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Abstract

This thesis analyses whether China tries to gairempower in the IMF staying within
the current international U.S.-dominated systeme Emalysis focuses on China’s
behavior in the IMF during the reform process @& thst decade. The thesis examines
the ways in which China can gain more power staynthe IMF. However, current
power structures make it difficult to implement ngas and China might therefore use
political groups such as the BRICS and their Newdbdgpment Bank to exert pressure.
But the intention of the BRICS is not to overthrtve system but to reform it. Using
official statements and speeches delivered by Gking.S. or IMF staff in the IMF as
well as articles published in newspapers Chinesemsl and US reactions were
analyzed. The results suggest that China staysnaiitle international system and does
not try to overthrow it. Nevertheless, pressurereated through the establishment of
the New Development Bank (NDB) and the Asian Inftagure and Investment Bank
(AlIB). The intention of this thesis is to give arcent account of Chinese behavior in
the international community, supporting the undarding of underlying dynamics.

Abstrakt

Tato diplomova prace se zabyva otazkou, zdaism nepokoudi ziskat vice moci
v MMF, prestoze MMF je dominovan Spojenymi staty. Analyzazpmerena na
pacinani Ciny v MMF bhem reformniho procesu poslednich deseti let. Aator
zkouma jakym zfisobem niZe Cina ziskat vice vlivu. Stavajici struktura kompjiku
shahu dosahnout zmy. Cina tudiz hodla pouZzit tzv. BRICS a jejich New Diepenent
Bank, aby prosadila z&ny. BRICS nemaji zdjem svrhnout stavajici systéybranho
reformovat. Progednictvim oficialnich prohlaseni, prosfovéinskych, americkych a
piimo reprezentadtMMF na pidé MMF i ¢lanki v novinach se autorka z&imje jak
na¢inska konstatovani, tak na americké reakce. Vyglegkenauji, Zze Cina si feje
zastat v ramci mezinarodniho systému, nikoliv ho ¢igniNicmére existuji tlaky
zpusobené New Development Bank a Asian Infrastruciniek Investment Bank. Zam
této prace je poskytnout aktualni rozborského péinani v mezinarodnim spdalenstvi
pro pochopeni dynamiky celého problému.
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Justification of the Topic Selection

US-Chinese relations are the primary determinambady’s and probably future global
politics and economics. China’s rise has challertpedUS globally. In combination

with the financial crisis the topic gained furth&gnificance. Most scholars have yet
looked at China’s interactions with different ifgions without looking at the way

China itself influenced those institutions espégiafter the financial crisis. | will thus

analyze how China tries to exert influence on #€&,lan international institution. The

goal is to come to a conclusion how China behav#smthe international community

today. It might already challenge the system sdéhbyUS and challenge the status quo.

Main Aim of Thesis

In my thesis | will analyse China’s behavior in thdF and might come to the

conclusion that China tries to change the systesaytoThe thesis aims at analyzing
China’s goals in the IMF, the way it pursued tharse if China by doing so stays within
the current framework set by the US. General canghs might be drawn too. In my
analysis | will focus on the dynamics and how Chies to transform economic power
into political power in the IMF. A special focuslikbe on the BRICS to be able to find
out how China uses the BRICS to pursue its godis. dverall goal is to be able to put
current developments such as the New Developmark Bad its meaning into context.




Main Characteristics of the Topic

China’s rise has caused both fear and hopes asvdhie country would integrate itself
into the international community. Its economic gtowis impressive. China thus
became a member of several important internationgénizations such as the IMF.
China needs those international organizations deroto act and grow internationally.
But China’s growth creates fear that it might tryverthrow the current US dominated
system. In recent years developing countries trygeb more votes in international
organizations and the IMF. The BRICS push for theghts as a group after the
financial crisis of 2008. 2008 marked a truningrp@nd led to an even stronger China
relative to US power. The US however, generallytimds or dominates international
institutions such as the IMF. China tried to tramsf its economic power into political
power in international institutions especially af808. The question is to what extent
if at all they challenge the US-dominated system.

Planned Structure of Thesis

The first pages will be devoted to the kind of s&srl used. A detailed explanation is
given as to the quality of the sources used andé¢tloaracy of their conclusions for my
work. Then in the background part (30-35 pages)llifitst look at China’s history. |
am analysing whether China is a challenger todaynpiortant to know is the character
of the country. If China has always been challeggsystems and the international
community it certainly would be characteristic foem to challenge the system today
as well. 1 will therefore look at different leadesilsd compare their approaches to the
international community and their world views.

The IMF has a long and important history with chesan its operations and its work.
The quota based voting system is an essentiabpé#ne institution. It is because of the
quota based voting system | chose the IMF for mglyams. Changes within the quota
based system are tracable and result in measwhbfteyes. The quota is the reason for
complain by China today. Usually the quota showlfliect the economic weight of a
country. But China and the BRICS are dissatisfiedaoise their quota is too small and
does not reflect their economic strength. It isref@e important to know what
privileges the US enjoys and how decisions are m&tina and the BRICS tried to
gain more power for several years now. To what réxteey might be capable to
interfere within the framework of the IMF is thusicial for my analysis.

A crucial year for China and the IMF or China witlthe IMF is 2008. The power shift
in 2008 cannot be overlooked because it changedetagonship between the IMF and
China. The consequences the crisis should havgldtal governance at the IMF and
an account of China’s relative economic positimuad/after 2008 is given. Since then
China had a much greater claim and better bargapasition for claiming more power
in the IMF. The financial crisis in 2008 further asfged economic might in the
international scene. It is therefore important awhfar China can get more say in the
IMF. A comparison before and after 2008 is madepdrtant highlights of the
relationship during their long history are taketoiaccount.

The BRICS are analyzed on the ground of wheth@ootheir initial aim was to change
the system and what their goals are. The BRICSnfmmmal institution established
after the financial crisis, might serve Chinesedsegnd might create a new power bloc



within the current system. Finally the DevelopmBank by the BRICS is introduced
and its power is characterized.

The methodology of the analysis will first be exp&d and consists of three parts
(before 2008, before 2010 and after 2010-approX.5201 will compare China’s
achievements alone and by the BRICS together. Gpecaiis also to look at China’s
aims and the BRICS™ aims to see in how far Chinghinuse the BRICS for its own
purposes. Chinese behavior in the IMF and decisioade by the IMF are analyzed to
know how China pursued its goals and what thosdsgoare. Therefore | will use
statements and speeches by different politiciadd@rk at e.g. newspapers, journals or
the IMF webpage. Different politicians might chdeaze Chinese claims as legitimate
or not. The analysis should provide me with theailgits of recent years so that today’s
situation can be judged accordingly.

The conclusion should be to say what intentionsn€Hiad by establishing the New
Development Bank together with the BRICS. In ttostext it is important to see what
meaning the newly established New Development Beaskwhich might or might not
challenge the IMF indirectly. The New DevelopmemnR is usually said to challenge
the World Bank but since the World Bank is partref Western system implications for
the IMF are surely given. It might be the firstst® overthrow the system or to
pressure the US and Europe to finally give Chinaenpower within the IMF.
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1.1 Introduction into the Topic

China’s rise and its integration into the irinétional community have evoked
concerns about its intentions especially during ldst decade. The global economic
crisis of 2008 brought a new challenge to the USiidated global political economy
which was based on the Washington and Post-Wasiingtonsensus.China’s
economic success relative to the US leads to greateers thereby achieving further
bargaining power in international institutions swah the IMF. This created fear and
distrust as to whether China would try to challetigee international order even though
it is well-integrated into the world community. Fnoits admission to UN in 1971,
China was gradually integrated into the internatl®ystem and participated in global
governance by joining other nations shaping int#onal institutions In the early
1980s, China added a role in the IMF. China’s wmadgn into the international
community has already led to more political powed @ trend to multipolarity. As
Chinese economic power is not properly reflectecpahtical power in the IMF, a
legitimacy problem was created for the IMF. Lacklagitimacy especially apparent in
the last decade, the IMF tries to implement subistagovernance reforms. Reforms
were agreed on in 2006, 2008 and 2010 respectiVal.reforms of 2010 are, however,
still ineffective because the US Congress has atified them. In addition, in recent
years, perceptions of systematic unfairness inorggs undermined the IMF’'s
legitimacy?

In combination with the legitimacy problem tife IMF, China may intend to
challenge the IMF and the underlying internatiosgstem. International institutions,
however, protect their interests from new actoes adnservative procedurés hose
operating procedures are quite visible in the IMiere, in essence, the US enjoys veto
power. It is necessary to separate China’s diaetisn with international norms and

institutions based on conflicts of interest witle tiS as to whether China is a status quo

! Sadik Unay, “Reality or Mirage?: BRICS and the hfakof Multipolarity in the Global Political Econayfy Insight
Turkey Quarterly/ol. 15, No. 3, (Summer 2013), p. 78,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgr4005&vid=10&hid=4112 (ased 23.03.2015).

2 Hongsong Liu “ China’s Proposing Behavior in GloBavernance: the cases of the WTO Doha Round iatigot
and G-20 processRevista Brasileira Politica Internacion&lol. 57, (Special Edition 2014), pp.121,122,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfvi@siel=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=13&hid=4112 (ased 23.03.2015).

3 David P. Rapkin and Jonathan R. Strand “ReforrtfiegMF's Weighted Voting SystemJpurnal Compilation
World Economy/ol.29, No.3 March 2006 p.305,

http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie =365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=16&hid=4112 (ased 28.03.2015).

4 Alastair lain Johnston “Is China a status quo p@Weénternational Security Quarterlyol.27. No.4 (Spring 2003)
p.24 http://web.a.ebscohost.com/ehost/pdfviewevipdfer?sid=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=19&hid=4112 (ased 28.03.2015).



power or a challengérin order to reflect on this distinction, US opinits included in
the analysis. China, even though it hasn’t claipmsler explicitly might still aim for it
which is also why US opinion has to be taken intwoant. Some scholars are
convinced of the self-fulfilling prophecy of the i@k threat theory.

Against this background, it is important tdenthat theories of international relations
assume that rising powers challenge the internattionder’ The question remains
whether those theories apply here and, at whichtpoitime, such a challenge would
begin. Other studies suggest the actual systenif itsethe decisive factor when
challenges occur due to a hegemonic existing drdetual war seems unlikely but
economic and the political overthrow, implied byrws the reason for including this
theory. Making matters more complicated is the fhat the definition of status-quo is

vague’ The question of status-quo is therefore addreisseé research question.

1.2 Research Question and Hypothesis

The research question addresses the challéhge poses to the US dominated
IMF. Is it true that China tries within the intetimaal framework dominated by the US
to gain more power within the IMF? My hypothesisthat China tries to gain more

power within the existing global financial system.

1.3 Current State of Research and Evaluation ofc®su

Since the BRICS appeared on the scene of thlel\stage questions around China
challenging the system had to be asked differer@flyestions had to be asked in
combination with the Chinese and BRICS roles ie thternational community and
their intentions. Therefore the research field escdbed is new. However, this research
field so far has been approached in a similar waymwst scholars. Especially the
BRICS were mostly evaluated based on their willeggand strength to overthrow the

system or the role they might play in it in genedgirki Kakénen asks “BRICS AS A

® Ibid. p.25.

® Ibid p.55.

7 Jyrki Kakénen.”BRICS as a new power in internagiorelations?” Geopolitics, History and International Relatiana
Vol.6 No.2, (2014) p.86 http://web.a.ebscohost.@brost/pdfviewer/pdfviewer?sid=365f97df-d428-49e88¢c
f826a7fdc974%40sessionmgr4005&vid=22&hid=4112, ¢ased 28.03.2015).

8 Michael J. Green and Daniel M. Kliman “China’s gi&®ower and the Potential for Conflict in AisSERI
Quarterly,Vol.4, No.2 (April 2011), p.34,
http://www.seriworld.org/16/qt_Section_list.html?aax0302&dep=2&pub=20110212&year=2011&pubseq=177
(accessed 03.05.2015).

9 Johnston, Ibid. p.8.



NEW POWER IN INTERNATIONAL RELATIONS?”, Michael AGlosny “China and
the BRICs: A Real (but Limited) Partnership in aifuar World” or Zhenbo Hou “The
BRICS and Global Governance Reform: Can the BRIG@&/ige leadership?”. The
guestions asked by Chinese or Western scholars siraikar as well. Another question
often raised was China’s ability to establish atitatéral system. In Mingjiang Li’s
“Rising from within: China’s search for a multilegéworld and its implications for US-
Chinese Relations” or Robert H. Wade’s: EmerginglvV@rder? From Multipolarity
to Multilateralism in the G20, the World Bank antetIMF’ the authors consider
China’s behavior in international organizations aigdo claim that we have or haven’t
yet reached a state of multilateralism. The probisenthat the focus is not on one
organization specifically. Neither do these authgive an account of the last years and
China’s behavior in detail. Few papers deal withn€rand the BRICS in a specific
organization. Therefore this thesis seeks to detl & topic which has not yet been
touched.

