the IMF’s Articles of Agreement, 

assistance can only take place at a member’s own initiative. If the 
leaders of a member like Greece believe that the country’s crisis 
can and should be resolved by Europe alone, shouldn’t the IMF 
take Greece at its word? 

Ms. NELSON. As you say, the IMF provides financing to countries 
that request it. And if Greece isn’t requesting financial assistance, 
the IMF shouldn’t be providing financial assistance. 

Chairman BARR. Mr. Blustein, would you agree with that? 
Mr. BLUSTEIN. I think the Greeks will probably, under such cir-

cumstances, have their arms twisted and told that they should re-
quest IMF help if there is a deal. Of course, there is a big meeting 
expected on Monday, the euro group. So, Tsipras does score polit-
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ical points by attacking the IMF because the IMF has been, in 
many ways, tougher than the European creditors in insisting on 
various structural reforms and insisting that targets be met and so 
he lashes out at them and then I think it is to his political advan-
tage to do so. 

But I would bet that if there is such a deal, he will— 
Chairman BARR. Is your microphone on, sir? 
Mr. BLUSTEIN. I am pressing ‘‘talk.’’ Can you not hear me, sir? 
Ms. MOORE. Pull the microphone up to your mouth. 
Mr. BLUSTEIN. Oh, okay. Sorry. 
Chairman BARR. Pull your microphone towards you, sir. Thank 

you very much. 
Mr. BLUSTEIN. Okay, thank you. 
Chairman BARR. That is better. 
Mr. BLUSTEIN. Okay. I can hear myself. But anyway, sorry. 
So my basic point was that I think, although Tsipras loves to 

beat up on the IMF for political reasons, if there is a deal that the 
IMF can live with, my guess is that the European creditors will 
twist his arm and tell him that he has to ask for aid from the IMF. 
So that formal request would be forthcoming. But we don’t know 
what is going to be happening next week. 

Chairman BARR. One of you referred to moral hazard. And it 
does sound like the IMF is creating moral hazard. If the IMF were 
to move forward with a third bailout, the IMF would be giving 
Greece a third credit card to max out and incentivizing the very be-
havior that got Greece into trouble in the first place with little or 
no meaningful prospect for a long-term, sustainable solution. 

It seems to me that Greece needs to enact some tangible reforms 
that would lead to growth and increase revenue. 

So, Ms. Lundsager, do you agree that a third bailout would cre-
ate that moral hazard? 

Ms. LUNDSAGER. Mr. Chairman, I have a hard time dealing with 
moral hazard because when I see what countries have to go 
through I never felt that the IMF created the incentive for coun-
tries to mismanage their economy and then come to the IMF for 
help. Because we have seen, especially in the case of Greece, how 
painful that is and how Mr. Tsipras has had to walk back from ear-
lier claims of, ‘‘Well, we are not going to invite the IMF in.’’ He 
must already have approached the IMF and said, ‘‘I want another 
program,’’ because the IMF has been part of the teams that have 
been in Athens negotiating the policy package. 

So on the moral hazard side, perhaps there is some moral hazard 
on the part of the private sector that thinks they will be able to 
get out before a debt restructuring happens. But at this point, 
there isn’t too much private sector debt left. It has all been turned 
into official debt Greece owes to European partners. 

Chairman BARR. Thank you. 
My time has expired, but I would invite, as the questions con-

tinue, the other panelists to comment on that issue of moral haz-
ard. 

And with that, I will now recognize the ranking member of the 
subcommittee for 5 minutes. 

Ms. MOORE. Thank you so much, Mr. Chairman. 
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Of course, I have more questions than answers as we see the evo-
lution of this. And I was really interested in what seemed to be a 
consistent theme with all of you that there are structural reforms 
that were needed. 

But, Mr. Blustein, you talked about the belt-tightening not hav-
ing been achieved. And I guess I want you to share with me briefly 
why you thought that hadn’t occurred. Was the conditionality too 
great? In particular, I want to know if there was some condition-
ality with regard to requiring Greece to collect taxes aggressively 
from the oligarchs there. 

Mr. BLUSTEIN. There was conditionality of that sort. I think on 
the fiscal conditionality, it is fair to say that Greece delivered on 
a lot of that. That was kind of part of the problem. The belt-tight-
ening part of the program worked, and it had a very dampening 
effect on the economy. 

The theory of the first program was, Greece had an exploding 
debt-to-GDP ratio. That was what everyone was worried about. So 
if you tighten fiscal policy and the country can run big surpluses 
as they were projecting, then the country would be able to pay 
down its debt. The trouble is, that takes money out of people’s 
pockets. 

Ms. MOORE. Austerity. 
Mr. BLUSTEIN. So then GDP falls. So the theory was, well, how 

are we going to get this economy to grow to get out of this trap that 
it is in? Now, Greece is a member of the eurozone. They are not 
allowed to cut interest rates, they are not allowed to pump up the 
money supply, they are not allowed to devalue their currency as 
many countries do when they are in situations like that. 

So the theory was, we will have structural reforms and that will 
increase the efficiency of the economy and that will help pump up 
growth. And I think a lot of the structural reforms made very good 
sense. You can’t argue—I think most economists wouldn’t argue— 
with the value of making state-owned enterprises more efficient, 
liberalizing a lot of the professions that had been kept closed to 
help special interests. 

Ms. MOORE. But in the long run, austerity was just not the an-
swer to it; that didn’t work. 

Mr. BLUSTEIN. I would put it slightly differently. The idea of, and 
I guess this is the main point of Blanchard’s memo in a way, is 
that the structural reforms will take so long to work—they will 
have beneficial impacts eventually, but the effects of the austerity 
dampening the economy will be so great. And the structural re-
forms actually in the short run often have a negative impact on the 
economy. 

Ms. MOORE. You are interesting. We are going to have to have 
lunch. 

But I want to hear from Dr. Nelson and the ladies here because 
you have all talked about the importance of the IMF having been 
there in the beginning to prevent the contagion from spreading. 

And so, Dr. Nelson, Professor Gelpern, let us just have a dialogue 
for the next minute and 43 seconds. Go for it. 

Ms. NELSON. I do think the IMF’s programs were successful in 
stemming contagion of the crisis. I think it is important to remem-
ber that when the first program for Greece was approved in 2010, 
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it was on the heels of the global financial crisis. And there was 
broad consensus among the international community. 

Ms. MOORE. Right. And Secretary Paulson came and asked for 
$700 billion, not $32 billion. 

Ms. NELSON. Right. 
Ms. MOORE. Just saying. 
Ms. NELSON. And I think the IMF programs did contribute to 

preventing another Lehman-style shock to the system. However, I 
don’t think anyone believes that the economic situation in Greece 
has been successful or that there is even a long-term plan for re-
storing economic viability in Greece. 

Ms. MOORE. Dr. Gelpern, the intellectual benefits of the IMF’s 
intervention are what? 

