CAN THE MORAL HAZARD CAUSED
BY IMF BAILOUTS BE REDUCED?

Geneva Reports on the World Economy Special Report |

Barry Eichengreen
* University of California, Berkeley, and CEPR

ICMB INTERNATIONAL CENTER
1" FOR MONETARY
AND BANKING STUDIES

CIMB CENTRE INTERNATIONAL
D'ETUDESMONETAIRES
ET BANCAIRES




Contents

Author  Acknowl edgements iX
Foreword - Xi
Preface Xiii
Executive Summary r XV
| )
1 Introduction 1
11 Two causes of crises and two solutions 2
2 Investor Panic 6
21 Why panics occur 6
2.2 Korea: the canonical case . 6
2.3 Limitations of existing responses to the panic problem 7
3 Problems with Fundamentals Implying a Need to Restructure 13
31 Korea: an alternative interpretation . 13
3.2 Limitations of existing responses to the restructuring problem A3
4 Problems with Existing Approaches to Reducing Moral Hazard 15
4.1 New rules for IMF lending 16
4.2 The ad hoc approach 17
5 Officially Sanctioned Standstills as a Solution to the Panic Problem 19
51 Implementation . 21
5.2 Objections 23
5.3 Impact on borrowing costs 25
54 Implications 31
6 Collective Action Clauses as a Solution to the Restructviring Problem 33
6.1 Rationales 33
6.2 Objections . 35
6.3 Impact on borrowing costs 36
6.4 Implications 38
7 Recommendations 40
Appendix: Other Initiatives 43
A.l UDROPs . 44
A.2 Creditor committees* ' 45
A. 3 Mediation 47

References 49