In doing so, scholarly reviewed articles psiéid in international academic journals
ensure the quality and accuracy of the informatMast information used in books had
been previously published as primary sources ird@wo#& journals. One of the few
books cited was published in September 2014 byr&@atgMacmillan and contains a
detailed analysis of the BRICS by Rich Marino. Tieok is new and Palgrave
Macmillan known for its excellent publications. érder to provide for a sufficient
variety of knowledgeable views on the topic, aesckited were published by US or
Chinese authors whenever possible.

However, citing Brazilian and Turkish journalas inevitable as the research field is
contemporary. Both are developing countries. Initaig Brazil is a member of the
BRICS. Turkey on the other hand benefitted fromn€ke insistence on reforms in the
IMF. It was among the countries to be chosen fer first ad hoc Quota increase in
2006. Therefore scholars in both countries mighteha special research interest
because their countries are affected to a greahekiy China.

All the papers used were peer reviewed. Apgroe this topic from a Chinese
perspective is essential to a great extent althahghguality of the journals might be
less. The arguments presented by the authors sexté¢he quality of this work.
Published during the time frame, 2005-2015, thercsie.g. speeches, newspapers,
articles used were taken from renowned magazines official webpage of the IMF is

also an important source. Attempting to use primsoyrces whenever possible the
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intention was to elevate the quality of this thed#ost of the sources used were
published after 2008. To highlight China’s behauvjmals and relations with the outside
world in the 1950s publications cited include acante papers written shortly
afterwards as well as recent ones. The intent ppdwide a concise picture, less biased
by the Cold War.

Important for the analysis overall was thelgsia by Alastair lain Johnston from
Harvard University who accounted for China’s bebawvith the outside world, by
asking the question whether or not China is a stquuo power in 2003. His ideas are
useful when referring to the earlier era.

Michael Oksenberg was a member of the Nati&ealurity Council under President
Jimmy Carter and involved in the establishmentudifdiplomatic relations between the
US and China. He discusses China’s rise in theegbndf its participation in
international organizations. Secondary sourcesasential to support this analysis. A
scholarly article which interviewed IMF staff abdbe decision making process in 2010
provides essential information.

Interviews with Joseph Stiglitz, awarded thebll Prize in economics in 2001,
evaluate the establishment of the Development Baik.had served as the vice
president and chief economist of the World Bankaddition he has great knowledge of
the IMF. The interview referred to was cited seléraes in the news media. Joseph
Stiglitz is especially respected for his critique @perations and governance of the IMF
and The World Bank.

Speeches of President Obama and official patitins by U.S. Congress evaluate the
legitimacy of Chinese claims. US™ intentions andhdxor are included as well as a
close look at the most recent development whenuatiag the BRICS'. The New
Development Bank, based on the latest publicatiaregtures the most recent

developments and China’s situation in the inteonalicommunity.



1.4 Theoretical Background of the Thesis Question

The theoretical background of this thesihexefore political economy. The research
field of Political Economy can be divided into thrgarts, Economic Liberalism,
Economic Nationalism and Economic Structuralismorigenic Liberalism neo-liberal
ideas were promoted by the IMF in the 1980s andd49€lassical liberalism traces
back to Adam Smith. Economic Liberalism which swnd contrast to Economic
Nationalism promotes liberal economic policies suab free trade. Economic
Nationalists like Alexander Hamilton claimed thdbelral policies only served the
industrialized states and not developing countfldsconomic Nationalism deals with
the economic competition of states and thus previge explicitly political analysis.
One part of the mercantilist writing is the zerarsgame which means that when one
party wins another party loses. Even though theiGadplity is limited, concerning the
IMF and the Quota based system this theory is uséfoen China gains more power,
has a higher share of Quota another country woalc lo give a part of his share.
Economic Structuralism highlights the need to timte account structural features in an
economic analysis and includes institutional faxtowhen analyzing economic
problems. The actors and their relations are tak®naccount in the analysis.

The approach therefore combines these elenamdtthe methodology is similar to
the methodology of research already conducted. ildegpChina as a state actor as well
as in a group of the BRICS the increasing imposgaat globalization is taken into
account. Two factors globalization takes into actas the growing inequality in e.g.
distribution of wealth and the loss of national cantmy due to international
organizations. This fact makes the claims by Clinaeforms of the IMF all the more
important and need to be looked at closely. Econad¥aitionalism includes the political
aspect of my analysis which in this case is a zara-game. Therefore China and the
US have to be looked at more closely because whetaQains can be said is almost
equivalent to what the US or at least the WestsloEeonomic Structuralism has to be
taken into account in the IMF and the way in whilecé power is divided or reforms are

passed. Therefore in this work the following metblody was used.

R. Falkner ,International Political Economy*, 201122,
http://www.londoninternational.ac.uk/sites/defdil#és/programme_resources/Ise/lse_pdf/subject_glii3©26_ch1-
3.pdf, (accessed 11.05.2015).



1.5 Methodology
The analysis considers a time frame of tensye2005-2015. The last decade in the

IMF was characterized by important governance nefoand influenced China’s current
behavior to a great extent. Therefore, the analgsiss at IMF reforms in detail and the
dynamics underlying them. Against these reformsn€e and since 2009 the BRICS
claims are analyzed. The legitimacy of those clasrfsirther assured by looking at US
and IMF statements. In particular articles, jousnahd speeches, are analyzed seeking
to know what actual intentions are and to complagentto actions and outcomes. China
might pursue its claims with the help of the BRI@S. already mentioned, the BRICS
were usually treated as individual countries ratiiian as a group, but the group is
included in this analysis. The BRICS’ reports aralyed. The BRICS are important to
consider because they represent a new power groupei economic and political
framework which is still dominated by the US. These their bargaining power as a
group to advance their common aims. In order td &unitable material, publications of
the years specified by China, the BRICS, the USgtess and the IMF are analyzed.
Mostly primary sources are published online; inghgdarticles from renowned US or
international magazines and the media e.g. the Wgisin Post. These include

speeches or comments by US or Chinese officiaisanMF.

1.6 The Structure of the Thesis

The thesis is structured chronologically first deglwith Chinese history and the
history of governance of the IMF. For a long timieir@ had lived in isolation, ignoring
the outside world. China regarded itself as supeéoi@thers and was highly developed.
This might be the reason for relations not on allgtaying field with neighboring
states or other countries. Nevertheless, the fot@hina’s history is on the era of Mao
and Deng Xiaoping. Mao was a revolutionary chaleng the international system
whereas the role of Deng Xiaoping was very differédm ambivalent picture of China
emerges depending on the leader and time. It is tlecessary to look closely at the
specific time to be able to make judgments abouh&hk behavior. In order to be able
to reach appropriate judgments about the IMF,igtohy has to be taken into account as

well. IMF history is marked by few changes in goaaice except in the General Quota
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Reviews. Thus, there is no history of reforms arpeeience of the IMF. The power

structure is a constant and defines the ways irchwiiihina gained more power in the
IMF. The power structure of the IMF should showtt@hina is able to gain more

power by staying within the international systemcreéasing the Quota is the only
significant means to gain more power in the IMFause of the importance the Quota
has for a country’s relationship to the IMF.

The subsequent chapter defines ways in whitiha&Chas acted in the IMF and its
process of integrating into the international comityuwhich impacts China’s behavior
in the IMF today. China integrated well into théeimational community and the IMF.
The history of China and the IMF is a history obperation. On the one hand, China
tries to avoid IMF interference in its domesticaaf§. The IMF, on the other hand, has
not enough leverage to make its members or Chinama®rtain ways. This may have
implications for today.

BRICS is a very recent phenomenon which hadeodtaken into account when
dealing with current Chinese intentions, hence Nlesv Development Bank is to be
introduced shortly. The BRICS recently enteredwioeld stage. The new economic and
political group tries to gain decision-making powsrinternational institutions as a
group. Despite their differences, they work togethasually on non-binding,
intergovernmental bases. China, the most influenti@mber, enjoys the most power.
The New Development Bank is presented as the &kt project undertaken by the
BRICS. It complements efforts to address the sbarings in the international financial
system but to dates is too small to have a reahanp
Speeches, newspapers, and scholarly works frorfasthéen years, they reveal China’s

push for reforms to remove deficiencies of therimaéional system from inside.



2.1 A Short Introduction into China’s History: IshiGa a Status Quo Power or a
Challenger?

China has not always lived inside the syst€herefore it is important to look at its
history and the way China behaved to be able terstand and evaluate its behavior
today. Examining China’s history presents an etanging outlook and relationships
with the outside world. For a long period of tinspecifically until the opium trade and
later the opium wars from 1839-1842 and from 1886@Lwhen the country had to
open itself to the outside world, China lived iol&ion ignoring the outside world. This
is basically due to the world view termed “Middlenijdom” which says that China is
the centre of the world, and then there are triyustates and barbarians. Tributary
states are the neighboring countries which neegviotributes to China. Barbarians are
everyone else. While Confucianism was the philogaptder which China was ruled, it
never defined China’s relationship with the outsiadeld. China considered itself self-
sufficient and didn’t rely on any foreign countripish may have made it feel superior.
The voyages of Zheng He are unique during the NDiggasty. To this day scholars can
only guess about their purpoSeChina thus had few relations with the outside drorl
and was not very interested in discovering it. @or#@nism, a philosophical system,
determined relationships e.g. father vs. son, suenharmony and determined China’s
outlook on the world.

China was a highly developed country with marwentions like gun powder which
might have contributed to the feeling of supenorieing highly developed itself China
might have seen no benefits in relations with fgmers. In 1796 the Macartney mission,
the first diplomatic contact between GB and Chifaled because the Emperor
regarded the tributes as toys.Furthermore regarding itself as superior Chirdndi
have relations on a level playing field. It thusl diot challenge the system but it also
didn’t participate in it. On the other hand the @aoipof China’s treatment by foreigners
in the following century of humiliation (1839-1948hould not be underestimated. The
century of humiliation is the period from the figbium war onwards. China was other-

directed and forced to open ports and trade. Intiadd it was the barbarians who

1 Robert Finlay “The Voyages of Zheng He: Ideolo8tate Power and Maritime Trade in Ming Chinehe
Historical Society and Wiley Periodicals, In¢September 2008) pp.329, 330,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfvié@siel=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=26&hid=4112 (ased 11.05.2015).

12 John L. Cranmer-Byng and Trevor H. Levere “A C8sedy in Cultural Collision: Scientific Apparatusthe
Macartney Embassy to China 1798hnals of SciencéSeptember 1981), p.503,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=29&hid=4112 (ased 11.05.2015).



invaded China and forced it to establish ports stadt trade relations with the wést.
This fact certainly added to the feeling of huntiba. Suspicion on the side of the
Chinese as to the intentions of foreigners in theuntry might have been the result of
that time. After these experiences China may trgrghing it can to prevent foreign
interference in domestic affairs.

But China also presented itself as a challetgénternational order. During Mao’s
rule, the PRC can be primarily characterized aswlutionary challenger of the
international system, one which considered forcddoa viable tool to achieve this
aim* Mao felt obligated to the idea of fundamental gewf the international order,
and the world revolution, for his entire lifé Even though he might have had a world
revolution always in mind, his foreign policy chatgover time. However, the use of
force in the 1950s especially might already sigmalertain eagerness for change by
Mao. Mao wanted to implement communism in China @@ looking forward to a
world revolution led by Chin& This aforementioned attitude shows that China
challenged the world system but also claimed arakposition for itself. China wanted
to liberate the world from the imperialistic We#bught the US e.g. in Korea, and
attacked the offshore islands of TaiwarChina thus used force outside its territory and
acted according to revolutionary principles. Altgbuthe US had crossed the™38
parallel, bringing China into the war, China defeddommunism and “the brethren” in
the North. Nevertheless, despite revolutionary lglellao’s China took integrationist
steps abroad to be able to concentrate on donuestaerns? These priorities show that
domestic outcomes are the primary concern as, t@espe fact that the party is
authoritarian, it needs legitimacy. That means uiizo already China’s foreign policy

was linked to domestic politics. The years 1955 4886 marked a turning point in

13 Alison Adcock Kaufman “The “Century of HumiliatioriThen and Now: Chinese Perceptions of the Intemal
Order”, Pacific Focus\ol.25, No.1 (April 2010) p.5,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=36&hid=4112 (ased 11.03.2015).

14 Xiaoting Li."The Taming of the Red Dragon: The Nitized Worldview and China’s use of Force, 198042,
Foreign Policy Analysis Quarterly/ol.9, No.4 (October 2013), p.387,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie =365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgr4005&vid=39&hid=4112 (ased 01.04.2015).

15 Kuisong Yang and Yafeng Xia “Vacillating betweeewRlution and Détente: Mao’s changing Psyche atidyPo
toward the United States, 1969-197&he Journal of the Society For Historians of Amanidoreign Relations:
Diplomatic History Vol.34 No.2 five times a year (April 2010) p.397,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie =365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=42&hid=4112 (ased 01.04.2015).

81, Ibid. pp.341-344.

i, Ibid. p.389.

18 |bid. p.393.