Ms. GELPERN. They are the only ones that literally have the 
methodology that has been tested, that can tell a credible story. 
And they also have an internal organization that enables some 
kind of debate. And they have a board, including the United States, 
that can exercise checks and balances. 

I did want to return and connect this to the topic of moral haz-
ard. 

Ms. MOORE. Yes. 
Ms. GELPERN. I think the one type of moral hazard we are not 

talking about is political moral hazard. And there are two types of 
political moral hazard that we see in Greece. One is exemplified 
by—I guess ‘‘trash talking’’ is not a very polite way to describe Mr. 
Tsipras’s occasional comments on the role of the international com-
munity, but they are free to say that when they know it will have 
little impact on what is going to happen behind closed doors. 

He was saying that the IMF should stay out after the IMF had 
stopped disbursing for almost a year and less than a month before 
the program was formally done. 

So while I think that it is absolutely true that the IMF should 
not be financing countries that are not truly committed to the pro-
gram, I am not sure that this commitment necessarily follows from 
the leader’s public words. 

But the other one, and I will just mention it briefly and I am 
happy to elaborate later is, the moral hazard of European leaders 
telling their own citizens that they are going to be repaid in full. 
The fact is that over 200 billion euro in government-to-government 
debt is now on Greece’s back for decades to come. 

Chairman BARR. The gentlelady’s time has expired. 
Ms. GELPERN. I’m sorry. 
Ms. MOORE. I thank you for your indulgence, Mr. Chairman. This 

is fascinating. We have other Members here, so maybe we will get 
a chance to get to Ms. Lundsager and hear more. 

Thank you so much. You guys are so brilliant, you gals and guy. 
Chairman BARR. Thank you. 
The Chair now recognizes the vice chairman of the sub-

committee, Mr. Williams. 
Mr. WILLIAMS. Thank you, Mr. Chairman. 
And for all the witnesses, thank you for your testimony today. 
I think it is safe to say, Mr. Chairman, that in business, the pri-

vate sector, you want to make sure you get the best deal for your 
company and your shareholders. In this case, the shareholder, the 
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American taxpayer, should be confident that their money is being 
spent wisely. And just like any business deal, when a deal goes 
bad, sometimes you have to walk away and cut your losses. 

According to some of our testimony today, Greece’s outstanding 
debt to the IMF has dropped to less than $14 billion. Greece is cur-
rently paying 3.8 percent lending rate to the IMF. The interest rate 
to the European creditors is only .72 percent on roughly $200 bil-
lion. The European Stability Mechanism’s (ESM’s) 2015 annual re-
port proudly underlines that its financing is a fraction of the cost 
of the Fund’s. 

My first question is for Mr. Blustein. If the ESM provides cheap-
er financing than the IMF, why should the Greeks be forced to take 
on the Fund’s pricier loans? If an individual is facing financial dis-
aster and only had two credit lines, wouldn’t we advise them to go 
with the lowest interest rate possible? 

Mr. BLUSTEIN. The problem is that countries like Germany, the 
Netherlands, Finland, members of the eurozone that would be en-
dorsing the provision of ESM money for Greece, those countries are 
insisting that the IMF be there, putting some of its own money on 
the line and providing its seal of approval. So it is a bit of a Catch- 
22. 

But in theory, you are right. If the Europeans want to do it 
themselves, and particularly if the IMF feels that Greece is not 
being put in a sustainable debt position, whatever Greece wants, 
whatever Germany wants, the IMF should say no. 

Mr. WILLIAMS. Ms. Lundsager, could you talk about that please? 
Ms. LUNDSAGER. Thank you, Congressman. We will get a bit of 

an answer to your question on Monday when the European min-
isters meet to discuss this. But I would be delighted if they decided 
to use the ESM funding to basically clear off Greece’s obligations 
to the IMF. I think it would be a benefit to Greece. 

It is, as Mr. Blustein said, the other European capitals which 
want the IMF involved for credibility of the adjustment program. 
But my concern is that Europe itself needs to do more to develop 
its own internal unity to become more of a union. And bringing in 
the IMF may not necessarily help them do that when they have to 
grapple with the changes they need internally to make themselves 
function more as a union. 

And, of course, we saw the meeting between the new French 
president and Angela Merkel earlier this week get off to a very 
good start, but there are still wide divergences between those two 
key economies. If they can agree on some of the reforms needed, 
perhaps then there will be a way forward. But I still do not believe 
the IMF is the one that ultimately can fix this monetary union. 

Mr. WILLIAMS. Okay, thank you. 
Dr. Nelson, why would we take the IMF’s concerns about debt se-

riously if the Fed doesn’t insist on the Greeks receiving the least 
expensive financing available? And if the Fund is serious about 
Greece’s debt burden, shouldn’t it step aside and let the ESM pro-
vide cheaper financing? 

Ms. NELSON. I think that is certainly an option that the IMF 
could pursue. If debt sustainability is the issue, go with the cheap-
est source of funding. 
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I think one issue that people are talking about is, is there a role 
for the IMF to play in responding to the Greek crisis through sort 
of technical assistance and helping Europeans design the program 
without putting forward money itself? And so that might be one op-
tion that people are exploring. 

Mr. WILLIAMS. Okay. 
Dr. Lundsager, the IMF has concluded that Greece needs signifi-

cant debt relief. Would you agree that debt relief is required for 
Greece’s debt to become sustainable and to prevent further bailouts 
past 2018? 

Ms. LUNDSAGER. Absolutely, Congressman. And my preference 
would be for an outright haircut on the principal, the outstanding 
principal, so that the Greek population, the private sector, wouldn’t 
face this 180 percent of GDP debt out there. But that is not what 
the Europeans are prepared to do. What they are prepared to do 
is greatly—well, we will find out how far they will extend grace pe-
riods and maturities to basically have the equivalent of having a 
reduction in the outstanding principal. 

But restoring incentives to invest, to hire in Greece, I think, is 
a real challenge. And we are not quite getting there yet. Thank 
you. 

Mr. WILLIAMS. Really quickly, Dr. Blustein, could you say some-
thing about that? 

Mr. BLUSTEIN. I completely agree. It certainly would be pref-
erable if Europe would agree to outright forgiveness. And the moral 
hazard that Professor Gelpern referred to before, that you need to 
say to Europe, look, you lent money foolishly to Greece in 2010 and 
thereafter, and if we keep sort of enabling you to do that, we un-
derstand that you have political problems explaining this to your 
citizens that you are not going to be repaid in full and you can go 
on doing what Meg Lundsager referred to as the extending the ma-
turities. 

But that is, I think, a poor way to go about really helping the 
Greek people get some hope of some getting out of the trap that 
they have been in now for the past 7, 8 years. 

