I have been asked to say a bit about the future of the IMF or, more generally, international organizations.  I think we have part of the answer in the role the IMF has taken in the current credit and financial crisis.  They have been mainly absent.  Even Iceland went to Russia, not to the IMF.  I will add a bit about the proposal to have a new Bretton Woods and increased international regulation.
There are three main reasons for the IMF’s  absence.  First, and most important, is the unwillingness of most countries to provide the public good of international cooperation.  Without US leadership, cooperation rarely occurs.  The US is occupied with its own problems.  Iceland is not seen as one of them.  Hungary appealed to fellow Europeans for assistance.  The IMF was not part of the solution.

Second, the IMF was designed to solve payments problems in a world of fixed but adjustable exchange rates.  Financial demands on the IMF were modest compared to the problems that arise from imbalances in the capital account.  The IMF does not have the resources to do much about current problems and it is not likely to acquire them.  No less important, the market was able to settle most of the Argentine default without IMF assistance.
Third, the IMF is seen as a US institution once removed.  Asian countries disliked the restrictions placed on them after problems arose in Thailand, Indonesia, Korea and others.   They have worked to set up their own institutions.  The Latinos will follow.  For many countries the problem is voting rights.  They want greater influence on decisions and actions.   The United States is unlikely to give up its veto rights.
The Europeans talk about international regulation, a new Bretton Woods.  They have not been able to agree on a lender-of-last-resort strategy for Europe.  They all knew that the  European Central Bank did not have authority to act in that role.  If they cannot agree on a common crisis policy, they are unlikely to agree on a meaningful  international institution.   Like many here, they repeat that the market failed and must be regulated more fully.  
I believe there is a basic problem lurking in the talk about increased regulation.  In my book, I discuss the first law of regulation.  It says: Lawyers and bureaucrats announce regulations; market s decide to circumvent burdensome regulations without violating them.   One of the causes of the current crisis is the decision by regulators from all major countries known as the Basel Agreement.  It mandated that any bank that increased its risk position had to increase its capital.  Most banks responded by putting the risky assets off their balance sheet.  They set up off balance sheet facilities.  Later markets forced them to accept responsibility.
Under the Basel rules the banks went from a system that was not well monitored to one that was not monitored at all.  Regulators learned about where the risks were when the financial institutions asked for help.  Regulators regulate, but markets circumvent.  

More regulation usually brings more political influence on the regulators.  Without Fannie and Freddies decision to buy sub-prime and other risky mortgages, fewer would have been supplied.  Problems with Fannie and Freddie were well known,  almost as well known as the problems in the thrift industry in the 1980s.  Regulators ignored both crises until they could no longer do so.  Is this the system that we want to nurture?   The French propose to regulate the 30 largest banks in the world using an international group.  The people that brought the Basel Accords would then run the banks.  Credit allocation for political ends would soon follow, if the regulators could agree on the ends.  Recall that the Congress approved the Community Reinvestment Act that encouraged homeownership by low income groups.  Then members of Congress pressured Fannie and Freddie to buy the sub-prime mortgages.  I believe that without the Congressional intervention and the heavy purchases by Fannie and Freddie, the current crisis would not have occurred.  
What should be done?  Perfection is not attainable.  Banks and others borrow short and lend long.  As long as that remains true, there will be problems from time to time when the environment changes unexpectedly.  The Russian default, the problems at Long Term Capital, the dot-com collapse, the housing mess are examples from the recent past.  

Regulation is required because banks have deposit insurance and many institutions are treated as “too big to fail”.   That is certain to continue.  

A proper solution to the problem of regulating is to harness the incentives to work toward stability.  I would begin with the compensation system.   This is a problem for managements and directors.  Compensation systems must give the participants a stake in the outcome that lasts longer than a year.  This is not a problem for government regulation.  It is a problem that good management can solve,  and some have solved it.  Government can persuade, but managements must implement.   In the recent crisis, some banks did not load their portfolios with sub-prime loans and CDOs.  This shows that not all managements succumbed.

Further, I believe the Treasury should close Fannie and Freddie. Congress may wish to subsidize housing for low income groups.  They should do it on budget.  The mortgage programs were a way of circumventing the budget process and creating opportunities for corruption of some members of Congress.
To return to the IMF.  I believe it should have a modest future role.  It can prevent crises from spreading from one small country to another.  And it has a comparative advantage in gathering information that a global market economy can use.
For several years, I have proposed an international monetary arrangement for current conditions.  It does not require regulation and coordination by officials.  The market does the coordination.  

Each major currency—currently the dollar, the euro, and  the yen—adopts a common inflation target and allows its currency to float.   That stabilizes nominal exchange rates but allows real exchange rates to change as tastes, productivity, and population change.  All other countries can choose to peg to the basket or one of the principal currencies or can float independently.  Those that peg gain low inflation and exchange rate stability, a result they cannot achieve on their own.  The major currencies get the benefit of stable exchange rates with many countries and low inflation, also a result they cannot achieve own their own.  

There is one large roadblock at present.  The United States cannot maintain an agreement of this kind until it greatly reduces its current account deficit.  I believe that should be a priority.   But that will be true of any effort to reach an international agreement.  As the Congress and the administration increase spending, this problem will grow.  Years of discussion should make everyone aware that China will not sacrifice growth for international stability and the Europeans will not reduce remaining barriers to imports from the United States.  Without cooperation, willingness to supply the public good of international stability, international agreement cannot succeed.