China’s policy. Peaceful co-existefitbecame the principle under which relations with
the US should improve; World peace was promotelderathan a world revolutiof!.
Some critics suggest a different interpretationeyfsay that China wanted to behave
normal in a way to create a united front of Asianmtries against the U Again, real
intentions are difficult to know. But China focusex the expansion of Peaceful
Coexistence and opposed hegemony. Peaceful Casesteas expanded by the “Three
Worlds Theory” which focused on principles of na@b unity and self-determination of
the backward countries, opposed imperialism ancemegy, and was intended as a
means for China to gain international legitimatyt seems that Mao, while promoting
a world revolution, wasn’t concerned about foreagaessment of him, his Government,
by the 1950s, he wanted to be recognized. Chinaeted¢o find its place in the
international community. The example shows the remin¢ttions in Chinese foreign
policy and how difficult it can be to know what ¢ge&hina pursues.

Disputes with Moscow in the beginning of 1960 to a break between the two
communist camps because Beijing sought to be thdeteof world communisf?.
China’s attitude changed depending on its allie$ @meatment by foreign powers,
developing radical and violent foreign relation@aches. In the mid-1960s China
even prepared for a nuclear WarThese preparations for war made 1960 the most
dangerous time of Chinese relations with the oatsidrld. Altered within a few weeks
or months, Chinese behavior outside the internatiander changed quickly during
Mao’s rule. But even after joining the UN in 197idaNixon’s visit to China in 1972,
Mao didn’t trust the outside world and the US imtipalar?®> The visit however gave
China new recognition and shows that integratidio ithe international community
alone is insufficient to create trust in the intdronal system. The system needs to

prove its legitimacy. But Mao’s interest may onévé been the accumulation of power.

¥ The five Principles of Peaceful Coexistence adbje Zhou Enlai in 1954 are: 1) mutual respectdach other’s
territorial integrity and sovereignity; 2) non-aggsion; 3) non-interference in each other’s intefiairs; 4) equality
and mutual benefit and 5) Peaceful Coexistence

201, Ibid. p.394.

2L shu Guang Zhang “Constructing “Peaceful Coexigterzhina’s Diplomacy toward the Geneva and Bandung
Conferences, 1954-55Cold War History QuarterlyVol.7, No.4 (November 2007), p.509,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfvié@siel=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=45&hid=4112 (ased 11.05.2015).

22 Jiang An "Mao Zedong's “Three Worlds” Theory: Fiokl Considerations and Value for the TimeStcial
Sciences in China Quarterlyol.34, No.1, (February 2013), pp. 55, 48,49,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=48&hid=4112 (ased 10.05.2015).

2, Xiaoting."The Taming of the Red Dragon: Thelitirized Worldview and China’s use of Force, 12491”,
Foreign Policy Analysis Vol.9 (2013), p.394; Mich&d& Sheng “Mao and China’s relations with the Sppwers in
the 1950s: A New Look at the Taiwan Strait Crisid ¢he Sino-Soviet SplitModern Chinavol.34, No.4, (October
2008), p.477, http://www.jstor.org/stable/2774698=9#page_scan_tab_contents (accessed 12.05.2015).

24 yang and Xia, Ibid. p.399.

2L, Ibid. p.395.
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Deng Xiaoping embraced a very different fonegplicy. China adopted a Lockean,
non-militarized worldview and was integrated furthento the international
community?® China joined the WTO in 2001. In order to integritto the international
community China had to accept status quo standtrdsjs international norms. Until
1999, China had proposed few new rules in inteonati organizations and conformed
to international norms in part because it benefitom then?’ Joining the WTO
showed that China had adopted the principal of frade generally shared by the
international community® Chinese gradual integration into the international
community required about 50 years before becominmember of all important
international organizations.

Mao’s successor had a very different agengaw#s different in character, too.
Deng Xiaoping opened China to the outside world wad optimistic about the future
development of China within the system. He regar@iha’s involvement in the
international community as a chance for developtfiefihis opinion reflects a belief of
mutual dependence between China and other staiessdé&pendence, especially on the
US, increased after the Cold War end®8ut even after the Tiananmen crisis and the
collapse of the Soviet Union, he did not regard@hénese situation as bab“Shelving
disagreement and joint development” was Deng Xiagsi motto which according to
some scholars had a huge impact on Chinese fopeilities for several yearé.Deng
used the five principals of peaceful coexistencehim 1980s and especially after the
Tiananmen crisi&® Thus he advocated participation within the currineérnational
system and was opposed to changing it or to limmgsolation. Chinese participation
within the international community became furtherendndispensable due to its
economic success.

In the 1990s Chinese leaders realized that tbgitimacy depends on economic
growth which in turn is guaranteed by the integmatiinto the international
community®* Or as the former Chinese Foreign Minister from&a898 Qian Qichen

% |bid. p.388.

27 Johnston, Ibid. p.23.

28 |bid. p.15.

21, Ibid. pp.395, 396.

30 Johnston, Ibid. pp.45,46.

31 Deng Xiaoping “Deng Xiaoping wenxuan (Selected Mgasf Deng Xiaoping)”, Vol.3 Beijing (1993) Renmin
Chubanshe, p.354 in Li, Xiaoting."The Taming of fRed Dragon: The Militarized Worldview and China&e of
Force, 1949-2001", Foreign Policy Analysis Vol.913), p.396

32 i, Ibid. p.396.

3 Michael Yahuda “Deng Xiaoping: The Statesmaftie China QuarterlyNo.135, (September 1993), p.556,

http://www.jstor.org/stable/654102?seq=1#page_dadn contents (accessed 01.04.2015).

34 Johnston, Ibid. pp.16,17.
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put it “foreign policy is the extension of Chinadsmestic politics™> Foreign politics

thus became of paramount importance for economaress and party survival.
Tensions between China and the US increased in99@s. Presenting China as a
challenger to the international system not comgyvith human rights, international
norms, the Tiananmen crisis and the 1990s markedelginning of debates in the US
about whether or not China was a status quo powarrevisionist staté® The reason
for these debates might be the massacre and thaa Cbnsiders human rights as US
interference with its domestic affairs. The massdarthermore led to a decline in US-
Chinese relations. In the 1990s Chinese leaderstdidist the US government which
pursued a “soft containment strategy” on Chiha.

Important to consider is that trade modifiedhif@’s behavior towards other
countries. Like other aspects such as territoligpputes the amount of trade that flows
between China and other countries, can have ancingpeits behavior especially when
threatened by instability®® It is furthermore important to understand how antoy
regards its future. China doesn’t have a lot inroom with other challenger states such
as the Soviet Union in the 194%sAn exception of all this is Taiwan. Concerning
Taiwan, the one-China policy and one-China prirecipave marked China’s foreign
relations and this wont change since Chinese iigeist involved. One-China is a
concept promoted by China. It means that Taiwaa part of China and thus a part of
Chinese identity. It therefore cannot become inddpat. This in turn influences
Chinese relations with the outside world to a gesdént.

The aforementioned examples show an ambigywaotire of China and its
worldview. China is not a status quo power neithecrhallenger to the international
system per se. Depending on whether it fears theideuworld as Mao did or sees
benefits in joining the community it adopts diffeteagendas. Those views depend
strongly on the personality of the leader. Agam ¢éixample of Taiwan shows that when
Chinese identity is involved e.g. Taiwan’s indepara is not an option. The same is

visible with China’s attitude on Hong Kong.

% Qichen, Qian “Qian Qichen on the world situatidgjjing Review\ol.33, No.3, (1990), pp. 16—18 in Qingmin
Zhang “Towards an Integrated Theory of ChineseigarBolicy: bringing leadership personality back isournal of
Contemporary Chingvol.23, No.89, (2014), p.902 ,
http://www.tandfonline.com/doi/abs/10.1080/106702644.882566#.VVzEXrntmkon (accessed 02.04.2015).
3 Johnston, Ibid. pp.5-8, 20.

5 Ibid. p.53.

3L, Ibid. p.401.

39 Robert B. Zoellick “Whither China from membershipresponsibility?”, Remarks to National CommitteeUS-
Chinese Relations, September 21, 2005, p.2
http://www.ncuscr.org/files/2005Gala_RobertZoellivkhither_Chinal.pdf, (accessed 30.03.2015).
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2.2 The IMF History
Before taking a look at China’s relationshiphwthe IMF and the way in which

China may gain power within the international syst@ brief account of the history of
the IMF is needed. Established by thirty-five coig®t in 1945, the IMF ensures the
daily functioning of the international financialsggm by for instance helping countries

in financial distress.

“The IMF works to foster global growth and econorstability.

It provides policy advice and financing to membarsconomic
difficulties and also works with developing natidashelp them
achieve macroeconomic stability and reduce poveffy.

For sixty-five years, the IMF held a centraler in the international financial
architecturé’* This important role may explain why China amonigeotcountries has an
interest in gaining more power in the IMF. The IMi&s a long history, is well-
established and will probably make path-breakingsiens in the years to come. Today
the IMF has 188 members.

From 1945 to the present day the role of E thanged depending on the time and
challenges it faced. Crucial in this sense werentlay crises the institution had to
tackle?? Several crises were the Latin American debt ciisithe 1980s and the Asian
financial crisis in 1997/8. A crucial year whicholight a lot of changes was 1971 which
ended the Bretton Woods system and the Gold Stdnddter the Second World War
the Bretton Woods System was established and dietedniinancial and commercial
rules and relations thereafter. The characterigifcthe Bretton Woods System were
fixed exchange rates and the US Dollar as a resemrency. The IMF was one of the
institutions implemented to ensure the Bretton Wsoethooth implementation and
operations in monetary management. The IMF’s inapbricoordinating role was
reduced after the Bretton Woods system ended. Msorules countries had to adhere
to became less strict. At the same time the enttheBretton Woods system showed
that the US was prepared to leave the system il B9l thus change the entire

financial system once they didn’t benefit any lange

40“Qverview”, http://www.imf.org/external/about/owgew.htm (accessed 10.03.2015).

“1“What we do”, http://www.imf.org/external/about/atwedo.htm (accessed 10.03.2015).

42 André Broome “The International Monetary Fundsisrimanagement and credit crunchlistralian Journal of
International Affairs,Vol.64, No.1, (February 2010), pp.37-54,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie =365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=55&hid=4112 (ased 10.03.2015).
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The crisis of 2008 might also contribute tohanging role of the IMF which could
either result in an expansion or a reduction of IMBponsibilities. Until the financial
crisis of 2008, the IMF was not called upon bynitsmbers who chose other forums but
this altered with the crisiS.

Considering reforms, the IMF did regular Queaews without significant changes
overall. In 1969 the SDRs went into effect. The SBRequivalent to an international
currency; the basket includes the U.S. Dollar, dapanese yen, the British pound
sterling and the euro. IMF members can borrow fibbased on their Quota. In 1997
the New Arrangements to Borrow (NAB) were approwsdthe Executive Board. In
general the IMF made adaptations to its daily apmra but maintained its governance
structure making only small arrangements in thegarQuota Reviews:

During the Asian financial crisis the IMF il to help Asian countries adequately
but, to the contrary, its actions made matters @0r3his might have led to a feeling
that the IMF is incapable of dealing with interoatl crises and calls for reforms after
the crisis’® The IMF thus had to prove its legitimacy throughitsi history by providing
successful assistance to its members. It did sadayting its operating procedures and
the relationship with its member countries, but thobugh reforms in governance. The
IMF history shows that the institution learned artthnged when confronted with
certain challenges but has never been future-edeotr planned for changé.This
means that until and unless pressure is creatés members, no changes will occur.

Since the global financial crisis however, tiMF suffers all the more from a
capacity i.e. funds availability and legitimacyethllocation of quota problem. Further
reforms are necessary. In general, individual memstetes impact reforms to a great
extent because reforms are financed by membesdtatedrafting such changes is left
to IMF staff*® Thus reform success depends on each member state.

The history of IMF governance can thus be ati@rized by stability and continuity.
The institution hasn’t experienced fundamental gbarbefore the first reforms of 2006.
Change will probably only take place once enougbsgure is generated by its

members.

3 bid. pp.37,38.

4 “IMF Chronology”, https://www.imf.org/external/ngtr/chron/chron.asp (accessed 02.05.2015).

45 Broome, Ibid.p.44.

“ Neil Dias Karunaratne “The Asian miracle andistisintereconomicd/ol.34, No.1, (January/February 1999) p.25,
www.intereconomics.eu/downloads/getfile.php?id éased 03.05.2015).

47 Graham Bird “The IMF: A Bird’s Eye View of Its Rohnd OperationsJournal of Economic Survey®l.21, No.4,
(September 2007), p.687, http://web.a.ebscohostetwat/pdfviewer/pdfviewer?sid=365f97df-d428-49e8l®
f826a7fdc974%40sessionmgr4005&vid=61&hid=4112 (ased 10.04.2015).

“8 Dries Lesage et al.”IMF reform after the crisiiternational PoliticsVol.50, No.4, (July 2013), pp.554-556,
http://search.proquest.com/docview/1364541800?antitbt1 5618 (accessed 10.04.2015).
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2.3 The IMF Power Structure
The ability of members to exert pressure faarge depends to a great degree on the

power structure of the IMF. Therefore the poweundtire needs to be analyzed to show
where members have to interfere when interesteghining power within the system.
Most important is the Quota which is assigned hezuntry is a decisive instrument.
The Quota is assigned when a country enters thediireflects the country’s relative
size in the world econonfy. The Quota defines the voting power of the coumtithin

the IMF, its access to financing, its maximum ficiah contribution, SDR allocations
and thus determines the entire relationship betvieenmember and the IME.The
Quota thus determines each country’s strengthmitteé system of the IMF. The IMF,
in order to remain credible and legitimate, haadapt the Quota and respect countries’
voices for changes.