Chairman BARR. The gentleman’s time has expired. 
Mr. WILLIAMS. Thank you for the time. 
Chairman BARR. And the Chair now recognizes the gentleman 

from Michigan, Mr. Kildee, for 5 minutes. 
Mr. KILDEE. Thank you, Mr. Chairman, and Ranking Member 

Moore, for holding this hearing. 
And to the panelists, thank you very much for your participation. 
I do have to say, I noted with a little chuckle that the comment 

about Mr. Tsipras engaging in trash talk in the effort to pander to 
a domestic political base that might also degrade the standing that 
he and the nation he serves might have is a lesson that could be 
applied to a number of countries, including the one that we are all 
sitting in right now. 

So you don’t have to comment on that unless you want to. 
I would be interested in pursuing a little bit more where Ms. 

Moore left off on the question of austerity and other conditions. 
And starting with Mr. Blustein, you mentioned, I think you said 

anyway, that your analysis, that the belt-tightening essentially 
worked. I wonder if you could just explain that in a little more de-
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tail and also expand that to touch on the other sort of systemic re-
forms that have a longer curve to them and what your assessment, 
and perhaps each of you could manage a point on this, what you 
think the balance of those might be. 

And secondly, whether or not additional measures in either cat-
egory would apply in order to follow up on Ms. Lundsager’s notion 
that you might all comment on also on whether or not principal re-
duction would come with pretty significant other conditions in 
order to achieve that. 

If you could each comment, I would appreciate it. 
Mr. BLUSTEIN. Just to clarify, when I said that the austerity 

worked, I guess what I mean is, to a large extent, it was delivered 
on. Greece did undergo a tremendous amount of fiscal consolidation 
on both the spending and tax sides. So it worked too well; it killed 
the Greek economy. 

Mr. KILDEE. That is where I was going. 
Mr. BLUSTEIN. Yes, okay. 
Mr. KILDEE. Because when you said it worked, you meant it 

worked in that they complied. 
Mr. BLUSTEIN. They delivered on that. And a lot of the structural 

reforms they actually didn’t deliver. And one of the arguments that 
is made in defense of the original program is, well—and this is the 
IMF, I am sorry to say, they often do this. When programs don’t 
work, they say, well, the country didn’t deliver, they didn’t do what 
we asked, they didn’t fulfill the conditions. And it is, you know, you 
can’t say, you have to admit that Greece didn’t deliver on quite a 
number of the structural reforms. 

I would argue that even if Greece had delivered on those struc-
tural reforms, as I would argue that Blanchard in retrospect was 
absolutely right, even if they do all that stuff, those structural re-
forms are not going to help, they are not going to offset the effects 
of the austerity because those things take a long time to work. 

In the short run, they actually have a dampening effect on the 
economy. If you are streamlining an inefficient state-owned enter-
prise, you are laying people off, and those people have less money 
in their pockets. So, now, it may be a good thing to do in the long 
run because those jobs are inefficient and you need to, you need to 
make the economy work better. 

So when I said the austerity ‘‘worked,’’ I don’t mean to suggest 
that it ‘‘worked.’’ 

Mr. KILDEE. Okay, that makes more sense because I was curious 
as to how much of what Mr. Barr referred to in terms of the now 
increased debt-to-GDP ratio could be attributable to the lag in the 
economy that was precipitated by some of those austerity meas-
ures. 

I wonder if the other panelists might also comment on this gen-
eral subject. 

Ms. LUNDSAGER. No. I do think that Mr. Blustein is absolutely 
correct. The austerity in terms of contracting the economy made it 
even more difficult to then address the debt. But the other side of 
the coin is Greece has lagged on the structural reforms that it 
needs and they are very difficult. They are the kind of labor market 
reforms in order to get employers to hire more workers. They need 
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to be able to actually occasionally fire workers and there are very 
stringent worker protections in Greece. 

Additionally, pensions and other benefits were increased sub-
stantially after Greece joined the eurozone because they had access 
to very low interest rates as part of the eurozone and basically 
made a lot of promises that the real side of their economy couldn’t 
deliver, didn’t have the productivity, the competitiveness to deliver 
the real output that could then satisfy those pensions and the other 
commitments they made. 

Greece is now struggling to try and do some of that. But in the 
meantime, the Europeans are demanding very tough austerity for 
a number of years to get Greece back to debt sustainability. The 
IMF is pressing back and saying no, that is not going to happen, 
you Europeans need more up-front debt relief. Therefore, I do think 
it is going to be very difficult to generate the kind of confidence in 
the Greek private sector that will create jobs, will increase produc-
tion, will revitalize that economy. Thank you. 

Mr. KILDEE. Thank you very much. 
Chairman BARR. The gentleman’s time has expired. 
The Chair now recognizes the gentleman from Indiana, Mr. Hol-

lingsworth. 
Mr. HOLLINGSWORTH. Good morning. Thank you, everybody, for 

being here. I really appreciate all of the insights that have been 
shared so far. 

I wanted to turn our attention to something that I think Dr. Nel-
son and Ms. Lundsager brought up, which is the IMF’s effective-
ness operating inside a currency union. 

Today, I think a quarter of IMF membership is made up by coun-
tries that are involved in some sort of currency union. So I think 
this is a problem that we are going to see in the future. So for a 
moment, setting aside primacy of repayment, but focusing just on 
the economic issues themselves and the challenges that the IMF 
may face in responding to a crisis for a country that is in a cur-
rency union, could you start, Dr. Nelson, and talk about the eco-
nomic challenges associated with that? 

Ms. NELSON. Sure. So the IMF designs programs for countries. 
It doesn’t design programs for currency unions. And I think how 
that played out in Greece was the crisis was tied to fundamental 
imbalances across the eurozone, but the IMF program, by focusing 
only on policies, regulations, things under the authority of the 
Greek government, it was only looking at one piece of a bigger puz-
zle. 

Mr. HOLLINGSWORTH. Correct. 
Ms. NELSON. And so I think some of the problems that we are 

seeing play out in Greece now are tied to this sort of narrow look 
at the crisis as it played out. 

Mr. HOLLINGSWORTH. Right. 
Ms. Lundsager, would you like to add to that? 
Ms. LUNDSAGER. Yes, thank you. In dealing with the currency 

union the IMF had to take monetary policy as a given, interest rate 
policy, exchange rate policy as a given, so that greatly narrowed 
the tools available. 

Mr. HOLLINGSWORTH. Right. 
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Ms. LUNDSAGER. And, of course, those polices were set for the en-
tire eurozone or for the entire currency union, not for the country 
itself. So monetary conditions were too tight for Greece, they could 
be looser. And you see that tension still within the monetary union 
right now, within the eurozone, as some countries, for example, 
Germany, complain that monetary policy is too loose. 

The policy measures that would normally be in an IMF program 
and help a country recover would include monetary policy and ex-
change rate policy, meaning the country would need less of the fis-
cal contraction. Thank you. 

Mr. HOLLINGSWORTH. Right. 
Mr. Blustein? 
Mr. BLUSTEIN. This is a really great question and it is something 

that I wrote about with some I guess you could say passion or 
maybe even sort of starry-eyed, crazy idealism in my book. 

