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Brief Analysis

Washington often objects to loans that it deems insufficiently rigorous, but its
blocking attempts usually fail—and Iran has no need for the funds anyway.

M uch commentary has been heaped on the Trump administration’s apparent plan to “veto” a loan to Iran
under a new IMF facility intended to help countries deal with the COVID-19 crisis. To describe this reporting

as ill-informed is to be polite.

For one thing, Iran already has immediate access to $2.8 billion in existing funds from the IMF without drawing up
any new loans—$700 million in its “reserve tranche” and $2.1 billion in Special Drawing Rights. This money is
available without condition, yet Tehran has made no effort to use it during its ongoing health and economic crises

(https://www.washingtoninstitute.org/policy-analysis/view/sanctions-relief-isnt-necessary-to-assist-irans-

coronavirus-response) . More important, the regime holds at least $90 billion in foreign exchange reserves, a large
portion of which are now accessible. These factors raise questions about Tehran’s motivations in applying for the

loan.

Furthermore, Iranian authorities and media outlets have focused on whether U.S. officials will block the loan,
implying that if it goes through, it will represent a defeat for the Trump administration’s maximum pressure
campaign. In fact, there is no realistic way for Washington to block any such loan brought before the IMF Executive
Board. Despite loose talk of a U.S. veto, that power applies only to a very specific set of issues detailed in the annex to

the IMF’s Articles of Agreement—namely, issues related to IMF governance, not to individual loans.

Indeed, the United States has a long history of unsuccessfully objecting to IMF loans. Each quarter, Treasury officials

report to Congress (https://home.treasury.gov/system/files/206/3Q-REPORT-19.pdf) about which loans they
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have supported and which they have opposed. Last year, for instance, the administration opposed loans to the
Republic of the Congo in July and to Mauritania in May, yet both were approved. Going back several years, one finds

no examples in which U.S. opposition has prevailed with the IMF Executive Board.

The U.S. Treasury has an ethos that it is the institution responsible for keeping the IMF on the straight and narrow by
insisting on tough conditionality and strict economic measures. Accordingly, department officials often oppose IMF
loans they deem economically unjustified, regardless of U.S. relations with the countries in question. For instance,
their objection to the Congo and Mauritania loans was not based on any desire to place those governments under
“maximum pressure,” but rather to ensure that IMF conditionality on issues such as structural economic reform

was sufficiently rigorous.

In the current case, the IMF insists that conditionality for the new “emergency financing mechanisms” be

minimal. As one IMF official explalned in an April 1 background briefing

call-imf-resources-strategy-help-combat-covid-19) , the only criteria for these coronavirus loans are (1) that the

country be in a position to repay the funds (which Iran clearly is), and (2) “that the money is formally speaking used
to address the underlying source of the financing needs, so in this case the health crisis.” Elsewhere in the briefing,
officials confirm that no conditions will be put in place to ensure that governments use the funds in the manner they

declare they will.

The U.S. position is that Iran does not meet even the basic criteria given its history of diverting pharmaceutical and
other medical funding to support terrorism and corruption. For example, as Secretary of State Mike Pompeo noted
on March 24, “Regime officials stole over a billion euros intended for medical supplies, and continue to hoard
desperately needed masks, gloves, and other medical equipment for sale on the black market.” Even if the Trump
administration wanted to support the loan, it could not do so. According to Section 1621 of the International
Financial Institutions Act (22 U.S.C. 262p-4q), “The Secretary of the Treasury shall instruct the United States
executive director of each international financial institution to use the voice and vote of the United States to oppose
any loan or other use of funds” for countries that the secretary of state has determined are state sponsors of

terrorism. This provision appears to have no waiver authority.

Certainly, the United States has various means of interrupting prospective loans before they reach the IMF Executive
Board, such as persuading the organization’s managing director not to proceed. Yet the current official in that
position, Kristalina Georgieva, hails from an EU country like all her predecessors, and the major EU governments
have endorsed the idea of giving Iran an emergency loan, so it is difficult to see U.S. appeals forestalling the process

in this case.

To be sure, Tehran has had much difficulty accessing its foreign exchange reserves for humanitarian trade because
of U.S. restrictions on transactions with the Central Bank of Iran. Yet an IMF loan would have exactly zero impact on
that issue. What does help on that front is Treasury’s quiet policy change in March to allow foreign transactions with
the Central Bank for the purpose of countering coronavirus. Exporters are already leaping at this opportunity in
South Korea, where Iran holds many bhillions of dollars in reserves; the policy change applies to other key reserve
locations as well. Thus, anyone concerned about getting medical supplies to Iran should be focusing on these newly

accessible reserves rather than IMF loans.

In short, the IMF loan controversy will have no impact on the country’s ability to purchase humanitarian goods. It is
inappropriate for news outlets, EU governments, or anyone else to claim that blocking the loan will impede Iran’s

access to such goods. The real obstacle lies in Tehran’s failure to use the many resources it can already access.

Patrick Clawson is the Morningstar Senior Fellow and director of research at The Washington Institute. *®


https://www.imf.org/en/News/Articles/2020/04/03/tr040120-transcript-background-briefing-conference-call-imf-resources-strategy-help-combat-covid-19

RECOMMENDED

BRIEF ANALYSIS

Iran Takes Next Steps on Rocket Technology

Feb 11,2022
.
Farzin Nadimi

(/policy-analysis/iran-takes-next-steps-rocket-technology)

N

BRIEF ANALYSIS

Saudi Arabia Adjusts Its History, Diminishing the Role of Wahhabism

Feb 11, 2022
.
Simon Henderson

(/policy-analysis/saudi-arabia-adjusts-its-history-diminishing-role-wahhabism)

Matthew Levitt

BREAKING
_HI'?BI)IIAH’_“

ARTICLES & TESTIMONY
Podcast: Breaking Hezbollah's Golden Rule

Feb 9,2022
.
Matthew Levitt

(/policy-analysis/podcast-breaking-hezbollahs-golden-rule)

TOPICS


https://www.washingtoninstitute.org/policy-analysis/iran-takes-next-steps-rocket-technology
https://www.washingtoninstitute.org/policy-analysis/saudi-arabia-adjusts-its-history-diminishing-role-wahhabism
https://www.washingtoninstitute.org/policy-analysis/podcast-breaking-hezbollahs-golden-rule

Democracy & Reform (/policy-analysis/democracy- Energy & Economics (/policy-analysis/energy-

reform) economics)
Terrorism (/policy- U.S. Policy (/policy-analysis/us-
analysis/terrorism) policy)

REGIONS & COUNTRIES

Iran (/policy-
analysis/iran)


https://www.washingtoninstitute.org/policy-analysis/democracy-reform
https://www.washingtoninstitute.org/policy-analysis/energy-economics
https://www.washingtoninstitute.org/policy-analysis/terrorism
https://www.washingtoninstitute.org/policy-analysis/us-policy
https://www.washingtoninstitute.org/policy-analysis/iran

	Opposing an IMF Loan to Iran: Not an Outlier, Not a Barrier to Aid
	RECOMMENDED
	TOPICS
	REGIONS & COUNTRIES