The votes are comprised of basic votes andiadal votes for each 100.000 SDR of
quota® Since the 2008 reforms, the basic votes are fateg502% of the total votés.
This would imply that relative weights for counsjavith small weights would increase
and be reduced when the relative weight in the @mgnis large. One can thus observe
shifts taking place after the 2008 reform already.

Depending on the importance and kind of a giewcithe percentage of approval
needed by members is set. The approval of loafisypitecisions and other matters can
be decided by a simple majority vote by the ExeeuBoard or Board of Governors.
Major decisions need a supermajority vote of 7098%%0. Financial and operational
issues require a 70% supermajority vote (e.g. ésterates on IMF loans) whereas 85%
is required for the most important decisions sugiaota increase or the admission of
new members® Quota reviews by the Board of Governors take pkaary five years
and any changes have to be approved by 85% ofotaé totes>* This means that
changes are taking place on a regular basis. Thedd& veto power over every quota
change because its voice is greater than 15%. Bhedd thus exert political pressure
on members as no other single member can. It cathesveto power to push a country

to US favored policies.

49 “Membership”, http://www.imf.org/external/about/meers.htm (accessed 10.03.2015).

* |bid.

51 “IMF Quotas”, http://www.imf.org/external/np/exats/quotas.htm (accessed 10.03.2015).

%2 |bid.

%3 Martin A. Weiss “International Monetary Fund: Backund and Issues for Congress”, July 17, 2014, p.7
https://lwww.fas.org/sgp/crs/misc/R42019.pdf (aceds30.04.2015).

% “IMF Quotas”, Ibid. http://www.imf.org/external/m@xr/facts/quotas.htm.
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The Board of Governors, which meets once a, yeahe highest decision-making
body in the IMF and “consists of one governor altéraate governor for each member
country”> This first of all means that every member partitgs in every decision
made. However, differences are obvious when it @toghe Quota which weights the
voices countries have. This means that strong desnhave a decisive advantage as
they have to agree to loss of votes and the ganthafrs.

Current reforms, however, are said to benefit emgrgconomies. While the Board of
Governors has delegated many of its powers to Xeelive Board, the most important

such as i.e.,

“the right to approve quota increases, special dragv right
(SDR) allocations, the admittance of new membens\peilsory
withdrawal of members, and amendments to the Asicf
Agreement and By-Lawsfemain in the hand of the Board of
Governors.

Of the 24 members in the Executive Board, five elected by member countries
with the largest quotas, the United States, Ja@ammany, France, and the United
Kingdom together holding 40% voting power, and gt are elected by the remaining
member countries. However, current reforms willuteg all 24 being elected by all
members. Decisions by the Executive Board als@cethe quota assigned to member
countries. The most powerful countries in the INtEg benefit twice, when choosing
the members of the Executive Board and when dessaoe made. The IMF Managing
Director is appointed by the Executive Board fdiva-year term and is the chairman of
the executive board and Head of IMF stffthe IMF Managing Director has always
been a European. The procedure of appointing thealylag Director is controversial,
too.

It doesn’t reflect members. The IMF's own legitimdmwever is dependent on its
reflecting a country’s position in the world econowia its contributions to the IMF.
Otherwise the IMF would lack funds to act in timafscrisis and a legitimacy crisis
result. On the other hand, a country which triegdm a higher quota not to reflect its
economic weight doesn’t try to change the rulesbkeatls them to their own advantage.

5 “IMF Members” Quotas and Voting Power, and IMF Bbaf Governors”, last update 10.03.2015,
http://www.imf.org/external/np/sec/memdir/membespxa(accessed 10.03.2015).

How the IMF Makes Decisions”, last update 30.09.20 http://www.imf.org/external/np/exr/facts/goverm
(accessed 10.03.2015).
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Still, bending rules is illegitimate. Therefore @bse actions have to be judged based on
the possibilities of acting within the system whieying to gain more power. The
structure shows that the implementation of charigesme-consuming. In order for
China to gain more say in the IMF there is only argans, to increase its quota, and its

contributions China should also aim at Chineseihglénportant positions in the IMF.

2.4 China and the IMF
The way China will try to do that may deperdits relation with the IMF and its

experience within the IMF over time. China’s pasitin the IMF and the development
of IMF-Chinese relations are thus crucial to untierd to be able to put the results of
the analysis into context. Due to the specificifyttee topic only a few sources were
available. Thus in this chapter these sourcesbeiummarized and analyz¥d.

China’s first contact with the IMF was verylgan the institution’s history. China,
one of the founding members, joined the IMF on Ddoer 271945. In 1980 the
People’s Republic of China (PRC) took over the aasjbility for China’s relations
with the IMF and the initial quota for China wad.98efore 1980, up until the early
1970s the IMF was regarded by China as a capitakstument whose only purpose
was to exploit its members. China approached the iMa hostile way. Taking over
responsibility in the 1980s therefore means to el hostile approach, to actually
participate in the IMF and to accept the Fund ssuChina’s quota increased the same
year and again in 1983 to 2.39billion SDR beconting ninth largest in the IM
Being responsive to changes in China’s relativétipasn the world economy, the IMF
might have created expectations of future rapideases. However, financial support in
the initial stages of Chinese entry onto the irdéomal economic scene and its

economic success was also in Western interests.nV@igna opened its economy

5" Harold K. Jacobson and Michel Oksenb&hina’s participation in the IMF, the World Bank@&GATT: toward a
global economic ordefAnn Arbor: Michigan University Press, 1990), pi228,
https://www.press.umich.edu/13227/chinas_partigypain_the_imf_the_world_bank_and_gatt,
https://books.google.cz/books?id=E7Knn5k0U_8C&mat=frontcover&hl=de&source=ghs_ge_summary_r&cad=0#
v=onepage&q&f=false (accessed 20.04.2015).

Peter Ferdinand and Jue Wang “China and the IMifa fmimicry towards pragmatic international instibagl
pluralism”, International Affairs Vol. 89 No.4 (28}, pp.895-910,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfviesie=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgr4005&vid=66&hid=4112 (ased 20.04.2015) and “At a Glance- China and tHe'IM
last update 01.09.2004, https://www.imf.org/extéomauntry/chn/rr/glance.htm, (accessed 11.03.2015).

%8 Jacobson and Oksenberg, Ibid. p.76.
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during the Deng Xiaoping era, it relied on advigethe IMF in order to change its

financial system, integrate into global finance amdate a market oriented financial
system. This reveals a considerable degree of depee of China on the IMF due to
its initial lack of knowledge about the internat&briinancial system. Today China is
well informed about the workings of the internatbrfinancial system. Due to

consistent pressure, China’s quota increased dhadwar the years. Those increases
were put in place during regular Quota Reviews rotdhrough reforms. The reform of

2010 is said to have the largest impact on powdrislthe Fund’s history. Four BRICS

members, minus South Africa, will be among the legest shareholders and China
will become the third largest.

Complying with IMF rules, so far (1999) Chihas not tried to change decision-
making and proposed just few new rutédt follows that China’s relationship with the
IMF, a US dominated institution, changed especiaftgr the economic crisis of 2008
when China’s relative power compared to that ofUBeincreased. This relative power
shift around 2008 let to optimism for reforfifsAll reforms, however, are locked into
the initial IMF’s political and economic obligaticl represent its members. After
having been appointed special advisor to the magadirector in 2010, Zhu Min
became the first Chinese managing director of ke in 2011. This step proved to be
significant for China’s status in the institutioetyshould not be overrated. Reforms
revealed how little impact IMF staff has when itrees to changes in the institution.

Still, to be able to have a Chinese managingctbr remains an important gesture.
Albeit promoting diversity of staff for better demn-making via the diversity principle,
the IMF Chinese staff remains behind its quota.sTiki not true for the year 2014
however®* Published once a year, diversity reports, alont wie diversity principle,
have been implemented for several years. Relatéldetgpromotion of employees, the
report of 2011 shows that Chinese staff is not mtech as a result of its
underrepresentation in governance. Again, evengthdMF staff has limited impact on
major decisions and changes, its staffing pattstiti, reflects the overall Western

domination within the institution.

% Johnston, Ibid. p.23.

% Lesage et al., Ibid. p.559.

1 “IMF Diversity Annual Report 2007” https://www.indrg/external/np/div/2007/index.pdf, p.26, “IMF Risity
Annual Report 2009”, https://www.imf.org/externad/div/2009/index.pdf, p.32 “IMF Diversity Annual Rert 2011",
https://lwww.imf.org/external/np/div/2011/index.pdf, p.37 “IMF Diversity ~ Annual Report  2014”,
https://lwww.imf.org/external/np/div/2014/index.p@f37, (accessed 27.04.2015).
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The only time China borrowed money from theFIMas in 1981 which means that
the IMF cannot guide Chinese actions through firdrassistance. 1981 was right after
China’s quota in the IMF was set and borrowing ngaraa therefore be regarded as the
first step of adhering to the rules and adoptind- IMandards. The example may have
helped China to understand in what ways it can fitefnem its membership. In 2008,
this relationship reversed and the IMF was dependerChinese financial support to
deal with the crisis.

IMF technical assistance focusing on methogiold issues about reporting
standards were always welcomed by Chinese offigilse they didn’t interfere with
Chinese domestic economic policies. This again sh@hina’s fear of domestic
interference by foreign powers. The Chinese Comstuparty (CCP) intends to stay in
control. The strict line between domestic and fgmeChinese affairs is again visible in
the IMF. This differentiation might be the reasan €hina not turning to the IMF in a
crisis. With the members of the mission team gamghina for annual consultations
varying each year, the Fund is unable to develaptiadal expertise on China. One
benefit of Chinese integration into the systenoiseirn more about its economies and
preferences. This chance has been missed and tgkeot seriously.

China, cautious about what the IMF publishesnf their consultations, blocked
publications from 2007-2009. The People’s Bank dfin€ (PBC) is primarily
responsible for Chinese-IMF relations; the stafflolg with the IMF however is not
involved in the decision-making of the bank. Ag&imeign and domestic affairs are
separated. During the financial crisis of 2008 @hirelped other countries providing
money e.g. in the euro zone crisis and thus predesystemic threats. This shows, if
necessary, China is prepared to help to stabitieestatus quo. Following the Mexican
crisis, the IMF established regional organizatidasresist future IMF pressure for
policy prescriptions. The IMF crisis management begr didn’t build confidence in
the past. Due to the Asian crisis in 1997-8, theafin Mai Initiative (CMI) was
established by China in 2000. The CMI is a mukitat currency swap arranged among
ten ASEAN members including China to be able to agenshort-term liquidity
problems. But, when a certain amount of financi@ bhas to be withdrawn, the
threshold increased in recent years, the CMI @ titethe IMF, i.e., funds drawn jointly
from CMI and IMF thus China cooperated with the IMF

China’s relations with the IMF reveal on theecside Chinese inability to push

through its aims at certain points and, on therolfand, the IMF is not in control of
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China. If either of them is unwilling to pursue tbther’s demands, there is no way to
force decisions. Still, in order to preserve thetem, China did what it deemed to be
necessary. China’s relations with the IMF reveahedortant dynamics between the

Fund and its members.

2.5 The BRICS: A Status Quo Challenger?
But recently a new group entered the worlgjestand may have an impact on the

international system. The term “BRICs” was coingdJim O” Neill in 2001 and was
first published in a Goldman Sachs regrthe “BRICS” having been invented by the
West progressively institutionalized in the lastaide e.g. the BRICS Forum and the
New Development Bank. South Africa joined as a foémber in 2011. Today, neither
politicians nor economists can ignore or overlduik group and their demands ea$fly.
Accounting for 40% of the world’s population witheir economies growing at an
enormous pace, the BRICS, as a group, have enpyeditive position in international
organizations such as the IMF. Thus the BRICS didppear suddenly during the
global financial crisis. On the contrary, the fica crisis seemed to have given the
group more significance. One argument why the BRiG&oerate to the extent they do
today originates in the legitimacy crisis of theemmational financial order in 2008; trust
was enhanced due to the cooperation in the begnan will for this reason most
likely continue® The BRICS are not just a phenomenon about to pésapin the near
future and must be taken seriously.

The common denominator of the BRIC countriesnfthe beginning was to reform
international institutions and the internationalafcial ordef? Their economies are too
different to be able to provide the basis for comrmgoound. The reason for the BRICS

to cooperate thus is found within the internatiosgistem itself. Other scholars

62 Jim O’Neill "Building Better Global Economic BRIGSGlobal Economics Paped6. New York Goldman Sachs,
(November 2001), pp.1-1&ttp://www.goldmansachs.com/our-thinking/archiveléve-pdfs/build-better-brics.pdf
(accessed 15.03.2015).

®Michael A. Glosny "China and the BRICs: A Real (hirnited) Partnership in a Unipolar WorldPolity Vol.42,
No.1, (January 2010), p.11, http://web.a.ebscatmstehost/pdfviewer/pdfviewer?sid=365f97df-d42&8Dcda-
f826a7fdc974%40sessionmgr4005&vid=70&hid=4112 (ased 13.03.2015).