The IMF was coming to the rescue not only of Greece, it was 
coming to the rescue of the euro or the European Monetary Union. 
And the IMF had been put, at the outset of the crisis, in a position 
of junior partner in the troika with the European Commission and 
the European central bank. 

I would argue that the IMF should have played a senior partner 
role. In fact, I argue that it should have played a super-senior role. 
Meaning I think the IMF should have been in the position where 
it was able to say to all of Europe the following things are going 
to happen, not only in Greece, but in Europe. The ECB is going to 
do this and Germany is going to do that and you all are going to 
be doing this on banking, union and what not. 

I think the crisis would have been solved a lot sooner, I think 
it would have been a lot easier to have a debt restructuring in 
Greece or in— 

Mr. HOLLINGSWORTH. So I think, like you said, kind of wrong 
tools for the situation or an inability to be able to diagnose and 
treat all of the symptoms at the same time, instead focusing on a 
single symptom, in hopes that that would migrate to other aspects. 

So I guess I would start again with Dr. Nelson. Is this a perma-
nent defect or inability of the IMF to handle a currency union cri-
sis? Or given the players that you probably know, you have seen 
more than me, do you think the IMF will be able to effectively 
work with the currency union as a whole to be able to get at some 
of the other symptoms? 

Ms. NELSON. Sure. The IMF’s Articles of Agreement doesn’t talk 
about programs for currency unions. It is not something that is sort 
of by design. The IMF has started grappling with this issue. For 
example, in its surveillance programs, it started having Article IV 
consultations for the eurozone as a whole. 

I do think there is a mismatch still between with the programs, 
is that, is it appropriate to design programs for specific countries? 
Or do they need to address the broader currency union as a whole? 
And it is not clear that sort of the founding document, the gov-
erning document of the IMF addresses that issue. 

Mr. HOLLINGSWORTH. It is clear that the problem exists. It is not 
clear whether the IMF can solve that. Right? 

Ms. NELSON. Right. And I would also add that through design by 
focusing on specific countries rather than the broader eurozone as 
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a whole, it imposes all the costs of adjustment on the weaker mem-
bers of the currency union. It exempts the stronger sort of members 
from playing any part in the adjustment process. 

Mr. HOLLINGSWORTH. Correct. Which they certainly had a part in 
creating the problem. Correct? 

Ms. NELSON. Right, right. 
Mr. HOLLINGSWORTH. My time is almost expired. But again, I 

want to reiterate my deep concern that the IMF’s inability to get 
at all of the symptoms of the disease will lead to a poor outcome, 
both for the Greek economy and, ultimately I worry about, for the 
IMF as well, that they don’t have the tools to be able to tackle the 
problem when we expect them to do so and asking them to do more 
than they can do and then holding them accountable for the failure 
to do so is probably inappropriate for both the institution and for 
the Greek economy itself. 

Chairman BARR. The gentleman’s time has expired. The Chair 
now recognizes the gentlelady from New York, Mrs. Maloney. 

Mrs. MALONEY. Thank you, Chairman Barr and Ranking Mem-
ber Moore, now represented by Mr. Foster, for allowing me to par-
ticipate in this hearing. 

I am a strong advocate for Greece. I believe that it is critically 
important that Greece remains in the European Union. And I be-
lieve they have been strong allies to the United States and our re-
lationship remains strong as Greece endures an unprecedented eco-
nomic crisis. It has been a strong pillar of democracy and stability 
in the West and plays a vital role in protecting U.S. security inter-
ests in Europe. One of our major bases is placed there. 

So I thank the chairman and the ranking member for holding the 
hearing. 

And I would like to ask Ms. Lundsager about debt relief for 
Greece. You noted in your testimony that debt relief could provide 
additional fiscal resources for Greece, which could be used to invest 
in her economy and for additional social services which are badly 
needed. In other words, the less money that they have to pay to 
the European creditors, the more money it will have to get its econ-
omy going again. 

And I recall in our own financial crisis, one of the ways that we 
dug our way out was not through austerity, but through really 
stimulus packages and ways to stimulate the economy and invest-
ing in our infrastructure and really investing with resources into 
our own economy. 

So my two questions for you are, first, do you believe that debt 
relief is a necessary component of a new lending program, whether 
or not the IMF is involved in the new lending program? 

Ms. LUNDSAGER. Yes, Congresswoman, I do believe that no mat-
ter what, whether the IMF is involved or not, debt relief needs to 
be part of the future relationship the Europeans have with Greece. 

Mrs. MALONEY. What about the other panelists? How do you 
feel? How would you respond? I will invite anyone who would like 
to respond to respond. 

Ms. GELPERN. If I may, Congresswoman, I agree entirely that 
debt relief is essential. And I also want to second Ms. Lundsager’s 
point that principal reduction, I think, is not just economically, but 
politically important. 
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And in this picture, the IMF stands for relief and reform, which 
are two things that are critical for Greece. The European Union is 
a bit of a question mark on both. So I have no religion about 
whether the IMF puts in money. In fact, I am delighted that they 
are able to exercise influence without it, I think it is great for us. 
But I do think that it is advocating the right thing, debt relief fore-
most among them, and I think it should stand firm. Thank you. 

Mrs. MALONEY. Okay. 
And second, Ms. Lundsager, do you think the best form of debt 

relief would be a reduction in principal as some have advocated? 
Or would simply extending the loans and lowering the interest rate 
be sufficient? 

Ms. LUNDSAGER. Thank you. I continue to believe that outright 
principal reduction would be best. And I come back to my earlier 
comments that this would be a signal to the Greek economy that 
there would not be a future, very heavy burden of debt repayment, 
even if it is far in the future, because what Greece needs is invest-
ment, it needs job creation, it needs internal growth. 

The Europeans have been very clear that they will not do prin-
cipal reduction. The IMF has therefore pushed them to have such 
very long grace periods and maturities on the outstanding debt 
that, for all practical purposes, for decades Greece would be paying 
very little back to its European partners. So that is certainly a sec-
ond or third or fourth-best option. 

But Greece is part of this eurozone, they have chosen to be part 
of this eurozone, and so that means they have to work it out within 
the eurozone, too. The IMF is not in a position to dictate how the 
eurozone undertakes its internal deliberations and agreements. 
Thank you. 

Mrs. MALONEY. Do you think it would be better for Greece to just 
leave the European Union and the debt and just go on their own? 
Are there any comments on that from, starting first with you, Ms. 
Lundsager, and then Ms. Gelpern? 

Ms. LUNDSAGER. If Greece had dropped out of the eurozone, per-
haps not the EU, the European Union, but had dropped out of the 
eurozone years ago, ultimately in the long run it probably would 
have been better off because it would have had a very large devalu-
ation of its currency, let us say the drachma, and that would have 
helped restore competitiveness and bring jobs back. 

With that said, that is not what the Greek population wanted. 
The one thing that has been clear year after year after year is that 
they want to stay in the eurozone, which at times I have found a 
little bit remarkable. So in that case, it is their own choice, too, to 
undertake the reforms that they need to stay in. 