®oliver Stuenkel “The Financial Crisis, Contestegjitinacy, and the Genesis of intra-BRICS CooperdtiGlobal
Governancé/ol. 19, No.4, (October-December 2013), p.611,
http://web.a.ebscohost.com/ehost/pdfviewer/pdfvié@siel=365f97df-d428-49e8-9cda-
f826a7fdc974%40sessionmgrd005&vid=73&hid=4112 (ased 13.03.2015).
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emphasize that the BRICS don’t have a choice dttar to reform the international
system because, dependence on the US is too gr@dh@ US may take unfavorable
measure§® However, preventive measures might also be takgngt to gain more
power within the current system and therefore tR&ES" economies might be harmed.

The first meeting took place in 2008. The nmgptin 2008 in Sao Paolo of the
BRIC’s finance ministers provided opportunities gmtect themselves against the
global financial crisis, plus adapting global strres to BRIC's favot’ The meeting
shows that the initial intention was not to chanipe global financial system
completely. Reforms were necessary as the curystéra didn’t provide for sufficient
financial resources. One example for the BRIC kiénfce after 2008 is the 2009 G-20
meeting where the BRIC countries set the agendardhanced the final declaration
significantly®® The declaration supported greater regulation riational cooperation
and other steps to return to and maintain finarstiability’® This immediate political
success might have prompted the countries to kewgig together to achieve their
goals within the financial system. But the aforetrmred goals were commonly
accepted. The 2010 IMF quota reforms can be redaadeanother example of the
BRIC's agendd’ However, the IMF quota reform is not yet approved@io what extent
developments in the IMF will affect the BRICS” goahd agenda remains unclear.

The West is open to meeting the BRICS" demards the BRICS are working
within the systeni? To point out that China is a major beneficiarytiof current system
leads to the conclusion that it seeks to fix deficies from the insid€. The BRICS
were able to succeed within the current systemtlagid incentives to maintain it should
not be underestimatéd These hypotheses may only be valid if the BRIC&tinae to
benefit or else they might try to change the systéhe BRICS don’t have an agenda
for an alternative systefi.

Having an agenda may require taking one step #ime and being confident.
Focusing on global interdependence instead of badjjpower shift, the BRICS operate

®Glosny, Ibid. pp.100, 104, 115.

67 Stuenkel, Ibid. p.612.
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% “Declaration on Strengthening the Financial Sy&te®20 London Summit (02.04.2009) pp.1-6,
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well in the international field and are thus cortc@fized as an “international regime”.
This implies that they operate well within the @ntr system. On the other hand, global
interdependence is stressed. The BRICS occupy tanigoositions in the global supply
chain and international energy flows. Increaseceddpnce by international powers on
the BRICS emphasizes their importance. In additewgiding the BRICS becomes
more difficult. The author Unay Sadik furthermommphasizes that current decisive
power instruments in international global goverreastructures reflect interests of the
old powers. The IMF governance structure suppabitsdtatement. Still, the BRICS are
needed by its members to fulfill different purpadRassia needs the BRICS for its own
national self-esteem after the collapse of the &advnion and because its economy is
extremely volatile being dependent on oil and gdasep. This example shows, the
BRICS are countries with different political goaldifferent political systems and
economies. Although involved in territorial dispsitevith one another, they still
cooperate in international economic institutionshsas the IMF® The disputes may
harm cooperation significantly.

China enjoys a special position within theugraf the BRICS. It can be assumed
that China is the most influential actor in the Bepment Bank and thus in the
BRICS/’ Regarded as the leader of the group China espesidles for a multilateral
world order while seeking to take advantage ofrtiegration into the global world
order leading from behin®. The country benefits among other things by stzibij its
international environment, maximizing leverage arding in a group to avoid negative
attention’® Negative attention might refer to preventive measuaken by the US if
China acts too aggressively. China like the othRt@ES countries wants to give up as
little decision-making authority as possible whjkining as many benefits as possfle.
This means: shifting global governance within intgronal institutions such as the IMF
to its advantage without losing benefits. Lookirtgother countries” behaviors more
closely, this surely represents the interests lof@intries. China is no exception. One
benefit it currently has is few responsibilities the international system. More

responsibility may harm Chinese economy or leaithgtability. But even if the BRICS

6 Unay, Ibid. pp. 77-79, 85-86, 89.
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Palgrave Macmillan, (2014) p.12.
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become more powerful, nothing in 2010 indicatesyoithat they might try to overthrow
the systeni! 2010, the year of the reforms not yet approvedy trigger a turn in the
BRICS’ foreign relations.

Some points are still important to keep in dnifhe new order is defined as the
reduction of influence established countries arke &b exert those formerly on the
peripheral and seeking consensus in the immedftgarath of the financial crisis in
200822 The crisis of 2008 is not an adequate exampléhsituation was difficult and
time pressures were high. As most Chinese busisesseglobal, global governance has
become an important factor for China and compawest their government to take a
more active rol& Several Chinese scholars see the emerging cosiiitria phase of
transition of influence in international decisioraking®*

China wants to play a more influential role anduahces the BRICS to a great extent.
The BRICS want to reform the system. One way tdhdas reforms might be the New

Development Bank.

2.6 The New Development Bank
The New Development Bank, “NDB” was establgsh®y the BRICS in 2014 to

finance infrastructure projects in developing coiest and BRICS  countriés. Its

establishment and the role of the NDB are contiger The Contingency Reserve
Arrangements (CRA) also provides troubled countimegayment crises or currency
depreciation problems with capital, a role simtathat of the IMF® The IMF advises

developing countries and helps them financiallye NDB is completely separate from
IMF operations. It compliments current institutiosgch as the World Bank and the

IMF because it cannot challenge th&m.
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The start-up capital for the Bank is 50 bn .WDS8llars with the goal to reach 100 bn
U.S. Dollars from contributions by all founding mieens. This bank was said to be the
only “concrete action” taken by the BRICS who ci#ged the US for policies in
Afghanistan but didnt make alternative suggestf8nBut concrete was also the
demand for reforms at the IMF. Maybe the Developmigank is the only formal
institutional decision, one’s consequences we caspgthey committed themselves to.
Still, the name “New Development Bank” might indieavhere the BRICS are heading
to; a new system?

One question is how powerful is the New Depealent Bank? The start-up capital is
relatively small compared to the World Bank’s FugdiOn the other hand Chinese
banks have a more important financing role thanWheld Bank® This means the
potential of the NDB in theory is much greaterll$tie New Development Bank should
cooperate with other institutio%The NDB is open to new members. For instance, UN
members can join as borrowers or non-borrowing st

An international group, the BRICS remains aexclusive club”. The New
Development Bank is an international institutiond@$sed to everyone in the
international community. Among those interestegbining at this point are Argentina,
Indonesia and Mexic¥ The Bank’s headquarters are located in Shanghis. fact
already points to China’s leading position in theug as well as within the Bank. The
Bank’s President and Vice President will be elettgane of the founding members.
This would imply that members joining later may r@ve a significant voice on
questions of great importance. The Bank’s govemanamework would thus be
designed to suit the will and needs of its foundmngmbers, foremost amongst them
China. However, the principle of equal voting tigis in stark contrast to the principles
of quotas followed by the IMF. Equal voting rigltten’t contribute to the feeling of a
“Chinese dictatorship or dominance” unlike the WSowight in the IMF?

The establishment of the New Development Bargsignificant step but should not
be overrated. The Bank seems to be open to new arerbt may lack sufficient funds

to evolve into an international player. In addititmfuture development will depend on

8 Kakoénen, lbid. pp.96,97.
8 Martin Jacque¥Vhen China Rules the World. The End of WesterndMnd the Birth of a New Global Order
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% “Agreement on the New Development Bank” FortalBeazil July 15, 2014,
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the BRICS” ability to cooperate. The Bank may puesghe IMF to agree on further
reforms which started in 2006.

3. Reforming the IMF before 2008

The IMF witnessed profound changes in its goamce structure over the last

decade. All-embracing governance reforms begar006 At the Singapore summit as
members continued to discuss how developing castould obtain more decision-
making power reflecting their relative positiontivre world economy. In 2006 the first
reforms were agreed on and approved by a majofi§06% of the voting power:
They were first proposed in 2003. The reforms neglian 85% majority so US
approval was indispensable. The report of the BxexuBoard and Resolution
published outlined a detailed plan of reforms tarbplemented within the subsequent
years 2006-2008. The first part of reforms condisté ad hoc quota increases for
China, Turkey, Mexico and Korea. Considered forhad increases were countries
which were underrepresented under the current flarand whose increase would not
predetermine discussions about a new quota forulata reforms should have started
after Singapore before the annual meeting in 20@F. members supported formulas
placing a higher weight on factors like GDP andalality. A second round of ad hoc
increases was planned based on the new formula ferder set of countries. The
realignment of quotas should reflect a countrylating position in the world economy
and should not be on a proportion of the existingtg. The plan outlined an increase of
basic votes and the maintenance of a certain odtibhe basic votes to the country’s
total votes. In addition, the selection of the ntang director should become more
transparent and African countries should receiwditimhal resources and help. These
reforms present the common opinion of IMF membaeais$ \aere therefore ratified until
2008. The Reforms were essential due to the irtserfffi representation of smaller or

developing countries. Reflecting economic realiishe overall aim enhancing low-

9 “IMF Board of Governors Approves Quota and ReldBevernance Reforms”,
https://lwww.imf.org/external/np/sec/pr/2006/pr062@m (accessed 20.04.2015).
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income countries” votes because the IMF plays goitant financial role for them.
Additionally the report clarifies that all membev#l benefit from the changes.

The importance of enhancing the institutiotredibility and cooperation among its
members is emphasized. The Fund shall be strereglhea that all members may
benefit®® A possible legitimacy problem of the IMF is thustmimentioned explicitly
even though most aspects of the problem are odtline

Questions about the importance of the Funditndbility to cope with a possible
major future crisis were already raised by the méai2007. “Many sitting on the huge
reserves” e.g. China don’t want to be told whatidoany longer. The feeling to be
treated unfairly by the US and other wealthy caestis especially apparent in the case
of the developing countries. Russia used the IM$iscand chose a second candidate to
that of Dominique Strauss Kahn, Josef Tosovsky whould represent the emerging
economies’ This candidature failed due to lacking supporthe Czech government
which supported the French candidate. Yet discauss@bout the need for reforms
remained. So, even though the first reform propdshi’t mention the legitimacy crisis,
it was already there and might have been one ofgagons to start reforms in the first
place. The entire Fund and its role were called question. The different publications
show distinctively how the problem was perceivedhimi the Fund and outside of it.
The media however presented the problem far matieatr

Low-income countries were very dissatisfiedd aoritical with the system.
Questioned by low-income member states before 2088 the voting system which
should according to them value the equality ofestamhore than the resources a country
contributes to the Furif.The reason might be a perceived inability for niegfial IMF
governance on the side of the developing countwbegh creates a perception of
systematic unfairnesS.This perception arises not only because of prawsdwithin
the IMF but other institutions as well. The IMF eltas always been headed by a
European, whereas the World Bank has been run bAnagrican. So at the forefront
were nationalities and not economic capabilities qaalification of the staff or the

equality of states. While it is true that the IM&ver had to adapt radically to changes, it
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might on the other hand not be prepared today &ptah new circumstances and the
different realities and challenges in thé'2&ntury.

Comparing Chinese claims with the outcomeshef reforms one can see a huge
overlap. The reforms were said to be a triumph Gbina’®® They mainly contain
Chinese proposals. An explanation might be that IMFOrms were discussed in
connection with the rise of emerging economies @aflg China and Brazil and their
right to more decision-making powtt: China had an average annual GDP growth of
10.29% from 2000 to 2009; the highest growth wa@%in 2007:°% This remarkable
economic success might have been the reason fer ctluntries to approach China. In
2007 already countries like Venezuela turned ton€ho create a Bank of the South
which would not be dominated by “the Empire” (th&)3% The establishment of a
joint bank thus presented no new idea. The IMFpgdghis tendency and reacted to it
in 2005 already. The problem of underrepresentatbremerging and developing
countries is addressed in 2088% One positive effect of this address or early awess
of the Fund was the reforms which were implemersteadily and immediately after
pressure was growing.

The role emerging and developing countriesehavd their contributions in global
economic growth were stressed by China. Perceigeidhportant economic actors by
China and not by the IMF the developing countrigghinhave felt valued by China.
Discussions about IMF reforms are welcomed by Chima should be given higher
priority. Developed countries are urged to showxibigity and foresight in this

matteri®®

The Chinese at this point might have already ebgoet)S resistance. They
appeal for reforms and place themselves at the tbthe developing countries at the
same time. They might try to become the voice bealerging countries and support
their interests. China’s representative says thieé $lkould continue playing its role as

the primary platform for global development finamgi® Increasing developing
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countries” say in decision-making is important idey for policies to reflect interests of
all members?’ The call for reforms is welcomed but at the saime &an appeal is made
to speed up the proce¥8.In addition China wants the Fund to increase #mdquota
to augment the voice of African countries in parac °® Chinese calls were heard by
the IMF.

Rodrigo de Rato Managing Director of the Fuexglained the need to adapt to
changes in a globalizing world with emerging ecoresmin 2006-*° China reacted
immediately to this statement to support reformsSéptember 2006 China backed the
proposed governance reform and addressed memberkeép the “reform
momentum™*! The implementation of the two-year reform agenda again backed in
April 200712 The constant support and reminding of reform inmgletation might
indeed have resulted in other countries keepingréfierm momentum. In addition
China repeatedly emphasized its dedication to tasgiger developing countries in
South-South cooperatidh® The Chinese focused on reforms from the beginofriye
process supported by the Fund. The Managing Diregtplains in 2007 that it is
important for the Fund’s members to be able to esidthe 2% century and that the
Fund therefore needs to be attentive but is inadisjon of sufficient financial resources
to help!** The legitimacy of the Fund is not connected withrole in the international
economy. This is to change as one can see latarth# financial crisis. What remains
for China therefore is to address the problem df it reflect the economic weight of a
country properly.

In order to achieve this goal in October 2@hina further said that the overall ad

hoc increase should be not less than 12.5% anddshoti be solely considered under
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liquidity aspects, the GDP should be given the tgitaweight in the new formula.
Subsequent efforts should be based on post-Singdpuels. One can see that the
consideration of liquidity as a criterion is exjili¢ excluded by China. Furthermore
China focused on the agreed goals and the timefadmeforms. The idea was to build
one reform on the other. The new formula shouldhdeed on the GDP, be transparent,
simple and easy to implement and should include faariables: GDP, openness,
variability and reserves. Variability should be giva higher weight than openness
because it would reflect a member’s potential rieefinancial resources better. Basic
votes should be increased to increase low-incomentdes” votes and African
Director’s offices resources and capacities shbeldncreased. In order to be able to
implement the reforms in the set time frame allmtdas should take a flexible and
pragmatic approach® Again the attitude of member states as well astiméent of the
reforms is addressed. According to China the imgmoent of the Fund’s governance
structure is vital to the participation and deansiaaking of developing countries in the
institution*°

The years before the financial crisis the rmdéional attention was on growing
economic imbalances, China’s internal reforms &edstipport for developing or low-
income countrie$'’ In 2005 there were voices saying the IMF woulddked but Mr.
Rodrigo de Rato explained that reforms are neenletiange the way the IMF work¥
The Fund cannot dictate but needs to persuadeeitsh@rs which it only is able when
being legitimate gained through adequate representaf countries with growing
economic importance especially in A$i{d.The Fund is therefore already aware of the
needs to reform.

Between 2005 and 2008 the US supported IMF @hthese claims. The US
Department of Treasury admitted in 2005 that somelbping countries” quotas such

as Turkey’s are lower than the IMF’s own calcutetig® Plus a country’s weight in the

115 Xiaoling, Wu* Statement by Madam Wu Xiaoling Dep@overnor, People’s Bank of China at the Sixteent
Meeting of the International Monetary and Finan€@ammittee”,Washington D.C., (October 20, 2007)4p
http://www.imf.org/External/AM/2007/imfc/statemeatig/chn.pdf (accessed 24.04.2015).

16yong, Li “Written Statement by Mr. Li Yong, Vicefance Minister, PR China, at the Opening of 2007ual
Meetings of Boards of Governors of the World Baro@ and the International Monetary Fund”, Wastondd.C.,
(October 22, 2007), p.1, http://www.imf.org/extdfam/2007/speeches/pr34e.pdf (accessed 24.04.2015).
H7«IMF Executive Board Concludes 2005 Article IV Garitation with the People’s Republic of China”, ®epber
12, 2005, http://www.imf.org/external/np/sec/pn/2Gh05122.htm (accessed 24.04.2015).

118 Rodrigo de Rato “Remarks by Rodrigo de Rato” véetid at the Institute for International Econon@zsference
on IMF Reform, September 23, 2005, http://www.ird/external/np/speeches/2005/092305.htm (accessed
24.04.2015).

19 pid.

20 Timothy D. Adams “The US View on IMF Reform”, pesgted at the Conference on IMF Reform, Institute fo
International Economics, Washington D.C., (Septar@3e 2005), Peterson Institute for Internationebomics,
https://lwww.piie.com/publications/papers/paper.dRe@8earchlD=564 (accessed 26.04.2015).

29



economy is not reflected by the formulas in useweler, the Fund has enough
liquidity and there is no need for a quota increfiem that part?! It seems that all
participants confirm to reforms for the same reasdime Fund does not need additional
capital. The truth is the Fund possessed enougindial resources to deal with the pre-
crisis every-day business. However, in 2008 it bexapparent that the Fund has not
enough liquidity to deal with the crisis. There glibbe a shift from over-represented
countries to under-represented ones but withouticiad the quota of the poorest
countries. In addition the IMF Executive Board dklohetter reflect membership. In
spring 2007 generally the US agreed to reforms,dvewwithout stating exact figures
and claims?

In the period before the financial crisis refie agreed on were mostly congruent to
what China had suggested. The US agreed to thimmensebecause they were necessary
and didn’t reduce US influence in the Fund sigaifity. Unlike the US China pushed
members to ratify the reforms and to continue waglon them. China had very specific
ideas in mind. Other economic tendencies may hayget China to further pressure
the IMF and the US. Swap deals can present one twayndermine US Dollar
supremacy. US Dollar lending by the IMF declineahfr 70bn in 2003 to only 20bn in
2006'%® The reason could be an increase in bilateral stegds, big ones between
China and the EU or China and the Bank of Englauk tplace in 2013** China

started using bilateral agreements to pressuriviRe

Reforms 2008-2010
China’s tactics successful before the crismained the same between 2008 and

2010. The crisis itself changed conditions in thkerall economy and therefore also in

the IMF. More reforms building on those alreadyfied were called for by China and
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other emerging countries. Building on these refoof8006 another set of reforms was
agreed on in 2008 and entered into force in 20%1s¢heduled). The reforms of 2008
include a quota increase of 54 members, a tripinigasic votes, the establishment of a
mechanism to keep a constant ratio of basic td taites and enabling Executive

Directors representing more than 7 countries tmapm second alternative directdr.

In fact the reforms of 2008 complement establisheals of 2006.

However, during and shortly after the finahataisis calls for reform became
imperative. Unable to fulfill its role within thaternational financial system under these
circumstances the IMF was confronted with a nevityed herefore in 2008 the G20
agreed to reforms in the IME® After the financial crisis and due to pressurerfrine
developing countries changes in the IMF were modégided during G-20 meetings
such as the one in Pittsburgh in 2009 or the oroionto in 20132’ China supported
reforms, crisis response and rescue mechanismshalped to support effective
monitoring of financial institution?®

Reforms of 2010 would if approved in the fatuuild on reforms of 2008. The
target date for completion was October 26®2The reforms include a doubling of the
guota, a shift of 6% from overrepresented to ureggasented countries, shift more than
6% to developing countries and emerging marketsligre quota shares (China
becoming the third largest member) and preservevtitang share of the poorest
countries®*® China would have the third largest quota after ti& and Japan. The
increase in quota leads to higher financial coantrdns of IMF members. Part of the
difference is taken from the NAB to the quota sat thot more money has to be spent.
147 members having 77.24% of the voting power aeckpghe Amendment on
reforming the Executive Board and 164 or 80.34%ept=d the quota increak€.The
percentage of members agreeing to reforms is tBUs ahd 87% respectively. Scholars
however even question the 2010 reforms on the hafsiestoring legitimacy and
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capacity in the IMF because they wouldn’t be sigfit™>° This means that further
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reforms are necessary. But if reforms of 2010 ave ratified the chance get IMF
approval for further reforms is low.

In the report of 2008 by the Executive Boardhe Board of Governors enhancing
the Fund’s legitimacy is emphasiZédDominique Strauss-Kahn said that he considers
the global governance reform critical to strengthgnthe international monetary
system. The title of his speech already suggesisaGhleading role in reforming the
IMF. So far my analysis supports this hypothesieeiChina repeatedly talks about the
reform process and progress made. The Dollar heotxpgo remain the principal
reserve currency for some time to cofffln November 2010 Dominique Strauss-Kahn
said that the legitimacy problem had been solveelw rchanges will need new

adaptations but for now they “catch up with thditga**°

This means that Dominique
Strauss-Kahn in contrast to some experts belidwesdaforms of 2010 to be sufficient.

China doesn’t share this view.

“We stress that the quotas of under-representedbmenshould
be further adjusted in the next general quota vevand a
regular mechanism for quota adjustment establish&d.

In the beginning of 2008 China enhanced itati@nship with the IMF by signing a
Memorandum of Understandifit/. The overall support for reform is welcomed but
reforms are criticized to fall short of the initiadbjectives of the Singapore
Resolution* Further reforms would therefore be welcomed by Génese'*® Again
progress was appreciated but also steps to takeedoat:*® The role of the Bretton
Woods institutions such as the IMF is of major imance for Chind*' In September

2009 the IMF signed a Note Purchase Agreement @liima in order to have sufficient
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financial resources available to assist emergingnttees affected by the global
financial crisis*** A Note Purchase Agreements is a type of loan wtierg@urchaser of
the notes invests e.g. in a company and the gellses money. This agreement reveals
the problems addressed in 2007 about the Funddaness in case of a major crisis. The
Fund cannot work properly without governance refammch before was denied. In
fact, the crisis of 2008 made apparent the actuddlem of not representing a country’s
real share in the global economy.

China stressed that fundamental reforms amexetk to discharge the mandate
assigned again having specific ideas in mind. Itngortant that the Fund implements
reforms announced by the G20, at least a 5% shdgtiota shares in favor of emerging
markets. China supports the increase of funds efIkhF in a variety of means but
being a quota-based institution quota should beptimary resource. An automatic
guota adjustment system should be introduced t@ayueta share misalignment. China
calls for the approval of the 2008 reforms. ThestHer support the broader reform of
strengthening the Executive Board and a transpacenmtpetitive merit-based process
of management selection. Emerging countries shdogd represented more in
management and staff. Further reforms are necedsamestore the international
financial order:*

In 2009 China emphasized that th& General Quota Review be completed before
January 2011** In 2010 this call was repeated, to be completethbyagreed deadline
and that China is committed too, to protect thetgshare of the poorest members. A
100% Quota increase would be needed to keep the &wuota-based institution and
the quota formula should be reviewed two years dfie completion of the fYreview.
The effectiveness of the International Monetary @ndancial Committee (IMFC)
according to China first of all depends on its esgntation and not decision-making
power *® China further had expressed its willingness topdaecooperation with the
IMF on the “basis of mutual benefit” for sustainaiglobal development in 200%
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Reforms of the international monetary systessfablishing a super-sovereign
international reserve currency, thereby reducirgwiorld’s dependence on US Dollar
was one goal proclaimed by the Chinese Central Bamkernor in 2009, but was not
the official position of the Chinese governmé&HtThis either shows how divided
experts and politicians are on the subject or thatChinese government doesn’t play
with open cards. Reforming the existing internaglosystem was necessary according
to Dr Zhou Xiaochuan because the crisis had rededie vulnerabilities and systemic
risks of the current international systéff.

In 2010, Dominique Strauss-Kahn named Zhu 8fiacial advisor to the managing
Director!*® In the same year China called for a minimum qustift of 5% to
counteract the severe underrepresentation of thelajgng countries while protecting
voting rights of the poorest countries at the séime**° The Fund working on a quota
based system should be able to provide sufficiendihg by that quota and not
primarily through other means. To achieve this samtle able to provide the shift, not
less than 100% increase in quota is proposed byaCHiManagement staff should be
more diverse and representative and the managnegtdi should be selected on an
open, transparent and merit-based systém.

Meanwhile the IMF took other steps to help low-imeo countries. It IMF signed
agreements with China, France, the UK and Japanctease loans for low-income
countries®>® The IMF thus tried to ease pressure for reformpsting developing
countries. China on the other hand called for ra&rThe reform process has entered a
critical stage in 2010 and if approved would set filundation for broader governance
reforms®>*

Similar voices could be heard from the BRIGOswn their joint statement of 2009

feel committed to advancing reforms of internatiofi@ancial institutions to reflect

27 ju, Ibid. pp.132,133.

148 Xiaochuan Zhou “Zhou Xiaochuan: Reform the intéiorel monetary system”, BIS Review Vol.41 200%as

delivered March 23, 2009, pp.1-3, http://www.bigloeview/r090402c.pdf (accessed 23.04.2015).

14%MF Managing Director Dominique Strauss-Kahn Nar#sna’s Zhu Min as Special Advisor”, February 24,

2010, http://www.imf.org/external/np/sec/pr/201Q@58.htm (accessed 25.04.2015).

%0 Xjaochuan Zhou “International Monetary and Finah€ommittee: Statement by Dr. Zhou Xiaochuan Goweof

the People’s Bank of China at the Twenty-First fibgeof the international Monetary and Financiah@nittee”

(Statement presented at the twenty-first meeting®international Monetary and Financial Commiti&ashington

1Dsic' April 24, 2010), p.3, http://www.imf.org/Exteal/spring/2010/imfc/statement/eng/chn.pdf (acak&&04.2015).
Ibid. p.4.

152 |bid. p.4.

153 4IMF Signs Agreements Totaling SDR 5.3 billion iilapan, the Banque de France, the United Kingaahtre

People’s Bank of China to Support Lending to Loeelme Countries”, September 17, 2010,

http://www.imf.org/external/np/sec/pr/2010/pr1034n. (accessed 25.04.2015).