Chairman BARR. The gentlelady’s time has expired. 
The gentleman from Arkansas, Mr. Hill, is recognized for 5 min-

utes. 
Mr. HILL. I thank the chairman and the ranking member for 

holding this hearing. 
I agree with Mrs. Maloney’s comments that Greece is certainly 

an important, long-term partner in Europe and a longtime friend 
of the United States. But the structural differences that we have 
about the role of the IMF in the EU are really illustrated in this 
hearing today. 
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Dr. Nelson, I noted in your testimony that you noted how the 
IMF’s first bailout socialized much of the private debt that Greece 
had owed. And much of this debt was held by German and French 
financial institutions. And back in 2010, the former head of Ger-
many’s central bank said in an interview, ‘‘The bailout was about 
protecting German banks, but especially the French banks from 
debt write-offs.’’ 

On the same day that the rescue package was agreed upon, 
shares of French banks rose by 24 percent. Looking at that, you 
can see what this was really about, which was rescuing banks and 
rich Greeks, he says. 

And I ask that this interview be entered into the record, Mr. 
Chairman. 

Chairman BARR. Without objection, it will be made a part of the 
record. 

Mr. HILL. Thank you. 
So Germany and France are two of the richest countries in the 

world. And if you believe that their banks needed to be propped up, 
is it really the IMF’s job to recapitalize rich-country banks? Doesn’t 
this just present a conflict of interest on the part of the IMF’s 
board of directors? What are your thoughts on that? 

Ms. NELSON. I think one thing people have talked about after the 
experience of 2010 was, would it have been better to let Greece de-
fault in 2010 and use the European money to recapitalize French 
and German banks? Would that have made the banks better off, 
would that have addressed the contagion issues? And would Greece 
be better off today without this sort of large, outstanding debt? 

However, it is not clear that there was a mechanism in place to 
do that. We didn’t have a European Stability Mechanism at the 
time, we didn’t have a process for recapitalizing banks. But in 
hindsight, this is something that I think people have talked about. 

I also think it gets at the issue of moral hazard. We have talked 
a lot about political moral hazard or moral hazard by governments 
that borrow from the IMF. But there is also moral hazard from pri-
vate investors who make investments, but may not bear the full 
consequences of investments that they have made when it goes 
bad. 

Mr. HILL. This committee knows something about that from 
watching Puerto Rico. 

So what is the lesson? 
Mr. Blustein, just a moment, I will come to you. 
Just what is the lesson for the ECB and Europe on—the Euro-

pean mechanism is one item. What other reforms should Europe 
take into account to kind of solve their own internal currency zone 
issues like this? 

Ms. NELSON. I think two of the issues that have been discussed 
are greater coordination of fiscal policies and the creation of a Eu-
ropean banking union, both of which are in progress, but it is not 
clear to me, have those policies been completely harmonized and 
coordinated across the eurozone or the broader EU. 

Mr. HILL. You think we would still have faced a similar chal-
lenge that we have even if they had been harmonized? Or do you 
think it would have been a different policy outcome? 
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Ms. NELSON. I don’t know. I don’t know how it would play out 
if we had a similar situation today. There are certainly institutions 
that have been created, like the European Stability Mechanism, 
that could help address a crisis, that didn’t exist in 2010. But it 
is not clear if they would do something to address the issues in the 
banking system rather than address the issues of a debtor govern-
ment who owes money to French and German banks. 

Mr. HILL. Right. 
Mr. Blustein, let me let you comment. 
Mr. BLUSTEIN. Yes. I just wanted to come back to your point 

about what the motive was for the original bailout and whether it 
was saving German and French banks. 

I spent a lot of time interviewing people for my book and that 
was one of the questions that I looked into a lot. And I would have 
loved to have found a smoking gun indicating that this was a major 
motive for the key players either in Europe or at the IMF. 

And there there is no question that French officials in particular 
were keenly aware of the exposures of banks, like Societe Generale 
and Paribas and so forth, that they had large exposures to Greece. 
And I don’t doubt for a minute that this was a consideration for 
them. 

But I take people at their word when they say that their main 
concern, the main reason why they adopted the approach that they 
did was fear of contagion. If Greece was either going to default or 
be allowed to restructure its debt, this was going to have knock- 
on effects, people would dump the bonds of other vulnerable coun-
tries in the eurozone. 

This was certainly the thinking of Jean Claude Trichet, the 
president of the European central bank. I am very critical of Jean 
Claude Trichet, a lot of the positions that he took during the crisis. 
But I do think he was sincere in his concerns and a lot of the pol-
icymakers were, and that was the key reason why the approach 
that was taken was taken. 

I am aware of the interview you are referring to— 
Chairman BARR. The gentleman’s time has expired. 
Mr. BLUSTEIN. —but I don’t think that was the prime motive. 
Chairman BARR. Thank you. 
The gentleman from Illinois, Mr. Foster, is now recognized. 
Mr. FOSTER. Thank you, Mr. Chairman. 
And thank you to all the witnesses here. 
There are a number of very interesting lessons that the world, 

as well as our country, I think should learn from this. In general, 
there seem to be three possible futures here. There is one possi-
bility where Greece just leaves the union, repudiates the debt. So 
if we go down that route, what would the immediate impact be on 
banks around the world, on bondholders and so on? Has that actu-
ally been worked out in any detail so that people have an idea of 
what that would look like? 

Ms. LUNDSAGER. Congressman, Greece’s debt for the most part is 
owed to European official creditors, to governments, to European 
institutions that they set up, both the European Stability Mecha-
nism, but more to the earlier mechanisms they had set up. So it 
is not really owed to banks so much and so I don’t think the impact 
would reverberate around the world. 
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I think there is a bigger concern within Europe, especially after 
the U.K. vote to leave the European Union, that if Greece were to 
leave, it is showing that the continental system, the political sys-
tem that they have struggled so hard to build could start to frac-
ture. I think that is why it is so important that the German-French 
let’s say amity or the good start to the new relationship be ce-
mented and that they move forward on the internal reforms that 
they need. 

Mr. FOSTER. It would also presumably have a bad impact on the 
creditworthiness of other southern European countries that are in 
roughly comparable situations. 

Ms. LUNDSAGER. Yes. I think that could be a concern because 
there is a quite a bit of concern about Italy and its banking system 
and, of course, what those banks, what they owe to other creditors 
is not necessarily to official creditors, it is to other financial institu-
tions within Europe. So there is, I think, a deeper worry there. 

Mr. FOSTER. Right. So the other class of solutions, just a big 
haircut, both to the debtors, and also the pensioners, I guess, are 
another potential entity in a position to take a big haircut. 