1% Xiaochuan Zhou “Statement by the Hon. Zhou XiaachiGovernor of the Fund for the People’s Reputilic

China”, Annual Meetings International Monetary Fuardi World Bank Group, Washington D.C., (Octobe2(8.0),

p.2, http://www.imf.org/external/am/2010/speeche®/p.pdf (accessed 25.04.2015).

34



changes in the global economy. This is exactly v@taha claims as well and what the
IMF has posed upon itself to do. The need for aentlversified international system is
stressed with greater voice for developing and gmgr countries. Heads of
international institutions should be chosen throaglopen, transparent and merit-based
system. This is the word choice China used inptseshes at the IMF. They want to
serve emerging economies just like China said tartb underlined their support for a
just multi-polar world®>® In the joint statement of 2010 most of the poiwere re-
highlighted and an appeal to the IMF formulatechdidress its legitimacy deficits or it
might become obsolete. They expect the reform todmepleted by the G20 summit in
2010 and that the staff should better reflect tiverdity of membership. Agreed was
further cooperation among their countries e.g. ating of their Development Bank¥

At this stage already there might have been the ideset up a joint Development Bank.
The BRICS linked the willingness to provide morads to the IMF to help countries
recover with changes in voting shares. This coelpé&rceived as blackman’

The US government was critical of the reforoh2010 because it surpassed what
had been agreed on earlier in 2080US Congress had voted for making available
more funding for IMF reforms mainly to tackle thilgal financial crisis>® Still the
government admitted that the IMF will become stemgnd more credible due to this
reform®® The year 2010 marked the first divergence of apirietween U.S. Congress
and the President.

In April 2009,“The Economist” noted that if the IMF is to succeed, it needs to
reform. It even suggests cutting the majoritiesdecisions and ending the American
veto!®* The media supports reforms.

Reforms of 2008 were agreed on and backed ®yCdngress and the President.
Beginning in 2008 and in the years following theaficial crisis China’s relationship
with the IMF intensified and it took over more respibility. Apart from that it also
helped to solve immediate problems. Using the bamyg power of the BRICs China
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pushed for further reforms which were agreed otheIMF in 2010 but are still not in
effect. Beginning with the reforms of 2010 a digphetween the President and the U.S.

Congress emerged. As it turns out the US is ussngeito power.

Post-2010 and the Establishment of the New Devedoy Bank
The U.S. veto power continued to determineatisbafter 2010. Marked by growing

impatience on the part of the international comryutiie legitimacy crisis aggravated
steadily. If the Quota reforms of 2010 reachedpbhktically possible, there would be
no chance for the IMF to restore its legitimacyh@tmeasures were taken to increase
the IMF’s financial resources. In 2011 the NAB egpdanent was activated giving the
BRICS a veto power with a 16% share compared tersog@ority decision making in
IMF 85%. The NAB provides additional loans for ctrigs in need of capital but they
do not change decision-making power in the IMF. TWAB thus represents a
compromise for more capital but doesn’t solve theblem of underrepresentation
developing countries in the IMF. Ironically it dméssolve the liquidity problem either.
The need for capital is huge. In 2014, the NDB d&hnel Asian Infrastructure and
Investment Bank (AlIB) were established. The AlBa China-led bank and should
support infrastructure projects in Asian countspscifically.

China urged all members to ratify the 201@mais, which are a breakthrough and to
continue with reforms e.g. the merit-based selactd managemernf? The BRICS
further point out that the nation-based selectindemmines the Fund’s legitimacy and
that emerging countries need to be sufficiently respnted in the Fund’s
management’® The new Managing Director should be committech®reforms and be
able to adapt the institution to new realitt€sChina added the IMF should promote
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further reforms, put the ones of 2010 into effecd &0 make the quota formula simpler
and more transparetft

In 2011, China proposed steadily to push fodweeform of the international
monetary system, to expand the range of use of idgawghts, to restructure the
composition of SDRs, and to establish a stableeogy value®® This is exactly what
China did in the following years. Again in 2012 Ghiurged the ratification of the 2010
reforms by the agreed upon deadline and to comfileteeview of the quota formula by
January 2013%" In April 2013 China again urged members to ratifg 2010 reforms
not only to ensure legitimacy, effectiveness aneditility of the Fund but also to
maintain global financial stability as the increasequota is important® The quota
formula reform should be completed by January 2614 new formula should be
agreed upon which better reflects each countryreentiposition in the economy and
actual and calculated quotas shouldn't be subathndifferent!’® By the end of 2013
ratifying the 2010 reform had become “more urgeantever™’* By April 2014 China
“deeply regrets” that the 15General Review of Quotas had not been completed by
January 2014 and the 2010 reforms were still rtdted.* "2

“We remain committed to supporting the nature & IMF as a
guota-based institution and its role as an impotteontributor
to the global financial safety net. We support iii&C Chair’s
call on the United States to approve both the Réview and
the Board Reform Amendment as early as possiblee#firm
our support for the completion of the 15th GendRalview of
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Quota by January 2015, as soon as the 2010 refcanes
implemented.*”?

Only some months later this statement is esiphd again. In 2014 Yi Gang,
alternative Governor of the People’s Republic ofn@hsaid that IMF's governance
structure needs to be representative to be altepte with the challenges aheddHe
urged the US to take the next steps so that funttrms can be implemented. In
addition, if the US doesn’t ratify the reforms bgay-end (2014), the IMF is asked to
act!” He outlines additional reforms and improvements tiave to be implemented
and madé’® His words demonstrate Chinese interests in a ifomicg IMF of which
they are a part and their disappointment by US \iehaThe speech addresses the US
in particular and with unprecedented urgency.

Regarding the BRICS’ reports and statementgasities can be observed. The tone
is similar too and became increasingly serious.drigmt appeals are repeated in every
document mentioned. The joint statement of the ERI@ 2011 called for an
advancement of IMF reforms. Developing countriesthtd be adequately represented.
In addition, discussions about the SDR currenckdtawere welcomed and a BRICS
cooperation plan establishéd. The appeals again equal those of China and are yet
optimistic about the implementation of the 201®@rafs. In 2012, the BRICS expressed
concerns as to the slow pace of reforms. The hetdtedMF should be elected through
an open, merit-based system. The establishment ldéwa Development Bank was
considered and an action plan created for expertadet to discuss this NDB® The
NDB may thus be an immediate reaction to slow refand to advance the BRICS’
interests which the IMF doesn’t do. In 2013, thelR agreed to establish the NDB
again expressed concerns about the stalling of I&fBrms but expressed hopes to
complete the next quota review by January 201Zhe group became less optimistic

about reforms but didn’t give up on changes. Theakeza Declaration picked on the
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signs of the loss of legitimacy and effectivenessternational organizations. In that
respect they declared themselves to be an impoitace. Still, they expressed their
will to work within the international economic sgst although remaining to be
disappointed and seriously concerned about theimptementation of the 2010 IMF
reforms. The IMF should develop options to moveaaheith the IMF reforms. In case
the reforms are not implemented by the end of 20&0membership should reach a
final agreement on a new formula with thé"X5eneral Review not exceeding January
2015 Even though the disappointment is high, the BRMZ&nt to implement
changes from inside the system.

The BRICS are convinced that the establishmetthe@New Development Bank is
necessary in order to provide resources for deirmjopnd emerging economits.
Discussions about the Bank began in 28%1n fact, shortly after the IMF agreed on
new reforms in 2010 perhaps prior to that, it wasgiaus that it wouldn’t be ratified by
the necessary number of countries. If this domth&RICS™ actions, the only solution
was to create institutions of their own. Withoutorens, the legitimacy of the IMF, as
well as other institutions, is in question, becatisgy don’t sufficiently represent the
BRICS" weight'®®* Demanding the very same changes for years mighforee the
perception that they are not able or it is not fimdesinder the current structures to gain
fair voting shares in the IMF. Emerging economiepénthat the NDB will challenge
the existing institutions in fields such as emenyeassistanc®* Those functions and
financial needs mentioned remain unfulfilled by tiF due to the lack of capital.
Furthermore it has been suggested that the NDBwdrash have developed, could in a
few decades dwarf the World Bank lodfi5This would be a significant step towards
replacing old institutions but depends on futurgeligpments. Chinese dominance an

economy bigger than those of all other BRICS memsbembined, and disputes among
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the BRICS make coordination in the NDB unliké¥§. Since 1952, Brazil gained

experience with the help of its own Development IBEBNDES) which can contribute

to the New Development Bank. The New DevelopmerankB shows that the

developing countries, despite their differencesn amork together, often more

successfully than some developed countfiéghis may alarm the US and its Western
Allies. The BRICS and developing countries starptovide capital according to their

needs.

The Development Bank of Latin America, CAF,dsmmore infrastructure projects in
Latin America than the World Bank and American Depeent Bank combinetf®
The Chiang Mai Initiative was unable to implementsystem of monitoring and
surveillance which had to be done by the IMF soAsian country has used the
credit’®® The consequence might have been the establishofiethie AllIB. Chinese
scholars on the other hand praise the deepeningecaiion and highlight the fact that
the BRICS are taking increasingly the form of aitfmall entity’*° The NDB has to be
judged accordingly. China still feels the IMF isfain and regards the BRICS as one of
the most important multilateral organizatidfisThe Chinese President emphasized the
great benefits for all emerging and developing ¢tdes’®* China’s goal is a fairer
world, not challenging any specific powef. The BRICS countries believe that the
NDB, despite Western concerns, will play a completagy role’®* Mutual benefits as
well as the need for a strong partnership betweenNDB and the World Bank are
stressed?”

The lack of commonality might be an econonssed since cooperation benefits all
members reducing competitive thinkiffj.Advancing national interests might be the
primary goal of the BRIC&' The BRICS failed to agree on a common candidate fo

the IMF in 2011-2012% This example shows that sometimes disagreemettinviie
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group can lead to setbacks because not enougla@gvean be generated by only a part
of the group.

After the announcement of the New Developnigantk the thinking in the BRICS
shifted. The BRICS now will challenge US and Weastsnpremacy and the institutions
established by thert?? Unlike the World Bank the NDB would not challengaintries’
sovereignty their loan requirements are fef#&rOliver Stuenkel explains that the NDB
is a reaction to the stagnating economic situatioine BRICS and the bank is an effort
to survive®® The Economistdoes not judge the NDB as a threat to the current
international system, at least not at the presem¢. NDB joins a number of already
existing development banks like the BNDES. But i&ywmhave more money at its
disposal if Brazil and India were as skeptical abGhbinese intentions and power as
they are about the West's. The differences mighilreén disputes as to whom to lend
money’”> The objective of the Bank according to the Branrili Minister of
Development, foreign industry and trade will notati any existing institution but
strengthen cooperation among the BRICS and offev firancing possibilitie$®®
Looking at its objectives and financial scope tatement is true. Xi Jinping says that
the NDB will bring more democracy and balance te #tonomy and international
relationships> Democracy here could mean stability of the intéomal financial
system or fairer chances for developing countriesertainly does not refer to the
meaning of democracy a Western person would uratetst.

The goals include a more balanced and intedrgliobal capitalism, an example was
China’s proposal of a new world currency to repldeedollar or the Renminbi during
the 2008 collaps&’ This idea might be promoted, again if China beadfom it. If it
actually wanted a more integrated and balancedesysthy manipulate its own

currency?
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The U.S. Congress refused to ratify the prapeghich would increase China’s
voting share in the IMF from 3.8 in 2008 to 6.072l1. Without the US” cooperation
China cannot achieve its goals. In addition, ithhights the extraordinary position of
the US within the IMF. Chinese leadership mightdme suspicious about the West's
true intentions for reform&?

In 2013, Obama tried to get authorization frd@dongress to implement the
reforms?®” Concerns of Congressmen about US credibility wetised if delays
continued?®® Even though little additional money would be spenbre US taxpayer
money would be available for loans but the US wdwdgte no veto to decide who gets
the money®® This is because quotas are increased by 100% tenddntributions
increase as well. The US is the largest contribtaahe NAB and can block loans if
they wish to*° The Obama Administration included the IMF refornfs2010 in the
budget requests FY2014 and FY23t5Congress published an informational paper on
the impacts on the U.S. of the IMF reforms of 2@i(March 2014. This document
confirms that emerging economies are insufficienéiffected in their representation in
the IMF and the size of IMF’s resources is too ltivelso stressed that US veto power
would not be touched by the changes in the IMF.gBessional approval of the changes
in the IMF is necessary to change the IMF quotaesys The needed funds were not
requested by the Administration. Considering that thanges were agreed on in 2010
and neither Congress nor the President has takiemaoeeded for enactment reveals a
considerable road block of the US. As possible equsences for the US are not
negative, financial commitment would not incre&Send representation would not be
affected significantly*® This reaction to agreed changes in the IMF shdasthe US
chooses to play the veto card. In addition, iteet# the considerable amount of power

of Congress on the implementation of decisiongiarnational bodies. Even though the
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US veto power wouldn’t be lost, four BRICS membheosild be among the ten largest
shareholders. This might impact decisions for whiess approval is needed so the
BRICS might be able make decisions with the helprdy a few other countries against
the interests of the US and/ or Europe. The maasae for the delay is domestic
politics in the US™ This argument seems valid since other countrieistware also
affected by the quota change have ratified it. bakavior of the Administration is all
the more confusing since they once pressured thepEans to find a solution or else
allow 20 member states go bankrét.