Ms. LUNDSAGER. Yes, they are going to have to pare back their 
pensions and take the kind of reforms that the IMF actually rec-
ommends to many countries. As you know, older retirement ages 
mean contributions for longer periods and a smaller pension. And 
this comes back to what I said earlier that Greece ended up, once 
it joined the eurozone and benefited from very low interest rates, 
ended up spending more on pensions, promising more to its citizens 
than it could deliver based on the real productivity of its economy. 

Mr. FOSTER. Right. This is the problem with having a monetary 
union without a fiscal union. 

Ms. LUNDSAGER. Exactly, yes. 
Mr. FOSTER. Which has been pointed out by many people, even 

at the time it was made. 
And that then, a future where you have potentially repetitive 

bailouts like that or haircuts like that, ends up looking like I guess 
they call it a transfer union where there is just a systematic—it is 
sort of like what is going on in the United States where there is 
a limited number of States, generally the large-population States, 
that write a huge check to the rural and Southern and Western 
States. I know in my State of Illinois, we lose about $40 billion a 
year, which is very comparable to the Greek subsidy, because we 
pay a lot more in Federal taxes than we get back in Federal spend-
ing. And these checks are largely written to rural, southern States. 

But this is the way we have lived for at least 40 years in the 
United States and it has real, long-term impacts. And so that is a 
possible future, that the Germans will just continually write checks 
to subsidize the pensioners in Greece. And I guess that is one of 
the things that makes it so difficult politically. 

The third possibility is just a massive increase in taxes and tax 
compliance in Greece. If Greece could solve the tax compliance 
problem, what fraction of the problem would that solve? 

Ms. LUNDSAGER. It would go part way towards helping Greece 
with its own internal resources for its own internal needs, but it 
wouldn’t be enough to address their debt servicing requirements 
over the many decades of the future. They couldn’t possibly— 
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Mr. FOSTER. And would, for example, a principal write-off fol-
lowed by a much higher rate of tax compliance actually solve the 
problem? 

Ms. LUNDSAGER. That, I think, could give them a clean slate and 
perhaps make it easier then to generate the domestic support for 
these kind of reforms that would make the economy more competi-
tive and would broaden tax compliance and help them enforce bet-
ter their own internal laws. 

I was in Greece a couple of years ago and I was stunned at how 
difficult it is for them to even get compliance, to get effective en-
forcement of their own laws and regulations. 

Mr. FOSTER. There is that famous aerial photograph of, I guess 
it is the suburbs of Athens, with all the swimming pools. 

Ms. LUNDSAGER. Yes. 
Mr. FOSTER. And in an area that there were three registered 

swimming pools and hundreds of visible swimming pools. 
I guess my time is up at this point. 
Chairman BARR. Thank you. The gentleman’s time has expired. 
The Chair now recognizes the gentleman from Ohio, Mr. David-

son. 
Mr. DAVIDSON. Thank you, Mr. Chairman. 
And thank you to our guests. I appreciate your expertise and 

your presence here today. 
When solving problems, it is vitally important to address cause 

and effect and to understand what are indeed the root causes if we 
are to see a lasting solution. So as we have sat here and talked 
about haircuts to debt, I think we are glossing over, how did we 
get here in the first place? 

Ms. Lundsager, has Greece addressed the root causes that led to 
their need for this new debt? 

Ms. LUNDSAGER. I think they have made quite a bit of progress 
in doing that, but no, they still have a number of structural re-
forms to undertake to make their economy more competitive, to 
make their workers able to work, to make their citizens willing to 
share in the responsibility of financing their government and ac-
cepting that they will be getting somewhat, everybody, reduced 
benefits over time. So they still have a ways to go on that and I 
think it has been very difficult, especially for countries like Ger-
many where they have managed to undertake labor reforms and 
managed to make many of the improvements over time, to then 
continue with the prospect of supporting Greece. But that is going 
to be the likely outcome. 

Mr. DAVIDSON. Yes, thank you. You touched on a number of 
things there that I think are important. One is, some countries in 
the EU have stronger economies than others. Some have reformed 
their economies and found themselves able to steer clear of a debt 
crisis in the first place. But even countries that did find themselves 
in heavy debt burdens have taken action to change course. 

I would like to show a chart which shows the idea of debt in the 
EU. So this isn’t something that, as a few folks have alluded to, 
this is what that looks like and how Greece is, but it is certainly 
not alone. And the concern is, we mentioned it as a moral hazard, 
that once countries realize that they are seen as too big to fail, do 
you create the hazard that people don’t change course? 
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I have another data point that just shows workforce participa-
tion. And this is a particularly acute problem in Greece. They are 
not the only country with this problem. But when you look at how 
few people are paying in and you look at the debt, isn’t the root 
cause just as simple as the ‘‘goes-out-tos’’ are bigger than the ‘‘goes- 
intos?’’ And what do we see as the systemic solutions to fixing that 
problem in Greece and, frankly, if the EU is to survive as an intact 
entity, broadly? 

Ms. LUNDSAGER. I think, Congressman, that you have high-
lighted one of the real challenges facing the European Union, the 
eurozone in particular, which is, how to understand that, yes, they 
are all in it together. They have all benefited from having this very 
attractive euro, this currency, especially Germany because it has 
had a more depreciated currency than the Deutsche mark would 
have been had Germany stayed with a separate, individual cur-
rency. 

Yet that entails being partners with weaker countries. And how 
do you then enforce internally the kind of reforms that will bring 
more workers back into the labor force or bring debt levels down? 
And that is one thing Europe has not effectively been able to do 
internally. 

Mr. DAVIDSON. Thank you. 
And Dr. Nelson, if you could comment on that. This is a question 

that you see internationally. The IMF is supposed to be able to 
ratchet leverage with the loan, just like most creditors of last re-
sort. If you go out into the private equity market, companies that 
find lenders of last resort find lots of warrants, clawbacks, tools 
that will effectively result in loss of control of the company. 

In a country, a country is a sovereign entity and you have this 
complexity here where you have a currency misaligned, and we 
talked about this piece. How can the IMF participate in Greece as 
part of this currency, multi-country currency agreement in the EU, 
and yet if we are to participate in the IMF apply enough teeth to 
get the reforms that the EU themselves have not been able to show 
broadly? 

Ms. NELSON. Right. I think the IMF conditionality that attaches 
to its loans has been a challenge. I think something that has come 
out from the panel is that there has been a real difference between 
the fiscal adjustment that has happened in Greece versus the 
structural problems that continue to plague Greece. 

Some of the discussions right now are on taxes, pensions, unem-
ployment, things that have been on the table for the past 7 years 
and have been subject to IMF conditionality, but there are ques-
tions about, after 7 years, how much progress has been made and/ 
or how much progress was reasonable to expect. 

Mr. DAVIDSON. Thank you. 
My time has expired. And I just would add briefly that this is 

a challenge we are dealing with in the United States. And so as 
a participant in the IMF, the idea that the Americans are going to 
come to the rescue when we have our own crises to deal with do-
mestically is increasingly dubious with our vote in the IMF. 

Mr. Chairman, I yield back. 
Chairman BARR. The gentleman’s time has expired. 
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And without objection, the subcommittee will move to a brief sec-
ond round of questioning. The Chair recognizes himself for 5 min-
utes. 

Ms. Lundsager, you have written that not only can Europe tackle 
Greece by itself, but further IMF involvement would only postpone 
reforms in the eurozone. 

And I would ask unanimous consent to submit for the record Ms. 
Lundsager’s Reuters piece entitled, ‘‘The IMF Must Walk Away 
From Greece.’’ 

And Ms. Lundsager is not alone. I would ask unanimous consent 
to enter into the record an op-ed from February by Princeton Pro-
fessor Ashoka Mody, a former deputy director of the IMF’s Re-
search and European Departments. His piece is entitled, ‘‘The IMF 
should get out of Greece, the Fund’s involvement has been an un-
mitigated disaster.’’ 

The views of Ms. Lundsager and Professor Mody have been 
echoed in Europe as well. The head of ESM, Klaus Regling, said 
in an interview last year, ‘‘At this point in time, it is really not a 
question of IMF funding, but of using the IMF’s technical exper-
tise.’’ 

Leaders in both Germany’s conservative CSU Party and left-lean-
ing Social Democratic Party have also been quoted as saying that 
Europe can stand on its own two feet and no longer needs IMF’s 
money in Greece. 

I would also submit for the record a Reuters article from Feb-
ruary 16th, headline, ‘‘German Conservative Euro-MP Breaks 
Ranks Over IMF Role in Greek Bailout,’’ as well as another piece, 
‘‘German SPD Says Europe Can Back Athens Without the IMF.’’ 

Without objection, it is so ordered. 
My question is as follows for Ms. Lundsager, since I quoted your 

Reuters piece. Is there any reason to believe that the IMF couldn’t 
just limit itself to a purely advisory role as opposed to a financing 
role? And if the Europeans, including Regling, are saying that it is 
IMF’s expertise that is needed in Greece as opposed to money, is 
there anything that would prevent the Fund from just providing 
monitoring and technical assistance? 

Ms. LUNDSAGER. No, and that is my preferred option. 
Chairman BARR. Yes. 
And, Dr. Nelson, it is often reported that Germany and others in 

the eurozone want the IMF in Greece because they don’t have con-
fidence in the European Commission. As Mr. Blustein’s work has 
shown, this lack of trust among Europeans has been a running 
theme since 2010. The question would be, doesn’t taking advantage 
of the IMF in this way just let Germans and other leaders off the 
hook? 

Ms. NELSON. I think Europeans did want the IMF involved, to 
have the IMF stamp of approval that the program design would be 
sound, would be safe. However, there are questions about the co- 
financing arrangement and whether or not the IMF had the inde-
pendence to do what it needed to do in the program. 

Chairman BARR. And, Mr. Blustein, if the Europeans lack con-
fidence in European institutions, isn’t it up to the Europeans to re-
form them? 
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Mr. BLUSTEIN. That is an interesting way of looking at it. I guess 
my preferred option would be something like the following. The 
IMF should be involved if it sees, using its best technocratic judg-
ment, that the program has been fixed so that Greece’s debt is sus-
tainable and, I agree with Meg, that it would be preferable if that 
involved a debt write-off 

But that shouldn’t just stop there by making a technocratic judg-
ment about a specific deal that is struck in Brussels. There ought 
to be a lot of conditions imposed because the IMF’s credibility has 
been damaged by basically being dragged and, as Ashoka Mody 
wrote, its reputation affected in the process. 

One way of doing that would be to say from now on for this pro-
gram and for any other, if we have to get involved in Italy, what-
ever, Portugal is not completely out of the woods, then from now 
on when we are lending money to a country in a currency union 
like the euro, the countries that are on the IMF board that rep-
resent those countries, they don’t get to vote, we are going to leave 
it up to the rest of the board to handle. 

And by the way, we want the members of those countries that 
are in this currency union to guarantee that the IMF will be paid 
back in full for sure if this doesn’t work out, in other words if 
Greece ends up defaulting on what it owes to the IMF, to protect 
the IMF’s preferred creditor status. 

So the way you look at it is, sure, it would be great if Europe 
could handle this problem by itself. They have understandably gone 
to the IMF and said we need your expertise. And to comfort our-
selves that you are really comfortable with what we are doing, we 
want you to have some skin in the game. And that is another way 
of doing it. 

But if there is not complete comfort and if these other conditions 
can’t be met, then I would agree with Ms. Lundsager that the IMF 
should walk away. 

Chairman BARR. Thank you. 
My time has expired. And the Chair recognizes the gentleman 

from Illinois, Mr. Foster. 
Mr. FOSTER. Thank you. 
There is an amusing calculation that has, I think, been done by 

many people, that if you just go region to region around the world, 
you conclude that the world as a whole is a net debtor, which can-
not mathematically occur. And so the reason, of course, is that var-
ious people are stashing money that is off the books in offshore ac-
counts. 

And so I was wondering, what fraction of—and there are esti-
mates, I think, for the EU as to how much money is actually 
stashed offshore. How does that compare to the total shortfall that 
you are seeing in Greece? And would that be included with esti-
mates for the amounts stashed off the books? Is the EU and Greece 
as big a debtor as actually you would conclude from the raw num-
bers? Do you have any feeling for how those numbers compare as 
possible sources of money to try to settle things here? It is in the 
multiple trillions of missing offshore accounts. 

Ms. LUNDSAGER. Congressman, I don’t know the numbers, and I 
don’t have a good sense of how much it is. But clearly, as you point 
out, this is the case. The problem is governments getting access to 
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that, establishing the kind of policies that will bring that money 
back into the limelight, back into the sunshine so that it can be 
taxed, it can be utilized. We saw how long it took to negotiate an 
agreement with the Swiss government in terms of data and infor-
mation sharing. 

Mr. FOSTER. Oh, yes, this will be politically very, very difficult. 
Ms. LUNDSAGER. Yes. 
Mr. FOSTER. In no small part because of assets that may or may 

not be held by those in power in all of the European countries. 
Ms. GELPERN. If I may add very briefly, Congressman, this is a 

multilateral problem that requires a multilateral solution. This is 
not something that the IMF can fix with Greece. And I think that 
is what Ms. Lundsager’s comment highlighted. 

Mr. FOSTER. Right. But a solution to that problem could actually 
at least be a partial solution to this. 

Ms. GELPERN. It would do the world a whole lot of good. 
Mr. FOSTER. That is right. And actually, the IMF may have a 

role in encouraging that globally. 
Another possible endpoint that various wags have pointed to is 

that the way this will all end is that German investors will each 
have their own private Greek island at the end of this, or perhaps 
a 99-year lease on a Greek island. And there is a lot of real estate 
with a very high potential market value under the control of the 
Greek government and a very big political problem even in, say, 
getting a 99-year lease that could be sold. 