Scholars such as Lesage agree that the refo2®10 corresponds to US interests.
If he is right, Chinese and U.S. interests wouldsheilar or actually the same in this
case. They might share more than currently visiblgs would make the attitude of
Congress even less understandable. The only attenpatss the bill was by using it as
an Amendment to an unrelated bill about Ukraine thet Amendment was withdrawn
again and the Republicans blamed for tiaMs Lagarde, the Managing Director of the
IMF said that she is disappointed that US Congiéhs t take the necessary stéps.

Nobel-Prize winning economist Joseph Stiglitz poiodt:

“(...") It reflects a fundamental change in globabaomic and
political power, that one of the ideas behind thss that
the BRICS countries today are richer than the adean
countries were when the World Bank and the IMF vieusaded.
We're in a different world. %*°

The media is on China’s sidehe Washington Posighlights how China and other
developing countries have waited impatiently inerdgcyears for the US to approve the
IMF reforms of 2010. China has contributed moretehfo the Fund than necessary for
years in order to gain more decision-making poewin M. Truman, senior fellow at
the Peterson Institute for International Economsegs that the world was patient only
until realizing that the Republican Congress wilhtinue to block the reforms. Obama

iIs not pushing hard enough for reforms and thetipali climate is acid. The US is
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losing reputatiorf®® The article published four month later explains éstablishment of
the NDB based on the aforementioned criticism efittstitutions. The BRICS are tired
of waiting. Even though Ms Lagarde called for pates understanding on the side of
the authors is promoted for the decision to act.ffdWhe unfair distribution of quota is
also mentioned iMhe Financial Timesvhich also emphasizes that the NDB is too
small to make significant chang&3.

The Telegrapthighlights the threat the NDB poses to US dollapremacy. In
combination with swop deals and Russian-Chineséracis whose yuan-rouble basis
remains unclear, US dollar dominance will be treaatf:*®

Jim O’Neill said in 2013 that he sees evenenpmtential for the BRICS and they
should start to establish institutions in order lecome more than a non-binding
group?** The Russian media exaggerated on the significahttee NDB. They say the
NDB would be the new IMF and that the BRICS areal@sthing a new system
replacing the old institutions such as the WorlsiB%>

Others say the BRICS are stuck within theesysand don’t have the ability yet to
change the systef®
The BRICS have huge capital resources which areeteén the developing world.
China wants to invest its resources in differemestments than US treasury bills which
are losing value. According to Stiglitz the devehgp countries in need of several
trillions of dollars of which the current institotis can only provide 2-4%’ The NDB
could fill the gap the IMF left and adapt to newcamstances. The IMF thus might be
forced to reform. The tone and words used by théCBRare similar to those used by
China.
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Most recent developments 2015

In order to be able to put the NDB and Chirtzébavior into context, the analysis
has to include the most recent developments of .20h8&se developments show how
quickly changes may occur.

March: Founded by China in October 2014 the “Asian Irtfracture and Investment
Bank” (AlIB) consists of 27 founding members. In ida 2015, the UK was the first
Western power to join the Bank followed by Franod &ermany. These developments
received a lot of attention in the media becausg ffose another challenge to the US-
dominated system. The AlIB is a Chinese foundedlmdrwhich the US is not (yet) a
member. The Chinese Minister of Finance Lou Jiwelaned the AlIB would not
compete against the IMF but complemerf?itWelcoming the establishment of the
AlIB Christine Lagarde illustrated that the IMF ergfolio doesn’t include the financing
of infrastructure projects and that neither insiita would compete with the oth&’
However, the AlIB will be the first internationalnfincial institution with Western
member countries under the leadership of Chinacointrast to the NDB, the AlIB
shows how strong Chinese pull factors and leadershve become. In addition the
establishment of the AlIB might signal that Chinaedn’t place too much importance
on the NDB.

In addition, domestic pressure on the US Cesgyto authorize reforms increases.
According to US Treasury Secretary Jack Lew, demgioproval to the reforms of 2010
was dangerous because the US lacks leverage axliBé*° As long as the IMF 2010
reforms are not approved, the legitimacy problerh lbdcome increasingly destructive
to the IMF’s operations and credibility dilutingetimstitution from within. Its members
feel the need to join the AlIB to deal with new kbages. Even though IMF operations
don’t collide with that of the AlIB, the AlIB’s saess points at the deficiencies of the
current system. If those deficiencies become lairgéne future because the legitimacy
problem remains, they might be taken up by the AdiBther international institutions

as well. The IMF is at risk of becoming redundant.
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April: The Chinese economy is growing slowly in 2635China grows at a pace
which might be insufficient to pressure the USreforms. But the accumulated capital
and established networks will ensure investmentsfarther bargaining.

The Chinese Central Bank Governor, Zhou Xiaach announced plans for
currency reforms in order to add the Yuan to the~IBurrency basket, the Special
Drawing Rights baské&t? US officials objected immediately saying that ¥ean is not
yet ready to joirf>® It is however unclear how to decide this questibny change in
SDR would come into effect in January 2016 bus iget unclear whether a 70% or 85%
supermajority vote will be needétf If this inclusion has to be decided by an 85%
majority the US can use its veto power to stop &Hnom pursuing this goal. Those
attempts show the way in which China tries to urmdee US supremacy while trying at
the same time to integrate into the internationaarfcial system. Recognizing the
importance of the IMF China continues to investtiand to support it. Depending on
the decision of how to decide the issue one cailyeamclude about the amount and
way of U.S. dominance in the Fund. The decisioproicedure might as well already
decide whether China’s currency will be includethia basket or not.

Voices became harsh. In April 2015, China aeduthe US of “undermining” the
IMF’s legitimacy by not ratifying the reforms of 20 “(...) any interim step should
represent a meaningful advance to the goals c2@€ reform without substituting for
the reform itself.” The review of the quota formwad the 1% General Review of
Quotas should be completed by the set deadline rieee 18' 2015%%° Becoming
impatient, China exerts pressure on the US.

In April 2015, Congress published another pape IMF reforms. The Obama
Administration included IMF reforms 2010 in its el request of 2016 agditt. In the

“Adequacy of IMF Resources” a more detailed accoahtthe lack of financial
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resources in the IMF is given compared to 26{4Che intention may be to point at
current deficiencies and thus better explain tgéiteacy problem.

4. Conclusion

China is an integral part of the internatiomammunity and acts within the
international system. By providing significant soppto the IMF to fulfill its role,
China accepted more responsibilities in the IMF.réturn, China claimed a higher
Quota for itself and other emerging economies.hia ¢arly 21 century the rise of
China and other emerging countries culminated ipartant and major IMF reforms.
These reforms should ensure the Fund’s legitimacy.

The analysis of the last decade in the IMFAdfoge shows that China does not
challenge the international system. This confirtms typothesis. It is true that China
tries, within the international framework dominateg the US, to gain more power in
the IMF. China, still trying to gain more power,egsthe legitimacy problem of the
Fund.

If the IMF doesn’t regain control of its legiacy problem, Chinese dominated
institutions will continue to take more responsites and might eventually undermine
US supremacy. We might as well head towards a somdom of power even if that
state may be reached by China forcing the US owessions in the medium to long-
term. IMF credibility problems have been aggravatethe last decade. Whereas in the
beginning, talk was about more decision-making pofee low-income countries and
the role of the IMF in the world, today the siteatihas turned into a severe crisis and a
legitimacy problem so that future of the entiretitusion is called into question. The
examples of the NDB and AIIB show that China iseatty “filling the gaps.”
Furthermore, there are no reasons given by the U$ approval of reforms was
delayed. Trying to avoid the reforms appears tpdiatless. Though the IMF has not

yet experienced significant changes in governandegavernance structure, it needs to

237 Rebecca M. Nelson and Martin A. Weiss “IMF Reforfssues for CongressGongressional Research Service
(March 11, 2014), pp.2-4,
https://lwww.hsdl.org/?search&exact=Nelson%2C+Redebt&searchfield=creator&collection=limited&subnati=
Searché&release=0&creator=Weiss%2C+Martin+A.&fct&paf) (accessed 02.05.2015). and Rebecca M. Nelsbn an
Martin A. Weiss “IMF Reforms: Issues for Congresgsngressional Research Seryi¢april 9, 2015), pp.2-4
https://lwww.fas.org/sgp/crs/misc/R42844 .pdf (aced<32.05.2015).
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implement the reforms. Supporting the reforms, @hivants more decision-making
power but is reluctant, at the same time, to tale¥ smore responsibility.

Therefore, the goal of the establishment eflevelopment is to put pressure on the
US to ratify the 2010 IMF reforms. While complemagtthe IMF in parts, the New
Development Bank highlights IMF deficiencies. Orceew network is established it is
easier for institutions to take more responsileiti\Whether or not the taking over of
more responsibilities seems likely will depend @wlChina is treated in the IMF.

China’s behavior within and outside the IMRe@s to a great extent its treatment
by major powers and decision-makers. In the lasade major reforms were passed,
the only IMF reform which has not yet been approiethe 2010 reforms. China tried
to pressure the US constantly in speeches, rengnitti@ international community to
ratifying important decisions taken by the commynithina realized that its power
alone is too small and China thus found a new grthg@BRICS. Although, the BRICS
met the first time in 2008, it was only two yeafeathe 2010 reforms were still not
passed that they agreed to create a joint DevelopBenk. Then China established the
AlIB in 2014. Thus China learnt that when neededhgyinternational system, the West
is prepared to make concessions.

We can further conclude that for various reasiee., lack of implementing working
operating procedures, amount of capital for use..tbiEe NDB and AlIB are not yet
able to challenge the system. But China is usimgniches available to build its own
network, beginning with the BRICS Forum, followeglthe NDB and AlIB.

Comparing US reaction to the NDB and AlIB demsioates that the AlIB is a much
greater threat to US dominance than the NDB. Arrdthe has been crossed in the last
months. The UK which enjoyed a “special friendshigth the US has decided to join
the Bank. It seems that Chinese pull factors beamme and more attractive so that not
only the US but also its allies turn to Asia.

Altogether China is pursuing a two-way strgtelg doesn’t challenge the IMF, but
contributes financially. China doesn’t have the got® change the IMF from within. It
supplements the IMF by establishing the NDB andAH8. Those banks, may gain
opportunities to challenge the IMF in the futureev@lopment Banks like the ones in
Brazil or Latin America have existed for decadesl @ one questioned their role
challenging the IMF as is done in the case of tBBN

The BRICS were said to challenge US suprembatyjuestions about their ability to

work together exist, which is regarded as one meagioy they might not be able to
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challenge the US. Today we have to reject thesly essumptions and say that the
"IRICS are well aware of their chances and able ¢écthusm.

Future research thus has to closely look @awthy the IMF and Chinese dominated
institutions are heading and how they develop. &lsnneither a status-quo power nor
challenger per se. It is necessary to continuenédyae global economic developments
and to consider other global institutions i.e., Mierld Bank. The conclusions drawn
from this analysis suggest that findings withinestinternational organizations might

be similar.
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Summary of the thesis

The aim of this thesis is to find out whetl@tina today acts within the
international order analyzing its behavior in tivFl China’s history reveals
the importance of leaders and the oscillationshefrtworldview and outlook.
Each period in time has to be looked at speciffcdlpon that the History and
power structure of the IMF are explained resultimghe conclusion that for
China to gain more decision-making power forembstihcrease of Quota is
important. Reforms in governance on the other hemednot a regular part of
the IMF’s history which was rather stable. The sataility shows the IMF-
Chinese relations which reveal how well China inaed into the IMF acting
more like a developed than a developing countryel®as in the beginning
China had to rely on the IMF for advice today thkitowledge about the
financial system has increased considerably. ThéCBRare presented as a
new phenomenon with difficulties due to their diffieces. Acting as a group,
intergovernmental, non-binding decisions are maldeir NDB presents a
project that is complementary to existing instaas financing infrastructure
projects in developing countries.

The analysis consists of four parts and faou€hinese claims for reforms,
the actual reforms made and reactions of the iatemmal community
especially the United States. Articles, speechdsyviews and reports reflect
that the legitimacy problem of the IMF started D03 already. The IMF itself
was unaware of its lack of financial resources asec of a crisis. In 2006
reforms were primarily agreed on to strengthendéneeloping and low-income
countries” voices in the Fund. This changed aff®82vhen the second packet
of reforms was ratified. Soon in 2010 the ExecuBBaard agreed on further
reforms which are not passed to this day becauseU8 uses its veto.
Officially the US doesn’t want to lose control odaxpayers” money which
would be shifted from the NAB to the Quota. In td&B the US has a veto
and could thus decide who would get the money amal wot.

Generally the analysis shows that China taggain more power in the IMF
staying within the international system. Yet itaddishes new complementary
organizations when the process of implementatiorslesved down. Those
complementary organizations might challenge exgstines in the future which
today seems unlikely. The IMF will have to get lggitimacy problem under
control or risk to become redundant in the future.
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