But is the market value of that kind of real estate the same 
order of magnitude as the debt problem here? And is that at least 
a partial solution to this? Have there been serious efforts to make 
estimates of that? 

Ms. LUNDSAGER. Again, I don’t have the numbers at my finger-
tips. It could perhaps help. But if they were to try and sell it all 
at once, a fire sale, I think it would be very difficult to get the kind 
of returns that they were looking for. 

Nonetheless, in every program with Greece, the effort has always 
been to push on the privatization, the inefficient state-owned com-
panies or even some of the better off ones, to sell them to private 
entities to raise several billion euros for the government. Between 
that and perhaps some of the real estate holdings—but any men-
tion in Greece of selling the Parthenon or the— 

Mr. FOSTER. But large government-owned hotels, I guess, are a 
perfect example of something that would have an immediate mar-
ket value. 

Ms. LUNDSAGER. Right. 
Mr. FOSTER. And those are difficult politically because they are 

paying salaries higher than would be justified by a peer-market so-
lution? 

Ms. LUNDSAGER. That has been part of the problem, that they do 
need to get back to competitiveness. But wages and prices have 
fallen in Greece, meaning there has been some internal devalu-
ation, which has helped make Greece a little bit more competitive. 
And, of course, tourism continues to do pretty well. But otherwise, 
the productive sector is still languishing. 

Mr. FOSTER. Mr. Blustein? 
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Mr. BLUSTEIN. This is one of the great mistakes the IMF made 
in the early stages of the crisis. It was actually after the first bail-
out, it was in the spring of 2011, that the IMF became kind of en-
amored of the idea that huge proceeds could be reaped by 
privatizing Greek state-owned assets. And the numbers were in the 
hundreds of billions of euros, so it was sort of concomitant with the 
size of the debt. 

One of the problems was that there were, particularly involving 
real estate, which you mentioned, Congressman, so many squatters 
who had moved into these state-owned properties that it was politi-
cally just impossible for the government, people who had built 
homes and to sort of sell that property off and evict those people 
was going to be a—and that was one of the—there were many, 
many problems that arose as— 

Chairman BARR. The gentleman’s time has expired. 
Mr. BLUSTEIN. Okay. So 50 billion was the first number that was 

used. They have ended up being able to reap about a billion euros, 
I think, maybe from privatization. 

Chairman BARR. Thank you. 
The gentleman’s time has expired. 
And finally, the vice chairman, Mr. Williams, is recognized. 
Mr. WILLIAMS. Thank you, Mr. Chairman. 
Earlier this month, the Slovak finance minister was reported as 

saying the amount of IMF assistance in Greece is not important. 
Instead, ‘‘It is really symbolic.’’ 

So for Dr. Nelson and Ms. Lundsager, my question would be, 
what are the implications for the IMF if its lending becomes sym-
bolic? Wouldn’t symbolic assistance mean that the Fund is straying 
from its traditional functions? 

Ms. NELSON. The traditional function of the IMF is to lend to 
countries facing temporary balance-of-payments crises. It doesn’t 
really say anything about the amount. But I do think we have 
veered from temporary. We are 7 years into the crisis, and Greece 
is still reliant on financing. 

Mr. WILLIAMS. Ms. Lundsager? 
Ms. LUNDSAGER. Congressman, symbolic perhaps isn’t the best 

word to use because IMF participation can be very, very close in 
terms of recommendations on the policy formulation, the monetary, 
fiscal, financial sector policies, exchange rate, if needed, and then 
can be part of the team that monitors performance and assesses 
how the country is doing in meeting its fiscal targets or its inflation 
target. And IMF lending doesn’t have to be part of that at all. 

And we have seen that work pretty well with a number of low- 
income countries where the IMF actually established a policy sup-
port instrument which does exactly that, has an engagement with 
the country, the country invites the IMF in, but there is no IMF 
funding included in that, it is more of a partnership. 

So absolutely, the IMF can be there. Its catalytic role used to be 
it would lend small amounts and then you would bring in other 
creditors. It doesn’t really need to lend anything if other creditors 
view the IMF assessment, its mark of good progress, as sufficient 
for them to participate. 

Mr. WILLIAMS. Okay. Just a quick follow up. So if people think 
the IMF loan is symbolic rather than necessary, how do you assess 

VerDate Nov 24 2008 19:11 Apr 04, 2018 Jkt 027420 PO 00000 Frm 00036 Fmt 6633 Sfmt 6633 K:\DOCS\27420.TXT TERI



31 

the effectiveness of a program? And how would the Fund’s evalua-
tion officer or anyone else for that matter evaluate symbolic lend-
ing? 

Ms. LUNDSAGER. For example, with the low-income countries, 
there is actually a board review. Staff go out for periodic reviews, 
assessments, and it comes before the IMF board. So it is, in that 
case, a formalized process. It doesn’t necessarily have to be that 
formal, but the IMF prepares all sorts of papers all the time, if 
nothing else the annual Article IV, the annual review of an econ-
omy. And that can form the basis as well for monitoring. 

But if the country invites the IMF in and asks the IMF to pre-
pare a report, and share it with the board, and publish the report, 
then that is a way of reinforcing that role of the IMF as a designer 
of the policies and monitoring them as well. 

Mr. WILLIAMS. Ms. Nelson? 
Ms. GELPERN. Let me augment that. 
Mr. WILLIAMS. Go ahead, please. No, go ahead, that is fine. 
Ms. GELPERN. I’m sorry. The IMF’s traditional role was to sup-

port the gold exchange standard. It has evolved since its founding 
to become a big player in crises, in debt restructuring. Today, the 
task is precisely to make the Fund effective in a world where it can 
never be or it can very rarely be a huge financial player, as well 
as being effective on the regional scale. 

It did manage to go to Article IV for the eurozone. That is a good 
thing. Whether it is able to stay effective with no money or very 
little money on the line, I think, is a task for them and for us. 

Mr. WILLIAMS. Dr. Nelson? 
Ms. NELSON. I think it would be difficult to assess the symbolic 

sort of contribution of the IMF. However, I do think any sort of 
IMF involvement in a country can be judged against metrics of, is 
the country able to reenter capital markets at the conclusion of the 
program? Is the economy stabilized at the conclusion of the pro-
gram? These sorts of metrics, I think, can be assessed regardless 
of the amount of money contributed. 

Mr. WILLIAMS. We only have a short time left. 
Dr. Blustein? 
Mr. BLUSTEIN. I think you have gotten brilliant answers from my 

three colleagues here. I can hardly think of anything to add to it. 
Mr. WILLIAMS. Okay. 
Mr. Chairman, I yield back. 
Chairman BARR. Thank you. And I would like to thank our wit-

nesses for their testimony today. 
The Chair notes that some Members may have additional ques-

tions for this panel, which they may wish to submit in writing. 
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous 
materials to the Chair for inclusion in the record. 

And this hearing is now adjourned. 
[Whereupon, at 11:42 a.m., the hearing was adjourned.] 
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